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From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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ome  say  the  secret 
to  the  popularity  of 
Ballantine's  Finest  Scotch 
IS  Its  artful  blend  of  42 
single  malt  whiskies 
Others  proclaim  the 
virtues  of  water,  peat  or 
heather,  traces  of  which 
can  be  detected  in  every 
sip  But  all  discussions 
abt)ut  Scotch  must  ulti- 
mately turn  to  the  oak  bar- 
rels in  which  It  matures 
Newly  distilled  single 
malt  Scotch  enters  the 
barrel  naked,  virtually 
clear,  fiery  in  its  potency, 
but  somewhat  lacking 
in  manners.  Over  the 
years  it  acquires  a  golden 
hue,  drawn  from  the 
wood  Itself.  Air  pene- 
trates the  porous  surface, 
whispering  hints  of  the 
outside  world  to  the 
budding  whisky  inside 
In  turn,  evaporation 
imparts  a  subtle  sweetness 
to  the  surrounding  air. 


If  ^Ve  All  Ageo 
Half  Ag  ^Yell, 

'HE  ^VOMLD  ^¥OrLD 

A- Much  Mome 
Civilized  1 


When     the     whisky 
emerges  from  its  long 
metamorphosis,    it   has 
melK)wed   considerably 
Tempered     with     soft 
Scottish  water  and  merged 
into  the  Ballantine's  Finest 
blend,  each  of  the  single 
malts    confidently    intro- 
duces Itself  to  your  glass, 
proud  of  Its  origin,  assert- 
ing Its  flavor  with  the  firm 
handshake  of  individual 
Scotch  character 

Then  a  softer  side  to 
Ballantine's  is  revealed,  a 
\cntimental  quality  that 
blooms  on  the  palate  like  a 
flower  unveiling  hidden  col- 
or The  finish  is  gentle  but 
firm,  dignified  and  noble. 

The  true  measure  of 
civilization  is  simple  qual- 
ities like  these.  Happily, 
they    are   available   for 
the  price  of  a  bottle  of 
Ballantine's  Finest. 

Please  write.  We  wel- 
come all  correspondence. 
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THE  TRUE  TASTE  OF  SCOTCH ' 


Ballantine's  Blended  Scdtch  Whisky  4  3%  Ale  ,/Vol  (86  pruiiD  f   1990  Maidstnnc  Wine  Si  Spirits  Ine  .  Lus  Anj>clcs,CA     •     Write  to   Ballantine's  PO  Box  892  5  Universal  City,  C  A  91608 
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management  means 

protection,  even  in 
an  uncertain  market 
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maintaining  a  high  level  of  stability 
is  no  easy  task.  But  with  the  experience  gained 
by  financing  over  8  million  home  mortgages, 
Freddie  Mac  has  become  the  most  stable  pl^er  in 
the  secondary  mortgage  market.  And  that  makes 
Freddie  Mac  securities  high-quality  investments. 

An  active  quality- control  system  and  the 
highest  underwriting  standards  in  the  industry 
are  two  of  the  ways  Freddie  Mac  manages  risk. 
As  a  result  of  this  prudent  risk  management, 
Freddie  Alac's  delinquency  rates  are  just  one-half 
of  the  industry  average. 

Another  factor  in  the  Freddie  A4ac  equation 
is  diversity.  Pooling  loans  from  all  areas  of  the 


country  helps  ensure  that  regional 
economic  trends  have  minimal  effect 
on  Freddie  Mac's  securities. 

As  a  final  safeguard,  Freddie  Mac 
maintains  a  fraud  investigation 
unit  — the  first  of  its  kind  in  the  industry. 
This  helps  secure  and  protect  the  over- 
all quality  ol  Freddie  Mac  securities. 
By  taking  the  lead  in  ensuring 
credit  quality,  Freddie  Mac  preserves  the 
caliber  of  its  mortgage-related  securities,  sheltering 
investors  in  stormy  times. 
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Next  time  you  consider  b 
ing  a  computer  system,  a 
work,  or  application  softw. 
ask  the  company  sellin 
to  you  exactly  what  y 
options  are  for  the  future.! 

Can  it  be  integrat| 
with  your  existing  systems 
it  compatible  with  the  ind 
try  standards  necessary 
insulate  applications  'iv 
the  differences  between  m 
ufacturers?  Does  it  leave 
the  ability  to  adopt  n 
products  and  technologie 

Because  chances 
that  even  if  a  Hrm  claims 
products  and  systems 
open,  implying  they're  si 
posed  to  work  with  systei 
made  by  other  companies 
doesn't  mean  they'll  wo 
the  way  you'd  like  them  tc 

An  unfortunate  fact  tt 
could  leave  you  little  choi 
but  to  stick  w^ith  the  com  pa 
that  stuck  you  in  the  first  pla 

That  is  unless  you  cc 
sider  Digital's  definition 
freedom  of  choice. 

We  believe  there  sho 
be  no  limits  to  your  freed 
That  you  should  have  ven 
independence.  Application 
teroperability  and  portabi; 
And  the  pow^er  to  use  the  bi 
technologies  from  whate 
companies  offer  them  wi 
out  changing  the  way  in  w 
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Junk  Science  In  The  Courtroom  68 

By  Peter  Huber 

Carr\'ing  the  traditional  American  ad- 
versaiy  system  to  absurd  extremes, 
judges  are  allowing  crackpot  scientists 
to  pollute  the  legal  process. 

The  Stock  Market's  Impending 
Change  In  Leadership  40 

By  Norm  Alster 

Bob  Farrell  correctly  predicted  con- 
sumer goods  stocks  would  be  the 
kings  of  the  Eighties  bull  market. 
Now  he's  predicting  a  new  monarch. 

Sir  Jimmy's  Golden  Deal  42 

By  Howard  Rudnitsky 

In  effect  trading  trees  for  gold,  Jimmy 
Goldsmith  last  year  made  a  big  com- 
mitment to  the  precious  metal. 

Can  Trump  Pay  His  Hotel  BillJ    43 

By  Richard  L.  Stern 
and  Tatiana  Pouschine 

Donald  Trump  still  owns  Manhat- 
tan's magnificent  Plaza  Hotel.  But 
only  at  his  creditors'  sufferance. 


COMPANIES/INDUSTRIES 


44 


Broad  Inc. 

By  Matthew  Sch  if rm 

For  most  people,  building  one  big 
company  is  a  lifetime's  work.  At  58, 
Eli  Broad  is  well  into  his  second. 


Editorial  index  is  on  page  6 

Cover  illustration  byChas.  B.  Slackman 


WPP  Group  48 

By  Marcia  Berss 

The  world's  biggest  ad  agency  has  had 
to  reschedule  its  heavy  debts.  But 
don't  write  Martin  Sorrell  ofT. 

Tele-Communications  Inc.  67 

By  Kathryn  Harris 

While  some  people  think  cable  TV 
may  have  a  limited  future,  John  Ma- 
lone  has  no  such  doubts. 

SCEcorp  76 

By  James  Cook 

Its    prized    merger    plan    thwarted, 

SCEcorp  isn't  sitting  around  moping. 

Up  &  Comers; 

Gainsco,  Inc.  80 

By  Carolyn  T.  Geer 

This  little  Texas  outfit  has  carved  out  a 

nice  insurance  niche. 

Up  &  Comers: 

Lift  Discplay,  Inc.  82 

By  Peter  Newcomb 

While  enviros  quack  and  flail  about 
compact  disc  packaging,  little  Lift 
Discplay  offers  a  solution. 
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Europe's  Cars 

By  Jerry  Flint 

You  think  the  auto  business  is  tough 

here?  Well,  Europe,  instead  of  the 

big  three,  has  the  big  six — plus  the 

Japanese. 


Scandinavian  Airlines  83 

By  John  Marcom  Jr. 

Regarded  as  a  paragon  of  good  air- 
lines management,  even  SAS  is  now  in 
the  red.  Don't  count  it  out. 
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Little  Banks 

By  William  Tucker 

Three  experts  tell  how  they  find  little 

gems  among  the  banks  and  thrifts. 

Funds: 

Sit  New  Beginning  Growth  114 

By  Eric  S.  Hardy 

Doug  Jones  was  beating  the  market 
even  when  small  companies  were  do- 
ing poorly. 

Funds: 

Japan  OTC  Equity  Fund  115 

By  Richard  Phalon 

Mirroring  New  York,  the  Tokyo  mar- 
ket is  favoring  small -cap  stocks. 
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World  Markets  Review  112 

Streetwalker  124 

Profit-taking;  Multimedia;  Phelps 
Dodge;  McDermott  International. 
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A  New  Hole  In  The  Treasury 

By  William  Tucker 

Is  this  the  birth  of  national  health 

insurance.'' 
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you  already  do  business. 

Our  conviction  has  be- 
come evident  in  everything  we 
In  our  approach  to  tech- 
nology, services  and  solutions. 

The  ultimate  e.xpression 
ol  that  freedom  is  Network 
Application  Support  (NAS), 
a  comprehensive  implemen- 
tation of  standards  for  inte- 
grating applications  across  all 
your  ditlerent  networked  sys- 
tems. With  NAS,  applications 
become  impervious  to  the  dif- 
ferences between  operating 
systems.  Whether  those  oper- 
ating systems  drive  prod- 
ucts from  us,  IBM®,  Hewlett- 
Packard*^',  Sun®,  Compaq®, 
Apple®  or  others. 

But  our  conviction  is  also 
affirmed  in  our  commitment 
consult  with  you  on  the 
planning,  design,  implemen- 
tation and  management  of 
your  applications  and  com- 
puter systems.  Evident  in  an 
extensive  offering  of  multi- 
vendor  support  and  service 
options  that  go  so  far  as  to 
let  you  outsource  your  entire 
information  system  to  us. 

So  if  you're  considering 
new  solutions,  you  just 
might  want  to  talk  to  us. 
Because  when  you  want 
freedom  to  choose.  Digital 
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The  Deadbeat  State  62 

By  Rosalind  Resnick 

Sun  and  low  taxes  aren't  the  only 

reasons  Florida  is  attractive. 

City  Hall  Versus  The  Jitney  77 

'William  P.  Barrett 
Alfredo  Santos  had  a  nice  little  busi- 
ness that  catered  to  a  genuine  need. 
The    city   of  Houston   closed    him 
down. 

On  The  Docket: 

High- Yield  Lawyers  86 

By  Leslie  Spencer 

Urged  on  by  juicy  contingency  fees,  a 
big  Wall  Street  law  firm  is  suing  every- 
one in  sight  on  behalf  of  the  govern- 
ment's busted  S&L  fimd. 
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I  Heard  It  At  The  Record  Store    88 

By  Peter  Newcomb 

Once  upon  a  time,  airplay  was  the 
only  way  to  break  in  a  new  musical  act. 
No  longer. 
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Civilizing  Internet 

By  David  Ctiurbuck 

America  needs  a  public  computer  net 

work.  Can  Internet  fill  the  role.^ 


Seagate  Technology  94 

By  Juhe  Pitta 

Never  mind  the  glut  of  personal  com- 
puters; Alan  Shugart  intends  to  hang 
on  once  more. 


Zilog  Inc.  95 

By  Julie  Pitta 

This  semiconductor  maker's  strategy: 
If  at  first  you  don't  succeed,  lower 
your  expectations  and  try  again.  Also: 
Commentar}'  by  Richard  A.  Shaffer. 
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Dinnerhouse  Technology 

By  Jotin  Harris 

General  Mills  runs  restaurants  as  if 
they  were  factories.  It's  not  exactly 
haute  cuisine,  but  it's  good  value  for 
customers  anci  shareholders. 
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Charlottesville 

By  Kathryn  Harris 

America's  founding  fathers  built  plan- 
tations here  because  the  land  was  rich. 
Today's  newcomers  build  estates  here 
because  they  are  rich. 

Collectors: 

Pawnbrokers  To  The  Stars  104 

ByCtiristie  Brown 

Looking  to  raise  cash  against  your  art 
collection?  There's  Sotheby's,  of 
course,  and  Citicorp  and  some  other 
established  lenders.  And  then  there 
are  the  fellows  who  charge  30%. 

Careers: 

Chucking  It  All  106 

By  Dyan  Mactian 

A  rising  young  manager  at  General 
Mills  decides  to  quit  to  teach  capital- 
ism to  the  Third  World. 
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Nervous  prosperity 

It'S  hard  tor  Americans  to  grasp  the  fact  that 
the  West  European  car  market  is  now  consider- 
ably larger  than  our  own — and  growing  much 
faster,  too.  Nevertheless,  writes  veteran  auto 
reporter  Jerry  Flint,  the  Europeans  are  not 
celebrating.  Now  Japanese  auto  companies  have 
only  a  foothold  in  Europe:  11%  of  the  market  as 
against  30%  in  die  U.S.  Nobody  expects  the 
Japanese  to  settle  for  11%. 

Flint  is  just  back  from  a  tour  of  Ford  facilities 
in  Europe,  and  earlier  visited  Volkswagen  and  H^^H 
GM  of  Europe.  He  concludes:  "'If  the  Europeans 
are  serious  about  letting  real  competition  in  afi:er  1992,  they'll  face  ; 
Japanese  onslaught."  If  the  Japanese  can  do  in  Britain  what  they  die 
in  the  U.S. — get  Japanese  productivity  out  of  local  workers — they'l 
ha\'c  a  big  cost  advantage  over  existing  European  carmakers.  Fore 
supplied  us  with  figures  on  the  amount  of  direct  and  indirect  labo: 
required  to  assemble  a  typical  car  in  different  countries: 

Japan  Germany  U.K. 


Jerry  Flint 


22 


31 

$23,9 


50 
$15.60 


Direct  and  indirect  labor  hours  per  car 
Hourly  labor  cost  including  fringes 

Note  that  lower  U.K.  wage  rates  balance  off  higher  Germa 
productivit)'  to  give  both  countries  relatively  similar  labor  costs.  Bu( 
combine  Japanese  productivity  with  U.K.  wage  rates  and  British/ 
Japanese  wins  hands  down. 

In  "Will  the   (new)  Maginot  Line  hold.'"  Flint  writes  about 
growing  desperation — and  determination — in  European  autodom 
He  quotes  Walter  Hayes,  retired  vice  chairman  of  Ford  of  Europe: 
don't  remember  anyone  in  the  last  war  saying,  'The  German  tanks 
are  better,  let's  lose  the  bloody  war.'  "  See  page  58. 

Is  the  moon  made  of  green  cheesed 

If  A  Professor  Highdome  testifies  that,  yes,  the  moon  is  made  ol 
green  cheese,  would  you  consider  that  opinion  valid  even  in  the  face 
of  broad  scientific  consensus  that  the  moon  is  neither  green  not 
edible?  You'd  write  the  professor  off  as  a  crackpot.  But,  writes  Peter 
Huber  in  our  cover  stor)',  American  courts  sometimes  admit  as  valie 
evidence  "scientific"  testimony  hardly  more  credible  than  that. 
Huber,  a  Ph.D.  mechanical  engineer  with  a  Harvard  law  degree,  is 
senior  fellow  of  the  Manhattan  Institute  and  a  regular  Forbes 
contributor.  In  "Junk  science  in  the  courtroom,"  he  shows  how 
some  trial  lawyers  use  junk  science  to  advance  their  cases.  Some  of  his 
anecdotes  are  funny,  but  the  cost  to  American  business  and  consum- 
ers is  no  laughing  matter.  Starts  on  page  68. 

Debt,  where  is  thy  sting.^ 

The  WORLD  has  come  a  long  way  since  the  days  when  you  either  paidH 
your  debts  or  lost  your  property.  In  "Can  Donald  pay  his  hotel  bill?" 
Richard  Stern  and  Tatiana  Pouschine  report  that  Donald  Trump 
continues  to  own  New  York's  Plaza  Hotel  even  though  he  can't  pay 
die  interest  on  its  debt  and  the  property  is  probably  worth  less  than 
he  owes  on  it.  It's  all  part  of  a  game  wherein  bankers  pretend  that  bad 
loans  are  really  good  loans.  See  page  43. 
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Gall  in  the  family 

Charles  Keating  is  living  pretty  well 
for  a  guy  who  says  he  is  broke.  The 
developer  and  financier,  who  personi- 
fies the  savings  and  loan  fiasco,  has 
been  free  on  $300,000  bail  afi;er  be- 
ing arrested  last  year  in  California  on 
charges  of  securities  fraud. 

In  the  last  year  Keating  has  twice 
managed  to  make  the  mortgage  pay- 


Thrift-wrecker  Charles  Keating 
Someone  is  paying  his  bills. 


ment  on  his  mansion  in  the  Phoenix 
suburb  of  Paradise  Valley  just  one  day 
before  foreclosure.  But  Keating  is  no 
homebody.  He  flies  regularly  to  his 
lawyers'  offices  in  Chicago  and  to 
court  in  Los  Angeles.  Recently  he  has 
also  whizzed  through  Milwaukee,  Las 
Vegas,  Atlanta,  Monterey,  Calif., 
Manhattan  and  Miami. 

Who's  paying  for  all  this?  Some  of 
the  money  seems  to  be  coming  from 
Keating's  son-in-law,  Gary  Hall,  a 
Phoenix  ophthalmologist  and  former 
director  of  Keating's  American  Con- 
tinental Corp.  According  to  informed 
sources,  before  American  Continen- 
tal's Lincoln  Savings  &  Loan  was 
seized  in  April  1989,  hundreds  of 
thousands  of  dollars  were  shifted 
from  the  thrift  to  an  American  Conti- 
nental unit  called  Medema  Homes  of 
Utah,  and  eventually  on  to  Hall.  It 
was  Hall,  apparently,  who  posted 
Keating's  bail  last  year. 


Long  before  Keating  became  a 
household  word,  FoRBES  warned  that 
he  was  a  scoundrel  (Oct.  17  and  Dec 
26, 1988;  Nov.  27, 1989).  A  Los  Ange 
les  federal  court  grand  jury  appears 
ready  to  recommend  bringing  crimi- 
nal charges  of  securities  fraud  against 
Keating  later  this  year.  Three  former 
American  Continental  and  Lincoln 
officers  have  pleaded  guilty  to  securi- 
ties fraud  in  that  court;  they  are  ru- 
mored to  be  cooperating  now  in  the 
investigation  of  their  old  boss.  Rumor 
also  has  it  that  the  longtime  president 
of  American  Continental,  Judith 
Wischer,  is  about  to  sing. 

Keating  had  no  comment,  and  son- 
in-law  Hall  did  not  return  repeated 
telephone  calls.  But  some  sources 
guess  that  Keating's  hectic  travel 
schedule  includes  rounding  up  char- 
acter witnesses — and  pitching  inves- 
tors on  fijture  business  deals. 

Gone  Video 

Investors  should  have  hit  the  rewind 
button  on  Go-Video  Inc.,  the  king  of 
dual -deck  videocassette  recorders 
(Feb.  20,  1989).  These  machines  let 
viewers  watch  one  tape  while  record- 
ing a  TV  show  on  another.  The  mon- 
eylosing  company's  stock  rose  past 
$22  on  Nasdaq  in  1988  on  hopes  that 
the  dual-deckers  would  take  off^. 

They  haven't.  Since  shipments  be- 
gan last  July,  Go-Video  has  sold  only 
18,000  machines.  Why.>  They  were 
priced  at  $1,000.  Viewers  can  dub 
tapes  for  half  that  price  by  buying  two 
single-deck  VCRS  and  connecting 
them  with  a  cable.  Worse,  Go- Video's 
$4 . 5  billion  antitrust  suit  against  Sony 
Corp.,  Matsushita  Electric  Industrial 
Co.  and  Victor  Co.  of  Japan  failed  in 
May  to  prove  that  the  Japanese  giants 
conspired  to  keep  Go-Video's  vcRs 
off'  the  market  by  refiasing  to  license 


Go-Video 
Chairman 
R.  Terren  Dunlap 
Are  two  decks 
really  better 
than  one? 
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Unique  problems  require 


Whether  you're  challenged  by  a  small  white 
ball  lying  in  three  inches  of  water,  or  the  need  to 
enhance  the  communication  capabilities  of  your 
business,  unique  problems  demand  innovative 
solutions.  For  many  businesses,  these  challenges 
have  been  turned  into  opportunities  with  the  help  of 
Ameritech. 

Ameritech  provides  advanced  communications 
and  information  products  and  services  to  more  than 
12  million  customers  in  the  Great  Lakes  Region. 
Utilizing  the  latest  in  voice,  image  and  data 
communications  technologies,  our  businesses  are 
also  positioned  to  provide  communication  solutions 
with  voice  messaging,  audiotex  services,  paging  and 
mobile  communications,  lease  financing,  and  phone 
directory  products. 

Together,  Ameritech 's  communications 
businesses  provide  the  information  you  need . . . 
when  and  where  you  need  it  the  most. 

To  see  how  the  tough  shots  are  made,  watch 
the  pros  in  golf  at  the  Ameritech  Senior  Open.  Live 
tournament  coverage  from  Stonebridge  Country  Club 
in  Aurora,  Illinois,  July  20  and  21  on  CBS. 

To  learn  how  innovative  communications 
solutions  can  meet  the  demands  of  your  business, 
talk  to  the  pros.  Ameritech. 

Ameritech.  Solutions  that  work. 


JsMERiTECH 
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Hie  name  Mitsubishi  means  "Three  Diamonds"  porates  ETACS-IV™— a  system  that  quiet-  engineering:  from  rigid  passenger  shell 
And  for  75  years,  the  triple  diamond  has  ly  extends  ten  courtesies,  from  automatic  buffered  by  a  crumple  zone,  to  driver-side 
represented  the  company's  unbending     doorlock  above  1 2  mph,  to  automatic     airbag  and  ABS  anti-lock  brakes* 


quality  standard. 


headlight  shutoff. 


All  told,  the  Diamante  offers  more 


Introducing  diamante. 

a  new  luxury  performance  sedan, 

brilliant  in  every  e\cet 


Now,  on  the  eve  of  its  diamond  anniver- 
sary, Mitsubishi  Motors  proudly  announces 
the  highest  expression  of  that  standard— 
the  new  Diamante.  A  new  luxury  perfor- 
mance sedan  so  thoroughly  accomplished. 
It  has  already  won  Japan's  coveted  "Car 
h\  the  Year"  award.  Against  a  field  that 
included  the  Acura  Legend,  Acura  NSX  and 
nfiniti  G20. 

Everywhere,  the  Diamante's  design 
eflects  a  quest  for  integration  and  balance. 

Beginning  with  a  V6  engine  that  is 
Dowerful,  achieving  202  horsepower  in  the 
Z4-valve  version.. Yet  also  serenely  smooth 
and  quiet,  befitting  a  luxury  sedan. 

Likewise,  the  suspension  is  fully  inde- 
lendent,  with  a  multi-link  rear  design,  to 
strike  a  balance  between  tenacious  road- 
lolding  and  a  gentle  ride. 

These  handling  traits  can  be  enhanced, 
n  the  Diamante  LS,  with  optional  Active- 
:CS™  (electronically  controlled  suspension) 
and  TCridual-mode  traction  control). 

A  gracious  host,  the  Diamante  incor- 


Every  object  in  the  cabin  exudes  performance,  luxury  and  technological 
quality,  both  to  the  eye  and  to  the  touch,  innovation  than  many  established  luxury 
The  computer-designed  front  seats  provide     cars.  Even  some  costing  considerably  more. 


extra  support  at  anatomical  centers  of 
gravity.  Virtually  every  luxury  amenity  is 
available,  from  leather  seating  surfaces 
to  complete  prewiring  for  an  optional 
cellular  phone. 

Of  course,  this  wealth  of  performance 
and  luxury  is  blended  with  exhaustive  safety 


You  are  invited  to  take  a  test  drive  and 
judge  for  yourself.  Please  call  1-800-447- 
4700  for  your  nearest  Mitsubishi  Motors 
dealer. 


MITSUBISHIS 

The  word  is  getting  around." 


'ABS  optional  on  Diamante,  standard  on  Diamante  LS 


Workers  In  Columbus  Have  Always 
Gotten  Hijh  Marks  In  High  Technology. 

High  technology  and  high  performance  go  hand-in-hand  in  Columbus,  Georgia.  The 
city's  scope  is  international.  The  labor  force  is  skilled,  with  a  hard-driving  work  ethic. 
And  the  diverse  economic  base  here  includes  a  wide  variety  of  companies. 

Such  as  Pratt  &  Whitney.  Polychrome  Corp.  MUTEC 
(Matsushita/Kodak).  Blue  Cross/Blue  Shield.  Synovus 


Financial  Corp.  Lummus  Industries.  Total  System  Services. 

The  region  has  ten  colleges,  universities  and  technical 

schools,  together  with  State-run  programs  to  train  your 

new  workers  free  even  before  you  open  for  business.  ^^  m^^  ■%  ^^  ■  M 

To  find  out  all  the  bottom-line  reasons  to  locate  in  GE^jRGI^V 

Georsia,  please  write  us.  Or  call  404-656-9306.  ■nJSSS.KiSSiSS 

Columbus.  Another  way  to  strike  it  rich  in  Georgia.      ">«>«««»  BUSincss  TOOay 

Georgia  Depdrtment  o(  Induslry,  Trade  &  Tounsm.  Dept  TBS.  P.O.  Box  1776.  Atlanta.  GA  30301 . 
Pholo  Courtesy.  Georgia  Deparlmenl  of  Archives  and  Hislor>' 


Why  have  over  20,000 
American  businesses 

started  buying 

office  supplies  from 

Wholesale  Supply 

Company? 


Take  a  look  al  a  small  sample  ofoiirpncing 

and  see 

how  much  you  should  be  saving. 

Your  Price 

HP  Laser  II  Cartridge               a.s  low  as  $  69.99       | 

Maxell  5.25"  DSDD  Disk,  Bx/IO 

5,76 

1"  Black  Binder 

.89 

Top  Loading  Sheet  Protectors,  Bx/50 

4.25 

Standard  Staples,  Bx. 

.46 

8  1/2"x  1 1"  Legal  Pads,  Dz. 

3.25 

#1  Paperclips.  Bx/lOOO 

.82 

655YW  Post-It'"  Notes.  Dz. 

7.59 

Binder  Clips.  Small.  Dz. 
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because  we  offer  more 
for  a  whole  lot  less! 


\mm.¥MLV. 
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Call  now  for  a  Irce  cataloi;, 

1-800-962-9162 
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Now  Printed  in  New  York 


Baker  .\ffirmsjai 
AsFinalPulloutl 
T„  \vtrt  a 'W ar in 


If  you  lilie  the  Trib 

when  you're 

traveUing,  why  not 

get  it  at  home? 

Now  the  International  Herald 
Tribune  offers  same  day 
delivery  in  many  U.S.  eities. 

For  your  dailv  international 
briefing  -  with  features  on 
travel,  fashion,  global 
investing  and  mueh,  much 
more,  call  us  toll  free: 

1-800-882-2884 


and  build  them.  Go-Video  Chairman 
R.  Terren  Dunlap  has  been  dropping 
prices  and  signing  up  major  electron- 
ics retailers.  But  the  market  for  dual- 
deckers  is  stuck  on  pause.  The  stock  is 
down  to  l'/2  bid. 

Camng 
Commodore  Gould 

Good  technology  is  carrying  com- 
puter maker  Commodore  Interna- 
tional hirther  than  Forbes  expected 
(Nov.  13,  1989).  The  company's 
Amiga  personal  computers  have  kept 
their  lead  in  multimedia  computing — 
capturing  video  images  from  a  vcR 
and  adding  text,  graphics  and  sound. 
Commodore  is  also  introducing 
c:nT\',  multimeciia  computers  that  in- 
corporate elements  of  compact  disc 
players,  televisions  and  stereos.  The 


Commodore 
Chairman 
Irving  Gould 
He  may  have  to 
spend  more  time  at 
the  office. 


company  racked  up  more  than  $830 
million  in  sales  through  the  nine 
months  ended  in  March,  not  far  be- 
hind fiscal  1990's  total.  The  nyse- 
traded  shares  have  nearly  quadrupled 
from  a  low  of  4V2  last  year. 

Sdll,  there  are  problems.  Absentee 
Chairman  Irving  Gould  is  having 
trouble  building  a  management  team. 
Harry  Copperman,  the  firm's  fifth 
president  in  seven  years,  left  in  De- 
cember. Commodore  still  sells  Ami- 
gas  through  discount  chains  like  Toys 
"R"  Us,  making  it  tough  for  Com- 
modore to  crack  the  lucrative  corpo- 
rate domain  of  IBM,  Apple  and  Com- 
paq. Software  developers  like  Micro- 
soft and  Lotus  Development  have 
avoided  writing  for  Commodore. 
Amiga,  which  provides  more  than  half 
of  Commodore's  sales,  will  soon  face 
tough  competition  from  IBM  and  Ap- 
ple, which  are  working  on  multimedia 
features  for  their  PCs.  Microsoft  is  also 
developing  its  own  multimedia  soft- 
ware. Looks  like  rough  sailing  ahead 
for  Gould.     -Evan  McGlinn      Hi 
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"Simplify,  Simplify!" 

Applied  Metelligence 
•  from  Fansteel/VR  Wesson 
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Well  over  a  century  ago,  Thoreau  dispensed 
advice  of  critical  importance  to  modern 
manufacturing:  "Simplify,  Simplify!" 
A  half  century  ago,  Fansteel/VR  Wesson 
became  a  major  producer  of  tools  £ind 
tungsten  carbide  bits  for  the  mining  and 
construction  tool  industries.  Today,  the  advent 
and  installation  of  Computer  Numerically 
Controlled  machining  at  our  Lexington, 
Kentucky  plant  has  turned  Thoreau's  advice 
into  a  great  competitive  advantage. 

etelligence- 

We  now  purchase  partially  machined  tool 
holder  forgings  and  produce  a  range  of 
products  from  them.  The  results? 

•  Inventories  are  reduced. 

•  Slow  moving  products  are  remanufactured 
into  those  in  greater  demand. 

•  More  forgings  of  fewer  parts  are 
purchased,  minimizing  forging  errors. 

A  "simple"  exercise  in  Apphed  Metelligence 
from  Fansteel/VR  Wesson .  .  .  and  another  reason 
it  will  pay  you  to  know  more  about  us. 


These  tungsten  carbide  bits  and  their 
blocks  are  representative  of  the  tools 
produced  by  VR  Wesson-Lexington  for 
the  construction  and  mining  industries. 


[7aiisteel 

1  Tantalum  Place 

North  Chicago,  IL  60064 

708-689-4900 
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Fall  of  the  House 
of  Blinder 

Thk  Blinder,  Robinson  bucket 
shop  came  to  an  inglorious  end  on 
June  1 ,  when  the  defianct  firm's  trust- 
ee held  a  liquidation  auction  in  Den- 
ver. (There  may  be  another  auction  of 


Blinder  memorabilia  on  the  block 
The  founder  himself  was  outbid  at  an 
auction  that  raised  some  $123,000  for 
creditors  of  the  defunct  firm. 


the  last  Few  office  items.)  Aside  from 
bargains  on  telephones,  desks  and 
computer  terminals,  the  gavel  banged 
down  on  mounds  of  Blinder  memora- 
bilia, including  T  shirts,  sweat  pants, 
bomber  jackets,  children's  wear,  ties, 
tote  bags,  cocktail  glasses  and  158 
cases  of  House  of  Blinder  champagne. 
Meyer  Blinder  himself  showed  up, 
but  was  outbid  on  several  lots. 

According  to  trustee  Glen  Keller, 
the  sale  raised  about  $123,000,  which 
will  eventually  repay  general  credi- 
tors, including  investors  who  say  they 
were  shafted.  Those  claims  total  $108 
million,  but  Keller  can't  estimate  how 
much  he'll  have  to  pay  on  them  pend- 
ing litigation  against  Blinder. 

Up  on  Cripple  Creek 

Colorado  is  the  latest  state  to  join 
the  gold  rush  and  legalize  gambling. 
After  state  legislators  shot  down  a 
proposed  referendum  last  year,  peti- 
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tioning  citizens  put  it  on  the  ballot 
any'way  and  then  passed  it.  In  June 
Governor  Roy  Romer  signed  a  bill 
that  brings  poker,  blackjack  and  slot 
machines — $5  limit — to  three  old 
mining  towns:  Central  City,  Black 
Hawk  and  Cripple  Creek. 

To  encourage  that  old  Wild  West 
feel,  gambling  is  allowed  only  in  pre- 
World  War  1  buildings,  or  those  that 
mimic  such  a  design.  Citizens  of  Cen- 
tral City  (pop.  300)  speculated  that 
the  county  courthouse  and  annex 
would  be  sold  to  casino  developers 
because  of  a  dearth  of  commercially 
zoned  space  in  downtown.  Central 
City  Mayor  Bruce  Schmalz  pooh- 
poohs  that  rumor,  but  he  may  just  be 
trying  to  head  off  competition. 
Schmalz  is  adding  a  bar  and  casino  to 
his  souvenir  shop.  Three  of  four  town 
council  members  plan  for  gambling  in 
their  private  businesses. 

-Christopher  Palmeri 

Coming  out  a  winner 

Some  investing  pros  are  groaning 
over  a  recent  prospectus  for  Riddell 
Sports  Inc.  Riddell,  as  any  kid  who 
ever  played  football  knows,  is  the 
world's  leading  football  helmet  mak 
er.  It's  not  a  bad  little  company,  earn- 
ing a  pro  forma  $2.6  million  on  $30 
million  sales  last  year.  The  2-million 
share  offering  is  priced  at  around  $9  a 
share,  which  comes  out  to  20  times 
earnings.  Not  cheap,  but  not  outra- 
geous, either,  for  a  solid  brand-name 
company. 

But  Wall  Streeters  are  rolling  their 
eyes  because  of  Riddell's  president, 
one  Frederic  H.  Brooks.  Brooks  was 
the  mastermind  behind  MacGregor 
Sporting  Goods,  a  1980s  highllier 
that  choked  on  too  much  debt  and 
went  Chapter  1 1  two  years  ago. 
"Fred's  Street  credibility  is  zilcho," 


says  one  investor  who  was  burned  I:   i^ 
MacGregor. 

About  a  year  before  MacGregc 
tanked.  Brooks  sold  its  prosperoi 
Riddell  unit  to  Robert  Nederlande 
the  theater  owner  and  managing  gei 
eral  partner  of  the  New  York  Yankee 
Brooks  stayed  on  board  at  Ridde 
even  as  MacGregor  was  sinking,  an 
now  he's  got  a  five-year  employmei 
deal  at  $250,000  per  year,  plus  stoc 
valued  at  about  $4  million. 


Tarnished  Silver 

Hudson  Hawk  has  already  entere 
Hollywood  lore  as  one  of  those  leg 
endary  bombs,  a  disaster  on  the  orde 
of  Ishtar  and  Howard  the  Duck.  1 
some  businesses  that  kind  of  failur 
can  be  career-threatening,  but  it  ap 
pears  that  the  flop's  producer,  Joe 
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Producer  Joel  Silver 

The  Last  Boy  Scout  better  be  good. 

Forbes  ■  July  8,  1991; 


Silver,  who  also  produced  such  big- 
budget  action  hits  as  Die  Hard  and 
Lethal  Weapon,  will  emerge  relatively 
unscathed  if  his  next  picture  per- 
forms. "The  man  is  review-proof," 
snipes  one  HoUwood  insider. 

Hudson  Hawk's  budget  ballooned 
amid  stories  of  extravagance — stories 
Silver  denies  as  outright  fiction.  There 
ha\e  been  scattered  reports  that  his 
latest  spectacle,  The  Last  Boy  Scout, 
may  also  have  some  budget  difficul- 
ties. Silver  and  his  studio,  Warner 

•  Bros.,   insist   Boy  Scout  is   right  on 
target. 

Silver,  38,  says  he  doesn't  have  to 
prove  anything:  "Only  2  of  my  39 
movies,  Hawk  and  Die  Hard  2,  had 
budget  problems,  and  unfortunately 
they  got  a  lot  of  attention."  But  with 
two  duds  last  year,  Predator  2  and 

^Adventures  of  Ford  Fairlane,  clearly 

.^Silver  has  a  lot  riding  on  Boy  Scout. 

T 

trhe  case  against  Oxy 

Ray  Irani  has  his  hands  fiill  cleaning 
up  Occidental  Petroleum  after 
^founder  Armand  Hammer's  excesses. 
Here  comes  another  headache,  one 
that  had  nothing  to  do  with  Hammer. 
The  U.S.  Department  of  Energy  is 
pursuing  a  little-noticed  case  against 
Oxy  that  could  wind  up  costing  the 
company  $900  million  or  more. 

The  feds  charge  that  Cities  Service 
Co. — which  Oxy  bought  in  1982 — 
.'iolated  some  1973-81  oil  price  con- 
:rols  by  selling  controlled  oil  only  if 
Duyers  would  sell  Cities  Service  un- 
zontrolled  oil  at  a  discount,  in  effect 
Achieving  a  premium  for  the  price- 
controlled  oil.  Virtually  every  big  oil 
:ompany  ran  afoul  of  the  complicated 
egulations.  Exxon  was  ordered  to 
)ay  $2.1  billion  in  1986;  Texaco  set- 
led  for  $1.25  billion  in  1988. 

The  DOE  was  ready  to  settle  with 
3xy  for  $205  million  in  1989,  but 
ifter  protests — by  28  companies,  31 
■tates,  Guam,  the  Virgin  Islands  and 

I  Congressman  John  Dingell — the  set- 
lement  was  recentiy  scuttled.  Now 
he  case  is  before  a  Federal  Energy 
l^egulatory  Commission  judge.  If 
Dxy  loses,  it  plans  to  appeal. 

But  time  is  money.  The  alleged 
'iolations  total  $261  million;  interest 

0  far  is  $639  million.  Oxy  has  created 

1  reserve  for  the  problem  but  won't 
ay  how  much.      -ToNi  Mack      ^ 
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The 

Gabelli 
Growth 
Fund 


Average  Annual  Returns 
Through  3/31/91  (a) 


One  Year  +11.7% 
Three  Year  +22.5% 
Life  of  Fund*   +19.5% 

'From  inception  on  April  10, 1987 


Elizabeth  R.  Bramwell,  CFA-President  &  Chief  investment  Officer 

A  diversified  mutual  fund  seeking  capital  growth 
by  an  eclectic  earnings-driven  approach. 

Minimum  Initial  Investment:  $1,000 

For  a  prospectus,  please  call— 

1-800-GABELLI 


Gabelli  &  Company,  Inc. 


1-800-422-3554 
P.O.  Box  1634  •  Grand  Central  Station  •  NY,  NY  10163 


(a)  Average  Annual  Returns  reflect  changes  in  share  price,  reinvested  dividends 
and  capital  gains  and  are  net  of  expenses.  Investment  results  and  the  principal 
value  of  an  investment  will  vary.  The  past  performance  noted  above  does  not 
guarantee  future  results.  When  shares  are  redeemed,  they  may  be  worth  more  or 
less  than  their  original  cost.  The  prospectus  contains  more  complete  information, 
including  fees  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 


Our  Pledge. 


luorld  we  share  is  only  given  to  us  in  trust. 


ivery  choice  we  make  about  the  earth,  air 
and  water  around  us  must  be  made  with  the 
objective  ofpresenmg  it  for  generations  to  come. 


)is  is  how  we  will  be  judged. 


August  A  Busch  III 

Chainmin  (if  the  Boanl  ami  I'resu/eiil 


Our  Promise 

Our  pledge  is  very  important  torn— words  to  live  by.  And  we  believe  actions  speak  buder  than  words. 
Here  are  just  a  few  of  the  ways  we're  keeping  our  promise. 


Wildlife  Preservation 

The  Anheuser-Busch  family  has  long  been  a  friend  to  animals.  We've  supported  the  Rocky  Mountain  Elk 
Foundation,  the  National  Wildlife  Federation's  Ferry  Bluff  Eagle  Sanctuary,  the  Wildlife  Habitat  Enhancement 
Council  and  other  centers  for  the  preservation  of  birds.  Our  own  Busch  Gardens  cares  for  a  variety  of  rare 
and  endangered  species  and  promotes  their  survival  through  successful  breeding  and  public  education. 

And  Sea  Worid,  another  Anheuser-Busch  Company,  has  rescued  hundreds  of  marine 
animals  and  is  a  leader  in  marine  preservation,  education  and  research. 

Kesource  Conservation 

In  addition  to  our  concern  for  this  nation's  wildlife,  we  also 
care  about  the  conservation  of  our  natural  resources.  We've 
taken  many  steps  to  conserve  die  water  used  in  our 
brewing  process.  Over  the  past  ten  years,  we've 
reduced  water  used  per  barrel  of  beer  brewed 
by  18  percent.  Some  of  our  wastewater  is 
sprayed  on  farms  to  grow  hay  and  turf 
grasses,  returning  valuable  nutrients  and 
water  to  the  soil.  We  use  grains  left  over 
from  the  brewing  process  to  feed 
cattle — enough  each  year  to  meet 
the  nutritional  needs  of  3  per- 
cent of  the  U.S.  milk-cow 
population. 


, 


Vjommunity  Service 

Anheuser-Busch  was  a  driving  force 
behind  the  establishment  of  Operation 
Brightside,  an  organization  dedicated  to 

involving  young  citizens  in  cleaning  up  cities  across  America.  We've  also  been 
'^       a  major  supporter  of  this  country's  "Pitch  In!,"  "feep  America  Beautiful, " 
"Don't  Mess  With  Texas"  and  "Save  the  Chesapeake  Bay"  programs. 

Recycling 

We  at  Anheuser-Busch  recognize  our  responsibility  to  the 

environment  and,  particularly,  die  solid  waste  disposal  challenge 
wWch  faces  our  nation.  That's  why  in  1978,  we  established 
Container  Recovery  Corporation— the  worid's  largest  recycler 
of  aluminum  cans.  Since  then  we've  recycled  over  55  billion 
cans.  Currendy,  we  recycle  over  90%  of  the  aluminum  cans  we 
^,  -    use.  And  that  helps  to  save  precious  resources  and  energy. 
"  Very  soon  we'll  reach  our  goal — to  only  use  as  much 

aluminum  as  we  recycle. 

A  Pledge  and  a  Promise.  Anheuser-Busch  Companies. 


"It's  how  I  keep  all  my  investments  running  smootibly." 


"I've  never  been  so  in  touch  with 
the  market. 

With  PRODIGY®  connected  to  my  home 
computer,  I  can  get  hourly  market 
updates,  everything  from  Dow  Jones 
averages  and  most  active  issues  to  for- 
eign stock  indices.  If  I  want  NYSE,  Amex, 
and  Nasdaq®  composites,  I've  got  'em. 
There's  non-equity  info,  too,  like  gold 
prices,  dollar  trading,  and  money  rates. 

"When  I  want  the  broader  picture,  PRODIGY 
supplies  the  leading  economic  indicators 
such  as  housing  starts,  consumer  prices, 
and  the  trade  deficit.  I  keep  my  eye  on 
changing  stock  prices  throughout  the 
day  If  I  see  an  opportunity,  bam,  I  can 
buy  or  sell  in  minutes  with  the  online 
discount  broker.  Getting  PRODIGY  was 
one  of  my  smartest  investments. 

"And  investments  are  only  part 
of  the  story. 

There's  a  whole  slew  of  terrific  things 
I  do  on  PRODIGY.  I  can  get  sports  scores 
even  while  games  are  being  played,  as 
well  as  stories  and  stats  on  my  favorite 
teams.  If  there's  no  time  to  go  shop- 
ping, no  problem.  PRODIGY  has 
shopping  suggestions  and  product 
reviews.  And  I  can  order  items  like  elec- 
tronics, gifts,  and  clothing  almost  any 
time  from  dozens  of  online  retailers. 

"You  gotta  get  this  thing." 

The  PRODIGY  service,  connected  to  your 
computer  and  phone  line,  has  hundreds 
of  features  and  services.  And  it's  just 
$12.95  a  month, 
including  30  person- 
al messages.  What- 
ever interests  you, 
PRODIGY  makes  it 
more  interesting. 

PRODIGY  is  available  for  IBM®or  compatible,  and 
Macintx)sh*  computers.  Call  1-800-776-3693,  ext.  221, 
to  find  out  where  you  can  purchase  a  PRODIGY 
Service  Start-up  Kit  now.  Or  look  for  PRODIGY 
already  included  with  many  popular  computers. 


READERS  SAY 


Second-to-die  insurance 

Sir:  I  was  very  much  distressed, 
shocked  and  even  offended  at  the 
contents  of  "Life  insurance  can't  do 
miracles"  (June  24).  A  life  insurance 
policy  can  in  no  way  legally  "cut  the 
estate  tax  on  a  $10  million  estate  by 
90%."  It  can  and  will  discount  the 
cost  of  the  estate  taxes.  Not  only  do 
the  heirs  preserve  90%  of  what  would 
have  been  lost  in  estate  taxes,  but  they 
also  provide  funds  so  the  iRS  will  get 
100%  of  the  inheritance  taxes  due. 

A  lawyer  you  quote  says,  "It's  a 
nifty  product  in  the  right  situation." 
The  right  situation  is  any  situation 
where  there  is  an  estate  tax  due,  large 
or  small.  Estates  suffer  the  same  tax 
consequences  whether  the  assets  are 
real  estate,  a  closely  held  business, 
stocks,  bonds  or  cash. 

You  say,  "Think  about  inflation." 
Policies  can  be  structured  to  keep 
pace  with  inflation.  And  being  half 
covered,  as  in  your  example,  is  better 
than  no  coverage  at  all. 

You  are  wrong  about  the  three-year 
contemplation-of-death  rule.  If  the 
policy  is  properly  applied  for,  pur- 
chased and  owned  by  the  irrevocable 
ife  insurance  trust  or  heirs,  the  pro- 
ceeds will  be  considered  to  be  outside 
of  the  estate  and  not  subject  to  tax. 
Barry  Kaye,  clu 
Chairman 

Ban  J  Kaye  Associates 
Los  Angeles,  Calif. 

Sir:  Consider  this  illustration  from 
Manufacturers  Life,  St.  Louis.  For  a 
$1  million  sec6nd-to-die  policy  on  a 
nonsmoker  male,  65,  and  a  nonsmok- 
er  female,  60,  both  in  good  health, 
the  annual  premium  is  $22,315. 
Based  on  current  assumptions,  the 
premiums  vanish  in  9.83  years  when 
the  insured  would  have  paid  in 
$219,312.  The  estimated  joint  life 
expectancy  is  23.7  years.  The  internal 
rate  of  return  will  range  (tax  free) 
from  7.99%  to  8.57%. 
-James  D.  Dunsmore,  clu 
Dunsmore  <&  Campbell 
St.  Louis,  Mo. 

Sir:  Commissions,  costs  and  invest- 
ment returns  apply  to  universal  life 
and  ordinary  life  in  significantly  dif- 
ferent ways,  but  no  attempt  was  made 
to  distinguish  these  rvvo  products. 
The  result  is  that  thev  are  tarred  with 


the  same  brush. 

The  recommentiation  to  search  out 
low-load    second-to-die    policies,    if 
available,   would  lead   to   insurance 
companies   that  are   unlikely  to  be 
among  the  safer  companies  in  today's 
economic   climate.    Eliminating   the 
agent  salesman  in,  for  example,  sav- 
ings bank  life  insurance,  often  results 
in  bad  advice.  In  the  life  insurance 
field,  you  get  what  you  pay  for. 
-Irwin  Smiley,  clu 
Smiley  Associates,  Lnc. 
New  York,  N.T. 

Sir:  If  life  insurance  can't  do  miracles, 

why  is  Malcolm  Forbes  Jr.  buying 

large  policies,  as  reported  by  Barn' 

Kaye  in  Save  a  Fortune  on  Tour  Estate 

Ta.xes^ 

-Daniel  H.  Teas  II 

President 

JJje  Teas  Co.,  Inc. 

Colorado  Sprinjjs,  Colo. 

Sir:  Most  second-to-die  policies  have 
an  annual  premium  around  1%  of  the 
death  benefit,  and  the  premiiuns  can 
be  paid  up  after  ten  years.  If  someone 
is  willing  to  pay  $  1 00,000  for  20  years 
they  may  also  be  willing  to  buy  a 
bridge  that  I  have  in  mind. 
-Louis  T.  Armelin,  cpcu 
Howard  W.  Phillips  &  Co. 
Washington,  D.C. 

As  Barry  Kaye  says — and  as  we  did 
point  out  later  in  the  article — life  in- 
surance provides  the  money  to  pay  estate 
taxes;  it  does  not  reduce  the  amount 
due.  We  erred  in  sayinjj  that  the  con- 
templation of  death  rule  applies  when 
the  insurance  is  boujfht  by  an  irrevoca- 
ble trust;  it  does  not.  We  thank  readers 
Armelin  and  Dunsmore  for  quotes  on 
second-to-die  insurance  that  are  much 
closer  to  the  mark  than  our  hypothetical 
figures  were.  In  saying  that  life  insur- 
ance was  no  panacea  we  certainly  did 
not  mean  to  siuiflest  that  it  was  not  an 
extremely  useful  tool  for  estate  plan- 
ning. It  w.-Ed. 

Closed-end  funds 

Sir:  I  take  exception  to  Mark  Hul- 
bert's  negative  conclusions  regarding 
the  financial  rewards  of  closed-end 
ffmd  investing  (Apr.  29).  The  section 
'  of  the  report  Hulbert  analyzed  does 
not  make  buy  and  sell  recommenda- 


tions. Therefore,  Hulbert's  method- 
ology cannot  in  a  meaningful  way  be 
used  to  track  the  performance  of  my 
firm's  managed  portfolios. 
-Thomas  J.  Herzeeld 
Thomas].  Herzfeld  Advisors,  Inc. 
Miami,  Fla. 

Inside  job 

Sir:  Re  "In  fighting  trim"  (June  10). 
You  say  "the  restructuring  of  Hon- 
eywell was  instigated  from  outside." 
This  was  not  the  case.  The  transfor- 
mation of  Honex'well  was  the  result  of 
a  long-term  plan  initiated  by  Hon- 
eywell management. 
-James  J.  Renier 
Chairman  and  Chief 

E.xecutive  Officer 
Honeywell  Inc. 
Minneapolis,  Minn. 

Of  love  and  marriage 


Sir:  Why  pick  on  marriage  ("Share 
and  share  unalike,"  June  10)}  Ro- 
mance may  well  require  a  prenup; 
love,  however,  will  demand  more.  It 
will  demand  we  take  risks  with  each 
other. 

-James  M.  O'Donnell 
Boston,  Mass. 

Sir:  Many  people  are  hesitant  to  dis- 
cuss how  much  money  they  will  give 
their  spouse  upon  divorce.  Perhaps 
such  people  would  be  willing  to  dis- 
cuss a  prenuptial  agreement  that  sim- 
ply said  "we'll  arbitrate  if  a  dispute 
arises,  rather  than  go  to  court."  Such 
an  agreement  would  substitute  the 
quicker  and  less  expensive  arbitration 
process  for  court  litigation. 
-Robert  L.  Freedman 
Philadelphia,  Pa. 
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ONE  OF  THE  BIGGEST  THINGS  WE  EVER  ACCOMPLISHED 
WAS  BECOMING  THIS  SMALL. 


:«ib.' 


ffliSr: 


BP's  Endicott  Field  in  Alaska's  Beaufort  Sea.  TWo  tiny, 
man-made  islands,  less  than  60  acres  in  all.  Small,  yet 
so  efficient,  it  produces  over  100,000  barrels  of  oil  every 
day.  In  fact,  what  we've  learned  at  Endicott  will  help  us 
make  every  field  of  the  future  smaller,  more  efficient. 
Which  may  just  make  Endicott  our  biggest  success  story 
yet.  For  more  information,  write:  BP,  Public  Affairs, 
200  Public  Square  36Y,  Cleveland,  Ohio  44114. 


The  Energy  To  Change 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


STORM 

There  is  a  deepening  malaise  in  East  and  Central  Europe, 
1  pessimism  which  could  threaten  the  fragile  democracies 
dF  Poland,  Hungary  and  Czechoslovakia.  Secretan'  of 
State  James  Baker's  speech  a  few  days  ago  promising  that 
"Jie  U.S.  would  not  turn  its  back  on  this  region  came 
lone  too  soon. 

This  fall  Poland  will  hold  parliamentary  elections. 
iSome  experts  say  there's  a  possibilit)',  albeit  a  remote  one, 
;hat  communists  could  end  up  with  the  biggest  bloc  in 
"iie  new  national  legislature,  thanks  to  low  voter  turnout 
ind  election  laws  few  understand.  In  Hungar\',  a  recent 
)oll  found  two- thirds  of  the  people  disappointed  with 
heir  new  democracy,  which,  in  the  minds  of  many,  has 
)nly  made  the  cost  of  liv- 
ng  higher.  In  Czechoslo- 
'akia,  elements  of  the  old 
egime  are  working  hard 
o  fan  the  antipathy  be- 
ween  Czechs  and  Slo- 
'aks.  The  tone  of  many 
lewspapers  in  comments 
m  President  Havel  is 
neering  and   disapprov- 


CLOUDS 

notorious  example  is  Western  Europe's  refusal  to  open  its 
markets  to  Poland's  farm  goods. 

Hampering  the  transition  has  been  the  poisonous  ad- 
vice proffered  by  Western  economists,  including  those  of 
the  International  Monetan,'  Fund:  a  deadly  mix  of  auster- 
ity, high  taxation  and  currency  devaluations. 

Such  quack  prescriptions  have  prevented  full  release  of 
the  extraordinary  entrepreneurial  energy'  that  exists  in 
these  lands.  Despite  the  deep  recession,  for  example,  over 
a  half  million  small  new  businesses  were  registered  in 
Poland  last  year.  Tens  of  thousands  more  entrepreneurs 
have  simply  set  up  shop  on  street  corners  and  sell  their 
wares.  Polish  stores,  which  two  years  ago  were  uniformly 

empr\',  are  now  full. 
Thanks  to  President  Lech 
Walesa,  the  new  govern- 
ment may  experiment 
with  giving  people  "capi- 
tal vouchers"  to  buy 
shares  in  state  companies. 
The  West's  mandate  is 
self-evident.  Both  West- 
ern Europe  and  the  U.S. 


Poland's  Walesa,  Hungary's  Antall,  Czechoslovakia's  Havel 

Tackling  unprecedented  problems  with  little  help  from  the  West. 


ng.  In  Hungary,  West- 
rners  bought  up  several 
xisting  newspapers  and 
:ept  on  their  pro-communist  managements. 

It  is  not  only  the  decline  of  the  standard  of  living — 
i'hich  for  most  people  was  none  too  high — that  is  contrib- 
iting  to  the  malaise  but  also  the  growing  feeling  that  the 
vTong  people  ha\'e  profited  from  the  changes.  Companies 
hat  have  been  privatized  often  go  to  their  former  commu- 
list  masters,  who  have  the  money.  Old-line  communist 
inions  in  Hungan'  still  hold  an  immense  amount  of 
Toperty  they  accumulated  when  the  Reds  ruled.  Only  one 
3rmer  official  has  been  brought  to  trial  for  past  crimes. 

Western  assistance  to  these  countries,  given  the  magni- 
ude  of  their  problems,  has  been  inadequate.  The  most 


should  open  their  mar- 
kets to  these  countries. 
The  European  Commu- 
nity should  give  Warsaw,  Prague  and  Budapest  associate 
membership,  which  would  be  a  potent  political  symbol 
that  they  are  considered  part  of  the  West.  One  encourag- 
ing move  was  NATO's  statement  of  concern  about  the 
military  security  of  these  countries.  We  should  continue 
broadcasts  of  Radio  Free  Fairope  (whose  board  I  chair), 
which  these  governments  have  requested  us  to  do  be- 
cause they  see  it  as  a  model  of  professional  journalism  and 
a  stabilizing  influence.  We  should  tell  our  economists  to 
sheathe  their  austerity  swords  and  remember  the  basic 
principles  of  economic  progress,  which  include  a  stable 
currency  and  low  taxation. 


HISTORIC  STATESMAN 


>URRENT  FRUSTRATIONS  AND  disappointments  in  the 
/liddle  East  shouldn't  blind  us  to  the  extraordinarily 
nique  record  of  Secretary  of  State  James  Baker.  One 
/ould  have  to  go  back  to  the  early  days  of  this  republic 
3  find  a  person  who  has  been  such  a  major  figure,  if 


not  the  figure,  in  so  many  administrations. 

Cordell  Hull  served  for  1 1  years  as  Secretary  of 
State  under  Franklin  Roosevelt,  but  he  was  never  a 
significant  factor  in  policymaking.  Harry  Hopkins  was  for 
many  years  FDR's  alter  ego,  but  his  influence  waned 
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dramatically  when  Truman  became  President.  Andrew 
Mellon  spent  a  dozen  years  as  Treasury  Secretary,  but  he 
was  never  an  intimate  of  his  last  boss,  Herbert  Hoover, 
and,  while  a  personal  friend  of  Coolidge,  his  policy 
influence  didn't  extend  beyond  financial  matters. 

There  have  been 
men,  such  as  Clark 
ClifYord,  who  have 
prided  themselves  on 
being  advisers  and  in- 
tluencers  of  numerous 
Presidents,  but  they 
were  rarely  at  the  cen- 
ter of  policymaking. 

Now  consider  James 
Baker.  He  was  a  sec- 
ond-rung official  in 
the  Commerce  De- 
partment in  the  mid-1970s  when  he  quickly  came  to  the 
attention  of  the  White  House  and  was  made  manager  of 
President  Ford's  floundering  campaign.  He  turned  the 
situation  around,  enabling  Ford  to  beat  back  Ronald 
Reagan's  challenge  and,  despite  an  enormous  poll  gap, 
almost  defeat  Jimmy  Carter. 

This  was  just  for  starters.  Baker  was  manager  of  George 
Bush's  1980  presidential  effort.  We  forget  what  a  long- 


5 

1 

Baker  with  Bush,  Reagan  and  Ford:  No 

America  has  been  so  vital  to  so  many  adm 


shot  effort  that  was.  There  were  several  other  Republican 
who  seemed  more  formidable  than  Bush.  But  underdo; 
Bush  bested  them  all  in  the  Iowa  caucuses  and  became  th 
undisputed  chief  challenger  to  front-runner  Ronald  Rea 
gan.  In  no  small  part  due  to  Baker,  Bush  became  Reagan' 

Vice  President. 

Remarkably,  despit' 
having  headed  the  cty 
fort  of  Reagan's  chit 
rival.  Baker  becamj 
Reagan's  indispensablj 
chief  of  staff  during  hil 
first  term  and  was  thJ 
Treasury  chief  durins 
the  second.  Baker  ther 
other  man  in  modern  managed    Bush's    imi 

inistrations.  pressive      come-froml 

behind  landslide  vicl 
tory  over  Dukakis.  His  authority  in  this  Administratipi^ 
goes  far  beyond  his  foreign  policy  portfolio. 

Can  Baker  complete  his  incredible  odyssey  by  succeed] 
ing  Bush.>  In  1996  the  Secretary  will  face  formidable  foesj 
and  skeptics  point  out  that  he  lost  his  one  venture  intc 
elective  politics  back  in  the  late  1970s.  But,  given  hi^ 
record,  pundits  and  possible  opponents  shouldn't  under] 
estimate  this  remarkable  man. 


(LOW  FAT)  BREAD  AND  CIRCUSES 

The  Food  &  Drug  Administration  is  winning  headlines      for  AIDS  sufferers, 
these  days  attacking  food  company  claims  about  the 
freshness  of  orange  juice  and  their  alleged  mislabeling  of 
low-cholesterol  products. 

All  fine  and  well.  But  one  hopes  the  FDA's  new 
commissioner.  Dr.  David  Kessler,  will  tackle  the  serious 
systemic  problems  with  the  FDA  itself 

Millions  of  Americans  have  suffered  needlessly  be- 
cause of  FDA  foot-dragging  on  approving  new  medi- 
cines. The  Europeans  have  faster  processes  that  don't 
sacrifice  safety.  The  latest  FDA  outrage  on  this  front  is 
its  refijsal  to  approve  a  drug  (THA)  that  would  provide 
effective  treatment  for  40%  of  those  who  sufter  from 
Alzheimer's  disease.  This  kind  of  delay  is  inexplicable 
and  reprehensible.  But  that's  the  FDA  norm. 

Only  an  almost-violent  pressure  from  activists  got  the 
agency  to  speed  up  the  approval  process  of  medications 


The  FDA  must  also  change  the  way  it  handles  the  finaj 
set  of  tests  for  a  new  drug  in  which  one  control  group  uses ; 
placebo,  the  other  the  drug  itself.  This  raises  a  moral 
question:  Shouldn't  people  with  lethal  or  debilitating 
diseases  take  the  real  medicine?  Over  80%  of  the  drugs  ir 
this  last  phase  ultimately  get  the  green  light.  How  woulc 
you  like  it  if,  facing  death,  you  were  given  a  uselessplacebo?! 

Another  area  Commissioner  Kessler  should  examine  is| 
corruption.  The  agency  has  clearly  punished  pharmaceuti- 
cal companies  that  challenge  its  procedures  or  findings  oH 
blow  the  whistle  on  corrupt  employees.  Forbes  recently! 
(Apr.  29)  documented  the  case  of  two  companies  that  had| 
been  harassed  by  the  FDA. 

Enjoy  your  headlines,  Commissioner  Kessler.  But  thel 
real  health-threatening  abuses  are  not  orange  juice  labels;! 
they  are  the  practices  and  procedures  of  your  own  agency.! 


MELTDOWN:  INSIDE  THE  SOVIET  ECONOMY 


by  Paul  Craig  Roberts  and  Karen  LaFollette  (Cato  Insti- 
tute, $9.95).  Graphic  but  accurate  description  of  the 
nonmilitary  part  of  the  world's  largest  communist  econo 
my.  Since  its  founding,  the  Soviet  Union  has 
institutionalized  all  the  horrors  Marxists  attrib- 
uted to  capitalism:  murderous  exploitation  of 
labor,  massive  degradation  of  the  environment, 
rampant  militarism  and  racism;  an  arrogant, 
self-perpetuating  elite  that  feasts  on  the  misery 
of  the  masses.  The  authors  persuasively  dismiss 
the  possibilit}'  of  any  real  economic  turnaround 
with  the  (thus  far)  half-baked  reforms  of  Gorba- 
chev. They  advocate  wholesale  privatization, 
giving  workers  and  managers  the  factories  they 
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work  in  by  issuing  them  shares.  But  such  a  move  won't 
ftilly  be  effective  unless  paralleled  by  making  the  ruble  a 
real  currency  again,  as  the  Germans,  Italians  and  Japanese 
did  with  theirs  after  World  War  II.  The  saddest, 
most  sobering  chapter  discusses  the  great  riddle 
of  this  centur\':  Why  Marxism  has  had  such  a 
potent  appeal  among  so  many  intellectuals, 
teachers,  religious  leaders,  economists,  journal- 
ists and  others  who  should  have  known  bet- 
ter— people  who  for  decades  have  willfully  ig- 
nored overwhelming  evidence  that  the  Soviet 
Union  is  one  of  history's  most  violent,  barba- 
rous regimes,  exceeding  Nazi  Germany  in  the 
numbers  of  people  it  destroyed.  ^ 
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The  English  enjoy  driving  rapidly, 
but  not  at  the  expense  of  traveling 
luxuriously.  This  is  precisely  why  we 
created  the  1991  Jaguar  Vanden  Plas. 
This  elegant  sedan  is  powered  by 
a  223-horsepower,  24-valve,  six- 
cylinder  engine,  mated  to  an  electroni- 
cally controlled  four-speed  automatic 
transmission.  Its  sophisticated  inde- 
pendent suspension  system,  four- 
wheel,  anti-lock  disc  brakes  and 
limited-slip  differential  make  travel- 
ing quickly  a  joy. 

A  BLENDING 


Enter  the  Vanden  Plas  cabin  and 
you  will  find  mirror-matched  burl 
walnut  on  doors,  console,  fascia  and 
the  fold-down  rear  picnic  tables. 
Leather  covered  seating  is  accented 
with  color-coordinated  piping. 

To  this  delightful  environment. 
Jaguar  adds  a  wealth  of  modem  con- 
veniences, such  as  computerized  cli- 
mate control,  an  80- watt,  six-speaker 
sound  system  and  eight-way,  power 
adjustable  front  seats  that  heat  electri- 
cally. Rear-seat  passengers  enjoy  read- 


ing lamps,  individual  headrests  and 
retractable  rear-window  sunscreens. 

We  invite  you  to  test  drive  the 
1991  Jaguar  Vanden  Plas.  We  think 
you  will  find  the  combination  of  rapid 
travel  and  unhurried  luxury  an  exceed- 
ingly delightful  experience.  For  the 
name  of  your  nearest  dealer,  call 
1-800-4-JAGUAR. 


JAGUAR 
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If  there  were  a  printer  that  could  give  you  this  kind  of  co 

Do  your  presentations  go  in  one  eye  and  out  the  other?  The  Colormate"  PS  40  can  easily  and  affordably  give  them  the  impact 
deserve.  Enhancing  your  work  with  truly  amazing  color,  from  brilliant  primaries  to  soft  pastels. 

The  Colormate  PS  40  integrates  readily  with  any  network,  PC  or  Mac.  And  it's  compatible  with  most  popular  presentation  softwai 
course,  Adobe"  PostScript'  is  standard,  so  you  can  scale,  rotate  and  shade  the  17  resident  fonts.  300  DPI  graphics  means  that  out] 
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CO  lid  you  still  make  your  presentations  in  black  and  white? 


and  clear,  whether  paper  or  transparencies.  And  with  its  small 
int,  the  Colormate  PS  40  won't  fill  up  your  desk.  After  ail,  the 

«a(  isn't  black  and  white,  why  should  your  presentations  be? 

jaijtur  free  Color  Presentations  Guide,  call  1-.800-NEC-INFO. 
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Other  Comments 


Winner  by  a  Nose 

RoBHRT  Strauss  [nominated  to  be 
ambassador  to  Soviet  Russia]  can 
smell  a  loser  from  a  long  way  off. 
He'll  be  nearly  73  when  he  arrives 
in  Moscow  this  fall,  and  he's  made 
no  promises  to  stay  the  usual  three 
years.  If  Strauss  starts  packing  his 
bags  within  a  year,  investors  in  the 
Soviet  Union  would  be  wise  to 
unload  their  rubles. 
-Newsweek 

Super  Strategist 

In  lath  February  1980,  Ronald  Rea- 
gan outdebated  George  Bush  and 
defeated  him  in  the  key  New  Hamp- 
shire primary.  Although  Bush  later 
won  the  Connecticut  and  Pennsylva- 
nia primaries,  by  mid-March  Reagan 
was  well  on  his  way  to  the  nomina- 
tion. On  May  20  Bush  won  the  Mich- 
igan primary,  but  Jim  Baker — the 
campaign  chairman — shortly  there- 
after reached  the  conclusion  that  the 
race  was  unwinnable.  Baker  also  real- 
ized that  if  Bush  were  to  remain  in  the 
contest,  the  likely  result  would  be  to 
enrage  the  Reagan  camp  and  under- 
mine Bush's  chance  of  securing  the 
second  spot  on  the  ticket.  Baker's 
rationale  was  simple:  Bush  had  al- 


ready demonstrated  his  ability  to  gar- 
ner votes;  now  the  task  was  to  develop 
a  relationship  with  the  Reagan  camp. 
So  confident  was  Baker — both  of 
the  soundness  of  his  analysis  and  of 
his  relationship  with  Bush — that  he 
pursued  this  path  even  without  in- 
forming the  candidate.  Bush  was  still 
determined  to  remain  in  the  race!  But 
on  May  26  Bush  acquiesced  to  Ba- 
ker's reading  of  the  situation  and 
withdrew  from  the  race.  Bush  makes 
it  plain  in  his  autobiography  that  he 
now  recognizes  that  Baker's  swifi; 
maneuvering  during  this  delicate  pe- 
riod helped  secure  for  Bush  the  vice 
presidential  nomination  and  thus, 
eventually,  the  presidency. 
-Lali.y  Wkymouth,  M  inc. 

Resurrecting  the  Ruble 

Individual  Soviets  have  no  confi- 
dence in  the  ruble.  To  protect  their 
wealth  from  overnight  expropriation, 
Soviets  substitute  zelyonenki  (green- 
backs) for  rubles.  The  Soviets  should 
abolish  Gosbank  [the  central  bank] 
and  replace  it  with  a  currency  board 
[and]  freeze  the  existing  supply  of 
ruble  notes  and  coins.  Then  the  ruble 
should  be  allowed  to  float  against 
other  currencies  for  a  specified  peri- 


"This  is  one  of  the  places  where  we  hide  weapons,  food,  and  radios  in 
case  the  country  is  taken  over  by  clean-air  and  animal-rights  extremists.' 
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od,  so  that  its  free  market  exchange 
rates  could  be  observed.  The  authori- 
ties should  fix  the  ruble  to  the  foreign 
reserve  currency  at  an  exchange  rate 
that  makes  Soviet  exports  competi- 
tive and  pledge  to  exchange  the  new 
ruble  for  the  reserve  currency  at  that 
rate.  The  most  logical  reserve  curren- 
cy for  the  new  board  would  be  the 
U.S.  dollar  since  that  is  the  preferred 
currency  in  the  Soviet  Union.  To 
obtain  the  dollar  reserves  for  the 
board,  the  Soviet  government  could 
begin  by  converting  its  official  stock 
of  gold  and  foreign  currency  reserve? 
into  dollars.  That  would  generate 
about  $20  billion.  The  Soviet  Union 
would  have  a  convertible  currency 
within  months. 
-Stevkn  H.  Hanke,  economist, 

Johns  Hopkins  University, 

Wall  Street  Journal 


An  extravagance  is  any- 
thing you  buy  that  is  of  nol 
earthly  use  to  your  wife. 

-Franklin  P.  Adams, 
Joys  of  Irish  Humor, 
by  Henry  D.  Spalding 


The  Spirit  of  America 

One  must  never  underestimate  the 
appeal  of  pure  moral  motives  to 
Americans.  What  more  experienced 
countries  may  see  as  naive  and  callow 
impulses  have  always  been  the  stufi^of 
life  to  us.  With  its  peculiar  emphasis 
on  equality,  American  democracy  has 
implied  something  more  than  self- 
government.  It  has  implied  that  peo- 
ple left  to  govern  themselves  will  be- 
have more  decently  than  not  toward 
one  another. 
-Roger  Rosenblatt',  Life 

Jockey's  Lament 

"I  JUST  WISH  it  was  a  mile  and  a  half 

and  four  jumps." 

-Chris  Antley,  jockey  on  the 
favorite.  Strike  the  Gold,  who  was 
beaten  by  a  head-length  in  the  mile- 
and-a-half  Belmont  Stakes, 
New  York  Times  Hi 
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"Importing  Japanese  masks  used  to 
be  a  scary  business  until  I  got 
ATSr  International  800  Service." 


. 


Dealing  with  international  customers  and  sup- 
pliers can  be  daunting  if  you  don't  have  the  right 
help.  That's  vv^hy  Gary  Grumpier  turned  to  AT&T. 

With  AT&T  International  800  Service,  his 
suppliers  in  the  Far  East  and  customers  in  Europe 
have  an  easy,  toll-free  way  to  stay  in  touch. 

And  with  access  to  AT&T  Language  Line®  Ser- 
vices interpreters,  Gary  can  communicate  as  easily  in 


Japanese  or  French  as  he  does  in  English.  All  of 
which  is  translating  into  a  very  profitable  business. 

To  see  how  we  can  help  improve  your  inter- 
national business,  call  1  800  222-0400,  ext.  26l6. 
A  World  of  Help  "  from  AT&T. 


ATSiT 


It  won't  bl 
before  it  flies. 


72,000.  To  84,000.  To  95,000.  No  one  has 
to  tell  you — thrust  levels  for  the  new  wide- 
body  twins  started  high.  Have  gone  up.  And 
will  go  up  again. 

You  need  an  engine  that  can  keep  up. 

Enter  the  GE90.  The  only  engine  speci- 
fically engineered  to  take  you  through  every 
version  of  the  new  widebody  twins. 

Designed  for  100,000  pounds  of  thrust, 
it  can  easily  be  derated — all  the  way  down  to 
72,000.  Making  it  the  most  versatile  engine 
you  can  buy 

For  all  its  power,  the  GE90  will  have  less 
noise.  Less  emissions.  Less  fuel  consumption 
(up  to  5%  better  than  the  competition). 

And  the  reliability  only  a  derated  engine 
can  deliver 

Nothing  compares  to  the  GE90.  Designed 
from  day  one  to  take  you  into  the  future. 

Being  built  in  conjunction  with  SNECMA  of  France,  IHI  of  Japan 
and  FiatAvio  of  Italy. 


GE  Aircraft  Engines 

Keeping  the  Promise 


Outdated 


Some  like  it  tiot 
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Two  materials  that  can 
stand  up  to  a  temperature 
of  1832  °F:  "Pyran"  from 
Schott  and  mica. 


Few  transparent  materials  can 
withstand  a  bath  in  red-hot  lava. 
Here,  two  are  being  put  to  the 
test.  Mica,  on  the  left,  once  com- 
monly used  in  stove  windows,  is  a 
mineral  composed  of  fine,  stable 
laminates  that  readily  separate 
into  paper-thin,  elastic,  transpar- 
ent sheets. 

The  material  on  the  right 

is  "Pyran",  a  fire  resistant  glass 
from  Schott.  This  borosilicate 
glass  is  pre-stressed  in  a  special 
process.  Unlike  ordinary  window 
glass,  it  is  especially  resistant  to 
heat  and  flames.  A  1/4  inch  thick 


pane  of  "Pyran"  in  a  suitable 
door  or  window  frame  can  with- 
stand heat  and  flames  for  up  to 
two  hours.  What's  more,  it  stays 
completely  transparent,  thus  en- 
suring the  visibility  that  can  save 
lives  in  case  of  fire. 

"Pyran"  fireresistantglass, 

available  from  Schott  America,  is 
just  one  example  of  how  Schott's 
innovative  development  responds 
to  specific  needs.  In  today's 
world,  special  glass  helps  keep 
technology  advancing. 

Schott  worldwide:  50,000 

products,  50  production  facilities, 


represented  in  more  than  10 
countries,  with  over  $1,5  billio 
in  sales. 

Schott  in  North  AmericJ 

11  companies  employing  mor 
than  1,800  people. 

Would  you  like  to  kno\ 

more  about  our  special  glass 
Write  to:  Schott  Corporation,  De 
partment  F  29,  3  Odell  Plaza 
Yonkers,  NY  10701. 

O  SCHOTT 

Nobody  knows  more  about  glasft. 
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GERMANY— STRONG  BUT  NO  GIANT 


Obsolete  and  a  prime  polluter 


After  unification  with  communist  East  Germany  was 
achieved  and  Chancellor  Kohl,  who  paid  a  high  price  to 
secure  that  unification,  was  triumphantly  reelected,  Ger- 
many seemed  stronger  than  ever.  Indeed,  fears  were 
fi-equently  expressed  by  its  neighbors  and  allies  that 
Germany's  economic  strength  presaged  a  return  to  its 
dominance  of  Europe. 

Now,  just  six  months  later,  as  Forbes  Vice  Chairman 
Christopher  Forbes  and  I  learned  in  a  series  of  meetings 
with  German  leaders,  serious  delays  and  doubts  have 
entered  the  equation — delays  that  are 
seen  to  be  an  inevitable  part  of  inte- 
grating  the   former   East   Germany 
into    a    truly    unified,    free-market 
country,  and  doubts  as  to  the  real 
costs  of  unification  and  its  effect  on 
Germany's  economy.  Doubts,  too, 
are  frequently  raised  about  Chancel- 
lor Kohl's  political  fiature. 

Those  costs  are,  and  will  be,  huge. 
Kohl  had  believed  that  East  Germany 
could  be  integrated  without  a  tax 
ncrease.  When  he  saw  the  complete  shambles  that  is  the 
East  German  economy,  he  said  tax  increases  were  need- 
ed— and  that  was,  and  is,  not  popular.  Germany  must 
nvest  billions  in  the  East  to  modernize  its  obsolete 
ndustrial  plants;  to  train  and  motivate  its  work  force;  to 
eliminate  some  of  the  industrial  pollution  that  was  a 
lallmark  of  socialist  East  Germany.  In  addition,  the  Kohl 
government  felt  that  Soviet  agreement  to  unification 
nust  be  obtained  at  all  costs,  and  all  costs  it  is — all  costs 
Df  maintaining  in  eastern  Germany  a  Soviet  occupation 
brce  of  some  340,000  troops  for  ZV2  more  years,  and 
hen  of  building  housing  for  them  in  the  Soviet  Union. 
All  of  these  needs  will  be  paid  for  by  tax  revenues — 
:ash — rather  than  long-term  borrowing.  As  a  result  many 
people  are  worried  that  their  country  may  see  one  of  its 
A'orst  bugaboos  come  true:  inflation.  Ever  since  Germany 
experienced  the  fierce  inflation  of  the  Twenties,  its  gov- 
ernments' cardinal  rule  has  been  to  prevent  inflation.  That 
s  one  of  the  reasons  for  the  strength  of  its  economy.  But 
low,  with  the  large  expenditures  to  be  made,  some  are 
predicting  the  unthinkable:  an  inflation  rate  close  to  5%. 
But  Germany  faces  an  even  greater  danger,  albeit  not 
mmediately:  Kohl's  party.  Christian  Democratic  Union, 
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could  lose  the  next  election  to  the  Social  Democratic  Party, 
its  old  rival.  The  SDP  is  now  running  six  percentage  points 
ahead  in  the  polls,  has  a  majority  in  the  upper  house,  and 
has  captured  three  former  strongholds  of  the  CDU. 

Unfortunately,  the  SDP  prides  itself  on  its  socialist  past 
and,  sadly,  it  has  not  changed.  It  opposed  the  war  against 
Saddam  Hussein  and  attacked  the  U.S.  for  causing  deaths 
in  Iraq  (apparently  deaths  in  Kuwait  did  not  matter).  An 
SDP  government  would  be  basically  isolationist  and  paci- 
fist, not  supportive  of  continued  U.S.  participation  in  the 
defense  of  Europe;  it  would  be  social- 
ist and  anticapitalist  in  economic  pol- 
icy, despite  the  overwhelming  evi- 
dence of  the  dismal  failure  socialism 
has  been  in  Eastern  Europe. 

Fortunately,  other  Germans  recog- 
nize that  they  and  the  rest  of  Europe 
should  be  permanently  grateful  to  the 
NATO  alliance  and  that  continued 
participation  by  the  U.S.  and  Canada 
would  benefit  all.  That  question  is 
now  being  debated  in  Europe,  with 
some,  particularly  President  Mitterrand  and  others  in 
France,  supporting  the  idea  of  Europe's  providing  for  its 
own  defense  through  such  ineffective  organizations  as  the 
Western  European  Union  and  the  CSCE  ( Commission  on 
Security  &  Cooperation  in  Europe),  neither  of  which  has 
demonstrated  any  ability  to  defend  or  unify  anything. 

In  short,  if  the  SDP  wins,  all  of  Germany  will  be 
subjected  to  many  of  the  failed  policies  of  the  East. 

Meanwhile,  Germany  continues  to  have  a  strong  econ- 
omy, largely  because  it  is  spending  nearly  $80  billion  to 
subsidize  the  East's  buying  of  West  German  products. 
But  the  country's  favorable  balance  of  trade  is  disappear- 
ing as  enormous  quantities  of  subsidized  imports  are 
going  into  rebuilding  East  Germany,  and  exports  (at  least 
temporarily)  are  falling  as  more  assets  are  sent  to  the  East 
instead  of  being  exported.  In  fact,  Germany  reported  its 
first  trade  deficit  since  1981 — $790  million  in  April. 

Despite  all  this,  Germany  is  a  good  friend  to  the  U.S. 
and,  if^  a  party  that  supports  capitalism  wins  in  the  next 
election,  will  be  a  powerful  player  in  the  world,  even 
though  not  the  all-powerfial  force  many  feared  a  few 
months  ago.  We  should  do  all  we  can  to  ensure  that  we 
remain  strong  allies  and  friends  in  the  years  ahead.      Hi 
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Thousands  of  spectators  watch 
round  play  on  the  outside  courts  of  Wimbledon. 


In  1869,  the  All 
England  Croquet 
Club  established 
itself  on  four 
rented  acres  in 
Wimbledon.  By 
1875,  the  club 
had  set  aside  a 
rectangle  of  grass  for 
lawn  tennis,  which  was 
growing  in  popularity.  Two 
years  later,  the  club  had 
changed  its  name  to  the 
All  England  Croquet 
and  Lawn  Tennis  Club. 

That  same  year,  some 
200  spectators  watched  as  22  amateur 
players  competed  for  a  silver  cup. 


nbers  of  the  All  England  Croquet  Club 
pose  for  a  photograph  in  1870. 


which  was  awarded  to 
Spencer  Gore,  the  first 
Wimbledon  champion. 

Today,  that  legendary 
lawn  has  expanded  to  42 
acres  with  18  courts,  each 
holding  revered  memories 
And  none  is  more  storied 
than  Centre  Court. 

It  is  here  the  world's 
finest  players  meet  each 
summer  for  two  weeks 


The  legend  that  grew 
from  a  lawn  in  Wimbledon. 


of  fierce  competition. The  best  of 
the  best  are  distinguished  forever  as 

Wimbledon  champions. 

About  400,000  fans  fill  the  grounds 

for  the  fortnight  of  play,  while 

invited  aristocrats,  diplomats  and 

celebrities  view  from  the  Royal  Box. 

In  a  setting  where 

stamina  and  grace  under 

pressure  are  respected, 

a  timepiece 

must  meet 

intimidating 

standards. 

That  explains  ,,,„,,,,„,,,,,/ 

4-l_  ~  TD^I^.,   -^—    cream,  one  of  the 

the  Kolex  on  ,radmo„s  J  the 

,1  -i  1       Championships 

the  scoreboard, 

as  well  as  its  designation 

as  the  Official  Timepiece 

of  the  Wimbledon 

\^      Championships. 

ROLEX 


Rolex  Lady  Oyster  Perpetual  and  Men's  Oyster  Perpetual  Datejust  m  stainless  steel  and  18kt  gold  with  matching  Jubilee  bracelets  and  diamond  dials. 
Write  for  brochure.  Rolex  Watch  U.S.A..  Inc.,  Dept.537,  Rolex  Building,  665  Fifth  Avenue.  New  York,  N.Y.  10022-5383. 

Role.,  OyslerPerpelualDaleiust  and  Jubilee  are  trademarks  01990RotexWatchUSA.,    Inc  
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EDITED  BY  HOWARD  BANKS 


Can  Bob  Strauss  save  the  Soviet  oil  industry? 


The  Bush  Administration  appears  to  be 
about  to  offer  the  Soviet  Union  a  much  more 
important  helping  hand  than  the  $1.5  billion 
in  farm  credits  announced  in  early  June.  The 
Soviet  oil  industry,  like  much  else  in  the  em- 
pire, is  on  the  point  of  collapse,  and  by  ap- 
pointing Robert  S.  Strauss  as  the  new  U.S. 
ambassador  to  the  U.S.S.R.,  President  Bush 
is  indicating  that  the  U.S.  is  ready  to  help — 
provided  the  Soviets  are  willing  to  let  U.S.  oil 
and  petroleum  equipment  companies  make 
money  in  the  process. 

Strauss  is  a  well-known  dealmaker,  with 
excellent  contacts  in  Washington  and  in  the 
Texas  oil  business.  In  his  new  job  he  will  lend 
his  voice  to  calls  for  radical  economic  reform  in 
the  Russian  Republic,  now  presided  over  by 
its  newly  elected  president,  Boris  N.  Yeltsin. 
Around  90%  of  all  Soviet  oil  comes  from  the 
Russian  Republic,  the  bulk  from  giant  fields  in 
western  Siberia. 

Specifically,  Strauss  will  tell  Moscow  that 
before  U.S.  companies  can  help,  they  must  be 


allowed  control  over  joint  oilfield  opera- 
tions, be  given  some  form  of  property  rights 
and  also  the  ability  to  get  their  share  of  the  oil 
out  to  hard-currency  markets.  Strauss  will  in- 
sist on  capitalistic  coproduction  deals,  where 
U.S.  companies  would  be  paid  with  perhaps 
half  the  oil  pumped.  "Strauss,"  says  one 
White  House  insider,  "is  just  the  man  to  make 
the  connection  and  force  [coproduction] 
deals  through." 

U.S.  oil  companies  will  need  firm  assur- 
ances. Mosdy  as  a  result  of  recent  uncertainties. 
Occidental  Petroleum  withdrew  from  a  joint 
U.S.  Italian- Japanese  deal  to  develop  the  vast 
Tengiz  oilfield  in  Kazakhstan,  in  the  south 
central  part  of  the  U.S.S.R. 

While  these  coproduction  arrangements 
would  not  have  any  direct  U.S.  government 
financial  guaranty,  it  is  possible  that  they 
could  be  financed  at  least  partly  through  the 
World  Bank's  International  Finance  Corp. 
or  through  the  new  European  Bank  for  Recon- 
struction &  Development. 


The  land  of  a  thousand  leaks 

■■IM  Soviet  OIL  PRODUCTION  has  fallen  from  12.5 
million  barrels  a  day  in  1988  to  1 1 .4  million 
in  1990,  and  to  10.6  million  barrels  a  day  by 
March  of  this  year,  according  to  the  Paris- 
based  International  Energy  Agency.  Output 
looks  to  be  headed  even  further  down.  Soviet 
oil  exports,  too,  have  begun  to  drop  sharply — 
by  around  half  this  year,  according  to  a  recent 
NATO  report.  Soviet  oil  exports  would  by  now 
have  fallen  much  faster  if  domestic  demand 
had  not  slipped  by  around  600,000  barrels  a 
.     day,  as  a  result  of  the  sharp  downturn  in  the 
domestic  economy.  Oil  accounts  for  60%  of 
total  Soviet  export  earnings;  the  country's 
current  account  deficit  is  now  about  $7  billion 
aiid  rising,  says  Deutsche  Bank  economist 
Otto  Storf,  an  expert  on  the  Soviet  economy. 
Total  Soviet  net  debt  to  the  West  now  stands 
at  around  $75  billion. 


Helping  the  Soviets  would  help  control 

^^^m  There  is  more  than  one  element  of  self- 
interest  in  helping  the  Soviets  put  their  oil 
and  gas  industries  on  a  more  stable  footing. 
The  U.S.  still  dominates  this  business  and 
should  get  the  lion's  share  of  the  work.  Help- 
ing the  Russians  help  themselves  should  also 
dampen  opec's  ability  to  raise  world  oil  prices. 

With  Kuwait  and  Iraq  not  exporting,  the 
world's  oil  industry  ia  today  operating  at  98% 
of  total  capacity,  according  to  an  internal 
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Most  of  the  U.S.S.R.'s  oil  and  gas  industry 
problems  have  arisen  from  backward  produc- 
tion techniques  and  appalling  maintenance, 
where  the  Soviets  underspend  by  a  factor  of 
10-to-l  by  comparison  with  Western  and 
Persian  Gulf  techniques.  Keeping  energy 
prices  low  in  the  Soviet  Union  has  encour- 
aged wasteful  deplt;tion  of  the  best  fields,  in- 
cluding by  pumping  water  down  into  the  oil 
reservoirs  to  push  the  oil  out  faster.  The  water 
trapped  in  the  oil  and  gas  then  corrodes  the 
pipelines.  There  are  around  1,000  major  un- 
fixed leaks  in  Soviet  pipelines;  1  barrel  of  oil 
in  each  1 1  produced  is  spilled  and  1  cubic  foot 
of  gas  in  10  leaks  away. 

The  Soviets  have  little  or  no  experience 
with  techniques  to  increase  oilfield  productivi- 
ty considered  normal  in  the  West,  such  as 
fi-acturing  the  oil-bearing  rock. 

OPEC,  too 

British  Petroleum  study.  Hence  today's  rela- 
tively high  oil  price  of  around  $20  a  barrel. 
Long-term  world  demand  for  oil  is  rising  at 
1.5%  a  year,  and  non-OPEC,  non-Soviet  oil 
and  gas  output  can't  be  expanded  much  in  the 
next  few  years.  Without  at  least  maintain- 
ing— and  preferably  expanding — Soviet  out- 
put, the  world  could  return  to  the  position  it 
was  in  in  1979,  when  OPEC  produced  61%  of 
Western  oil  needs.  ^M 
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The  Forbes  Index  (1967=100) 
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Current  182.8* 

200  Previous  182.8 

Percent  change         0.0% 
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New  claims  for  unemployment  benefits  fell  8%  in  May 
More  good  news:  A  jump  in  nonfarm  payrolls  by  59,00 
workers  represented  the  first  monthly  gain  in  1 1  months] 
Other  positive  signs  include  a  1%  rise  in  retail  sales  and 
0.5%  gain  in  industrial  production  in  May.  Despite  worrie; 
of  higher  inflation  accompanying  any  recovery,  the  Con 
sumer  Price  Index  rose  just  0.3%  in  May,  with  most  of  tb 
increase  a  result  of  rising  energy  prices.  There  is  a  goO' 
chance  the  Forbes  Index  will  finish  June  on  a  gain  from  th 
previous  month,  ending  a  nine-month  losing  streak. 


Other  key  rates 

Prime  rate 

Auto  sales  year  to  date  vs  1390' 

Index  of  leading  indicators  Apr  vs  Mar 

Trade  balance  12  months  ended  Mar  1991 

All-commodity  producer  price  index  May  vs  Apr' 

GNP  1st  quarter  vs.  4th — annualized  growth 

NBER  Experimental  Recession  Probability  Index' 


'  U.S.-based  manufacturers,  excludes  imports,  as  of  6/10/91. 
^Wholesale  goods. 'April  1991, 


Source 

Status 

Chase  Manhattan  Bank 

8.5% 

Ward's  Automotive 

-12.8% 

Dept  of  Commerce 

0.6% 

Dept  of  Commerce 

-$91  bil 

Dept  of  Labor 

Dept  of  Commerce 

Natl  Bureau  of  Economic  Research 

0.4% 

-2.6% 

2,0% 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weigfited  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  Inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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109    -, 


Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 


550 


475 


400 


325 


tiJiMlUL 


New  unemployment  claims  average  for  montii 
(thousands),  seasonally  adjusted  (Dept  of  Labor) 
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Services     •    Total  Index 


Inventories      •    New  Orders 


270 


210 


Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


Manufacturers'  new  orders  and  inventories 

(Ibillions),  seasonally  adjusted  (Dept  of  Commerce) 


125 


100 


75 


50 
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2760 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


2700    -| 
2640  H 
2580  ^^ 


Personal  income  ($billions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


155 


150 


145 


140 


uu 


740 


730 


720 


Retail  sales  ($billions), 

seasonally  adjusted  (Dept  of  Commerce) 
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710 


»-*^ 


Consumer  installment  credit  (Sbillions)  total, 
seasonally  adjusted  (Federal  Reseree) 

AMJJASONDJFMAM 
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The  Travelers'  commitment  to 
I,  quality  products  and  cost  control  starts 
with  35,000  employees  dedicated  to 
customer  satisfaction. 

Of  these,  12,000  work  exclusively  in  our 
Managed  Care  and  Employee  Benefits 
Operation. 

That's  the  real  Travelers  difference. 

But  the  numbers  get  even  more  impressive. 

50,000  carqfully  selected  and  credentialed  physi- 
cians and  specialists  and  600  hospitals  in  130  major 
metropolitan  areas. 

$1.6  billion  in  new  business  in  1990  —  testimony  to 
a  company  whose  health  care  network  delivers 
appropriate  care  more  efficiently  through  local  medi- 
cal management.  A  company  that  customizes  pro- 
grams because  it  understands  that  not  all  businesses 
are  the  same.  A  company  committed  to  avoiding 
illness  —  and  expense  —  through  wellness  and  coun- 
seling programs. 

Two  more  numbers  to  be  remembered.  The 
Travelers  is  backed  by  $55  billion  in  assets  and  by 
a  127  year  tradition  of  service. 

This  is  Managed  Care  The  Travelers  Way. 

The  Travelers  Insurance  Company  and  its  Affiliates 
Hartford,  Connecticut  06183 

TheTraveler^ 

You're  better  off  under  the  Umbrella! 


©  1991  The  Travelers  Corporation. 


Do  more. 


If  it  weren't  for  all  the  work,  we'd  all 
get  a  lot  more  accomplished. 

It  isn't  a  shortage  of 
^^stem  7    thinking,  inspiration  or 
motivation  that  prevents 
people  from  achieving 

System  7  makes      their  gOalS. 
Macintosh  mmpulers         j,-,  .\        i        j  r 

eim  easier  to  use.      Its  the  abundance  ot 
organizing  and  coordinating;  processing 
and  procedure;  training,  retraining, 
searching  and  shuffling  that  they  have 
to  do  along  the  way. 

Personal  computers  were  supposed 
to  streamline  the  mundane  chores  and 
monotonous  routines  so  that  we  could 
concentrate  on  solving  problems  and 
moving  ahead.  What  happened? 

The  April  29th  Business  Week  cover 
story  about  product  design  put  it  ^.^, 
quite  bluntly:  "Every  day  across 
America  millions  of...  highly  j 
competent  men  and  women 


A  computer  that  has  been  consis- 
tently rated  significantly  higher  for  user 
productivity  than  other  PCs,  including 
computers  running  Windows  3-0.* 

The  only  computer  to  be  named 
one  of  the  best  designed  products  of 
the  last  decade  by  Time  magazine. 


Virtual  memory  is  a  System  7  feature  that  gives  our  ma 
powerful  Macintosh  computers  the  power  to  do  more. 

Every  Macintosh  has  powerful  bull 
networking  capabilities.  (The  only  fan 
of  computers  to  do  so.)  Because  peof 
get  more  accomplished  when  they  W( 
together  than  when  they  work  alone 

And  now,  with  the  introduction  of 
latest  Macintosh  system  software — a 
breakthrough  known  simply  as  Syster 
—  a  Macintosh  will  do  even  more  for 
you.  With  new  powers  designed  to  tur: 


are  driven  to  helpless  fmstration  by  the 
products  around  them. . . .  New  systems 
that  were  supposed  to  make  work  more 
efficient . . .  often  do  just  the  reverse." 

At  Apple,  we  couldn't  agree  more.  We 
believe  most  PCs  are  too 
hard  to  set  up.  Tbo  diffi- 
cult to  use.  And  too 
expensive  to  support 

That's  why  we 
make  the  Apple" 
Macintosh  person- 
al computer 

It's  Ihe  one  per- 
sonal computer  that 
was  designed  from  the 
very  first  chip  to  work  tlie  way 
that  people  work. 


network  into  less  work  and ; 
company  into  more  of  a  te^ 
System  7  also  simplifies; 


With  System  7  Macintosh  can  have  file  sharing,  multitasking  and  other  work-saving  powers. 

So  what  makes  Macintosh  different?    refines  the  way  that  a  Macintosh  worl 

Every  Macintosh  lets  you  run  more     lb  make  the  computer  that's  famous 

than  4,000  programs  that  all  work  in  the    being  easy  to  use  even  easier 


same  consistent,  intuitive  way 
You  learn  one,  you've  learned  the 
basics  of  all  of  them.  And  since 
learning  new  programs 
is  a  lot  less  work,  you'll 
tend  to  use  your 
computer  to  do 
many  more  things. 
Every  Macintosh 
will  let  you  copy  work 
you've  done  in  one 
program  and  paste  it 
into  thousands  of  other 
Macintosh  programs.  So  you  can 


Balloon  Help?' 
New  with  System  7 
Now  if  you  have  a 
question  about  anything 
on  a  Macintosh  saeen, 
you  can  just  point  at  it.  A 
t}alloon  like  this  appears 
to  tell  you  what  it  is.  And 
how  to  use  it. 


ff  you  would  like 
see  just  how  hard  a 
personal  computer  c 
work,  see  the  family 
of  affordable  Macinb 
computers  today  at 


your  authorized  Apple 
seller  (call  800-538-9696,  ext.  77 
for  the  location  of  the  one  near  y( 


S 


And  get  your  hands  on  tne 
you  buy  a  personal  com- 
puter for  in  the  first  place, 
get  more  work  out  of  the  work  you  do.    The  power  to  be  your  best! 
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Work  less. 


System  7  for  Macintosh. 


Forbes 


Bob  Farrell  correctly  predicted  consumer  goods  stocks 
would  be  the  kings  of  the  Eighties  bull  market. 
Now  he's  predicting  a  new  monarch. 


Regicide 


By  Norm  Alster 

Major  bull  markets,  explains  Rob- 
ert J.  Farrell,  can  begin  only  once  the 
leadership  of  the  prior  bull  market  has 
been  killed  oft  and  replaced. 

Farrell,  senior  vice  president  and 
chief  market  analyst  at  Merrill  Lynch, 
believes  that  this  year's  impressive 
rally  is  likely  to  fizzle:  The  old  leader- 
ship, companies  with  strong  consum- 
er franchises,  hasn't  yet  been  knocked 
off  its  perch. 

Farrell  is  well  worth  listening  to  on 
the  subject  of  market  leadership.  Back 
in  1982,  when  this  bull  market  was  in 
its  infancy,  he  predicted  that  the  con- 
sumer goods  stocks — the  r&Gs,  the 
Ralston  Purinas — would  surge  to  the 
front.  They  did,  and  now,  he  says, 
they  are  over  the  hill  but  not  yet 
deposed. 

If  Farrell's  theories  on  market  regi- 
cide recall  a  Joseph  Campbell  PBS 
discourse  on  classical  myths,  his  bed- 
rock market  philosophy  echoes  New- 
tonian physics.  "Every  excess  in  one 
direction  will  be  compensated  for 
with  an  excess  in  the  other  direction." 

Often  identified  as  a  market  techni- 
cian, Farrell,  58,  is  actually  something 
of  a  hybrid.  He  was  a  student  of  value 
investors  Benjamin  Graham  and  Da- 
vid L.  Dodd  at  the  Columbia  Business 
School  in  the  1950s.  His  approach  is 
to  combine  technical  and  fundamen- 
tal disciplines  to  identify  long-term 
investment  themes.  "The  most  prof- 
its come  from  recognizing  the  right 
themes,  not  by  saying  where  the  Dow 
will  be,"  he  says. 

In  the  early  Eighties  Farrell  argued 
that  looming  disinflation  would  de- 
throne the  natural  resource  leadership 
of  the  late  Seventies  and  create  oppor- 
tunities in  the  languishing  consumer 
goods  stocks  of  food,  beverage,  to- 
bacco and  soap  makers.  Bull's-eye. 

In  1982,  reports  Farrell,  consumer 
nondurables  accounted  for  less  than 


14%  of  the  s&P  500's  total  market 
capitalization.  Now,  after  nine  years 
of  relentless  share  appreciation,  they 
account  for  about  30%.  Says  he:  'T 
wouldn't  want  to  be  putting  money 
into  most  of  these  stocks." 

Especially  vulnerable  are  such  is- 
sues as  Procter  &  Gamble  (whose 
price  is  nearly  19  times  trailing  earn- 
ings), Disney  (p/h  19)  and  Ralston 
Purina  (17).  Even  Coca-Cola  (27 
times  earnings)  is  "getting  ex- 
tended." Pharmaceuticals  were  also 
early  Eighties  Farrell  favorites  that 
have  hati  a  great  decade.  But  after 
years  of  raising  prices  at  an  annual  rate 
(12%)  well  above  inflation,  the  drug 
firms  now  face  intensified  pricing  re- 
straint pressures  from  the  govern- 
ment. And  both  pharmaceuticals  and 
consumer  goods  firms,  major  benefi- 
ciaries of  a  weak  dollar,  could  see 
bulging  overseas  profits  trimmed  by 
the  stronger  dollar.  Eli  Lilly  looks 
weak  to  Farrell,  but  he  also  expects 
Schering-Plough,  Bristol-Myers, 

American  Home  Products,  Pfizer  and 
Merck  to  underperform. 

So,  as  the  kings  nod  in  their  palaces, 
who  is  getting  ready  to  take  their 
thrones?  The  long-despised  capital 
goods  producers. 

Farrell:  "The  economy  will  grow  at 
a  much  slower  rate  as  state,  local  and 
federal  taxes  go  up.  I  think,,*Ke  con- 
sumer is  tapped  out."  He  notes  that 
household^  debt — less/than  65%  of 
disposable  income  iri/1976 — recently 
hovered  around  95^.  Consumers  will 
therefore  be  saWig  more,  making 
deeper  pools  of  investment  capital 
available  to  ba«c  industries. 

Rust  belt/firms  "had  to  learn  to 
survive"  iaihc  last  decade,  and  Farrell 
believes/rfiey've  made  important  prog- 
ress. With  leveraged  buyouts  and  other 
t'omxs  of  "financial  engineering"  ex- 
acted to  abate,  more  capital  will  flow 
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into  productive  assets. 

Flipping  through  his  treasured  pil 
of  ten-year  stock  price  charts,  Farrell' 
eye  falls  on  Foster  Wheeler,  a  con 
struction  engineering  outfit  and  on< 
of  his  current  favorites.  But  hasn't  thi 
stock  already  doubled  from  its  198 
lows.'  Farrell  thumbs  ahead  to  an  ok 
stock  price  chart  of  toiletries  titar 
Gillette.  "Foster  Wheeler  now  look; 
like  Gillette  in  1983,"  he  smiles.  Sinc( 
Gillette  shares  have  sextupled  in  value 
since  1983,  the  best  is  presumably  ye 
to  come  for  Foster  Wheeler.  Othe 
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Merrill  Lynch's 
chief 

market  analyst, 
Robert  J.  Farrell 
"Every  excess  in 
one  direction  will 
be  compensated 
for  with  an  excess 
in  the  other 
direction." 
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favorites  include  Fluor,  also  in  con- 
istruction  engineering,  along  with 
equipment  makers  Emerson  Electric, 
Dresser  Industries  and  Cooper  Indus- 
tries, valvemaker  Keystone  Interna- 
tional and  American  Cyanamid,  the 
chemicals  firm. 

Unpretentious  in  dress  (he  buys 
suits  at  discounters  like  Gorsart's)  and 
manner,  Farrell  gives  the  clear  impres- 
sion that  this  turn  to  soberer  times  is 
very  much  to  his  taste.  Farrell  de- 
scribes himself  as  personally  conserva- 
tive. He  has,  after  all,  lived  within  the 
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same  1 -square-mile  area  of  Tenafly 
and  Bergenfield,  N.J.  since  he  was  5 
years  old.  If  the  financial  excesses  of 
the  Eighties  are  gone  for  good,  Farrell 
won't  grieve.  "The  lack  of  ethics  real- 
ly disturbed  me.  It  has  engendered  a 
lot  of  hostility  toward  Wall  Street," 
says  Farrell,  who  signed  on  with  Mer- 
rill Lynch  in  1957  as  a  research 
trainee. 

When  will  the  capital  goods  stocks 
take  the  mantle  of  leadership?  Not 
yet.  Because  the  consumer  goods  sec- 
tor has  not  yet  cracked  (and  because 


"institutions  reduced  cash  levels  fast- 
er in  the  first  quarter  than  in  any  other 
quarter  in  15  years"),  Farrell  sees  the 
risk  of  a  selloft  that  could  eventually 
take  the  Dow  down  to  the  low  2000s. 
During  this  decline,  the  capital  goods 
and  basic  industry  stocks  he  favors  will 
decline,  but  will  probably  be  less  vul- 
nerable than  the  rest  of  the  market. 
And  then,  after  a  market  break  plays  a 
fianeral  dirge  for  the  favorites  of  the 
1980s  and  early  1990s,  the  long- 
exiled  capital  goods  boys  will  come 
into  their  inheritance.  Hi 
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In  effect  trading  trees  for  gold,  Jimmy  Goldsmith  last 
year  made  a  major  commitment  to  the  precious  metal. 
Now  he's  moving  to  put  more  glitter  in  his  investment. 

Sir  Jimmy's 
golden  deal 


By  Howard  Rudnitsky 

Over  A  lifetime  of  dealmaking,  58- 
year-old  Anglo-French  financier  Sir 
James  Goldsmith  has  become  one  of 
the  world's  wealthiest  self-made  men. 

Last  year  this  confirmed  value  in- 
vestor, in  partnership  with  Jacob 
Rothschild,  swapped  his 
extensive  U.S.  timber  inter-  ^^^^ 
ests  with  British  conglom- 
erate Hanson  Pic.  for  49% 
of  Newmont  Mining.  So 
Goldsmith  got  out  of  tim- 
ber and  into  gold.  Denver- 
based  Newmont  is  the 
holding  company  that  con- 
trols Newmont  Gold,  a  ma- 
jor gold  producer.  This  big- 
time  asset-shuffling  in- 
volved shares  with  a  market 
value  of  $1.3  billion. 

When  Newmont  shares 
subsequently  dropped  15% 
on  weak  gold  prices.  Gold- 
smith was  left  poorer  on 
paper  by  nearly  $200  mil- 
lion. Had  he  made  a  bad 
choice.^  Temporarily,  yes. 
But  now  Goldsmith  has 
made  a  big  move  to 
strengthen  his  position. 

After  long  negotiations, 
Newmont  recentiy  an-  ■■■§ 
nounced  it  intended  to 
merge  with  American  Barrick  Re- 
sources, a  Toronto-headquartered 
gold  company  whose  huge  reserves  in 
northeastern  Nevada  are  close  to 
Newmont's  own  holdings.  Under  the 
proposal,  American  Barrick  would 
pay  1.8  shares  of  American  Barrick 
stock  for  every  share  of  Newmont. 

If  allowed  by  the  Securities  &  Ex- 
change Commission  and  approved  by 
both   companies'   shareholders,   the 


merger  will  add  Newmont's  19 
million  ounces  in  gold  reserves  to 
American  Barrick's  20  million 
ounces.  It  will  make  American  Barrick 
the  second-largest  gold-mining  com- 
pany in  the  Free  World,  after  South 


Sir  James 
Taking  a 


Goldsmith 

smaller  piece  of  a  more  valuable  pie. 


Africa's  Freegold. 

Under  the  merger  terms.  Gold- 
smith's 49%  of  Newmont  will  drop  to 
23%  of  a  bigger  and  more  valuable 
outfit.  Goldsmith  will  also  get  a  major 
partner:  A  Toronto- based  holding 
company,  controlled  by  Barrick 
Chairman  Peter  Munk,  will  own 
about  11%  of  the  new  merged  compa- 
ny. Munk  will  likely  run  it. 

Why  would  Goldsmith  trade  a  49% 


interest  for  a  23%  one.''  He  didn't  have 
much  to  lose:  His  Newmont  shares 
were  restricted  by  a  standstill  agree 
ment  that  efl^ectively  barred  him  from 
buying  additional  shares  and  thus  ob 
taining  majority  control. 

And  he  has  much  to  gain  by  the 
merger.  By  the  late  1990s  Newmont 
faces  the  prospect  of  declining  pro 
duction  from  its  Carlin  Trend  ore 
body;  the  depletion  could  cut  its  199 1 
production  of  1.5  million  ounces  by 
up  to  a  third.  Barrick,  by  contrast,  is 
steadily  increasing  production. 

A  merger  promises  considerable 
long-term  cost  savings — over  20%.  A 
mining  merger  makes  good  business 
sense  when  you've  got  major  gold  ore 
bodies  alongside  each  other  and  part- 
ly overlapping,  as  do  Newmont  and 
American  Barrick  Resources.  There  is 
much  room  for  consolidating  pro- 
duction facilities,  with  substantial 
capital  cost  savings. 
I  Newmont's  manage- 
I  ment  has  been  regarded  in 
I  the  industry  as  lackluster. 
For  one  thing,  it  does  not 
hedge  Newmont  Gold's 
production  in  the  futures 
markets;  when  the  price  of 
gold  tumbled  during  the 
past  few  years,  so  did  New- 
mont's profit  margins. 

By  contrast,  Barrick's 
management  under  Peter 
Munk  has  been  considered 
top  notch.  Peter  Munk  had 
long  wanted  to  put  his 
company  together  with 
Newmont.  Newmont  man- 
agement resisted  raider 
Boone  Pickens'  attempt  to 
get  control.  Now  Munk  is 
getting  what  he  wanted. 

One  analyst  who  follows 
the  companies,  J.C.  Potvin, 
of  Toronto's  Burns  Fry 
Ltd.,  thinks  the  combined 
companies  could  be  pro- 
ducing 2.8  million  ounces  a  year  by 
1993,  up  from  2.2  million  last  year. 

At  a  recent  price  of  $39,  Newmont 
in  just  two  weeks  has  recovered  all  the 
ground  it  had  lost  since  Goldsmith 
bought  in  last  yeai". 

If,  on  top  of  that,  Munk  can  boost 
production  while  cutting  unit  pro- 
duction costs,  it  is  reasonable  to  think 
the  stock  market  will  reward  him — 
and  Goldsmith — handsomely.        ^M 
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For  all  his  problems,  Donald  Trump  still  owns 
'  Manhattan's  magnificent  Plaza  Hotel.  But  only 
,.at  his  creditors'  sufferance. 

iCan  Donald  pay 
his  hotel  bill) 


By  Richard  L.  Stem  and  Tatiana  Pouschine 


In  mid-June  Donald  Trump  an- 
nounced a  new  deal  with  his  bankers 
that  allows  him  to  continue  to  own 
and  run  the  crown  jewel  of  his  empire, 
Manhattan's  grand  old  Plaza  Hotel. 
What  Trump  didn't  disclose  was  that 
the  Plaza  has  lost  $100  million  in  the 
past  two  years  and  isn't  paying  hill 
interest  on  its  more  than  $430  million 
lin  debt. 

i  Trump  "owns"  the  hotel  through  a 
partnership  of  which  he  is  sole  propri- 
etor. Forbes  recently  obtained  a  copy 
of  a  Dec.  31, 1990  financial  statement 
audited  by  Kenneth  Leventhal  &  Co. 
Warns  the  auditor  in  strong  language: 
"[There  is]  substantial  doubt  about 
the  partnership's  ability  to  continue  as 


a  gomg  concern. 

That,  as  they  say,  is  putting  it  mild- 
ly. The  Plaza's  audited  statements 
show  that  Trump  continues  to  run  the 
hotel  only  at  the  mercihil  sufferance 
of  its  creditors;  last  year  cash  from 
operations  fell  short  of  covering  inter- 
est expense  by  about  $20  million.  The 
banks  deferred  $7  million  in  interest 
payments. 

Why  is  the  Plaza  doing  so  badly.' 
The  hotel  itself  is  as  popular  as  ever. 
Last  year  it  had  a  positive  cash  flow  of 
nearly  $21  million  before  interest  ex- 
pense. It  is  very  much  a  going  con- 
cern. Trump  simply  paid  too  much, 
and  his  obliging  bankers  lent  him  too 
much.  Servicing  the  acquisition  debt 


cost  $45  million  in  1989  and,  thanks 
in  part  to  falling  interest  rates,  some- 
what less,  $41.3  million,  in  1990. 
This  year  Trump's  interest  costs  will 
run  around  $45  million,  unless  he  rids 
the  Plaza  of  its  debt. 

Nor  is  the  positive  cash  flow  entire- 
ly free;  a  posh  property  like  the  Plaza 
requires  constant  maintenance  and 
refurbishment.  Informed  sources  say 
at  least  $8  million  should  be  set  aside 
each  year  to  keep  the  Plaza  looking 
spiflfy.  Trump  claims  he  needs  only  $3 
million,  because  he  has  recently  reno- 
vated extensively. 

The  audited  statements  show 
Trump  paid  $409  million  when  he 
bought  the  hotel  and  a  small  brown - 
stone  adjacent  to  it  in  1988  from 
Robert  M.  Bass  Group  of  Fort  Worth; 
closing  costs  added  another  $4  mil- 
lion. This  for  a  property  whose  cash 
flow  in  1988  was  around  $16  million. 
Thus  he  paid  an  astounding  25  times 
cash  flow.  What  is  even  more  surpris- 
ing is  that  his  bankers  liked  the  deal  so 
much  they  required  little  equity  from 
Trump.  The  statements  indicate  that 
Trump's  only  equity  contribution  was 
a  $30  million  down  payment — just 
7.5%  of  the  purchase  price.  How 
could  the  bankers  be  so  generous? 
Good  question.  They  must  have  tak- 
en Trump's  then  overwhelmingly  fa- 
vorable publicity  as  seriously  as  he  did. 


The  Plaza  Hotel  and  its  owner,  Donald  Trump 
Will  anyone  pay  $2,000  a  square  foot- 
er even  $1,500  a  foot —  for 
Trump's  Plaza  "condo  concept"? 
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Donald  Trump 

Look  at  it  this  way:  Trump  was 
committing  to  paying  interest  rates 
averaging  9.4%  for  a  property  that 
yielded  only  4%  on  a  cash  flow  basis. 

What  could  the  banks  get  for  the 
Plaza  if  they  foreclosed  and  put  it  on 
the  market.'  Probably  not  more  than 
$300  million,  says  Abraham  Wallach 
of  First  Capital  Management,  which 
specializes  in  Northeast  and  South- 
west real  estate  investments.  This  for  a 
property  encumbered  with  $415  mil- 
lion in  bank  debt.  This  may  provide  a 
clue  as  to  why  Trump  still  runs  the 
Plaza;  foreclosing  would  force  the 
creditors  to  take  writeoffs  they  are 
reluctant  to  face. 

Trump,  of  course,  claims  that  the 
$300  million  figure  is  ridiculously 
low.  But  even  that  would  yield  only 
about  4%  to  5%  after  estimated  main- 
tenance costs  on  an  all-cash  invest- 
ment. And  today  all-cash  buyers 
aren't  plentiful. 

With  costly  renovations  of  the  last 
two  years  behind  him,  cash  flow,  he 
says,  will  be  $35  million  this  year  and 
$45  million  next  year.  That's  the  kind 
of  pie  in  the  sky  that  once  wowed 
bankers  but  no  longer  does. 

Ever  resourceful,  Trimip  has  an- 
nounced a  plan  to  pay  off  all  the 
Plaza's  debt  by  year-end  by  selling 
half  of  the  rooms  in  the  804- room 
hotel  as  condominiimis.  This,  he  says, 
will  raise  $400- million-plus.  And  he 
would  own,  free  and  clear,  half  the 
property. 

Let's  do  the  math.  Assume  he  sells 
402  rooms  averaging  500  square  feet 
each.  After  broker  fees  and  other  sell- 
ing costs,  Trump  needs  to  find  buyers 
willing  to  spend  about  $1  million 
apiece,  or  $2,000  a  square  foot. 
Trump  says  his  calculations  work  out 
to  $1,500  a  square  foot. 

Either  way,  can  Trump  do  it?  Ac- 
cording to  Barbara  Corcoran  of  the 
Corcoran  Group,  the  record  price 
paid  for  New  York  residential  space 
was  $1,590  a  square  foot.  That  was 
for  one  apartment  at  the  very  top  of  an 
overheated  real  estate  market. 

At  any  rate.  Trump,  who  has  yet  to 
file  a  condo  offering  statement,  is 
optimistic  about  the  hotel's  fijture. 
Why,  then,  were  the  auditors  at  Ken- 
neth Leventhal  &  Co.  so  pessimistic 
about  the  Plaza's  financial  viability? 
"They  didn't  know  about  the  condo 
concept,"  says  Trump.  ^M 
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For  most  people,  building  one  big  company  is  a 
lifetime's  work.  At  58,  Eli  Broad  is  well  into  his  second. 

Chenry-picking 


By  Matthew  Schifrin 

Looking  out  of  his  12th-floor  win- 
dows of  the  World  Savings  building  in 
West  Los  Angeles,  Eli  Broad  points  to 
the  Executive  Life  building  about  a 
mile  south  on  Olympic  Boulevard. 

Broad  thinks  a  great  deal  about 
Executive  Life  these  days,  because  he, 
too,  is  in  insurance  and  in  Los  Ange- 
les. Ever  since  First  Executive's  junk 
bond  woes  began  to  taint  insurance 
stocks  last  fall,  the  shares  of  Broad  Inc. 
have  been  whipsawed  in  the  market, 
and  still  sell  for  a  low  nine  times 
trailing  earnings.  This  despite  strong 
earnings  growth,  limited  junk  bond 
exposure  and  an  AA  claim-paying  rat- 
ing from  Standard  &  Poor's.  "If  we 
were  based  in  Hartford,  our  stock 
price  would  be  twice  as  high,"  quips 
the  wry  Broad. 

But  he  also  sees  opportunity  in  this 
sour  situation.  First  Executive  has 
$60  billion  or  so  in  annuity  business 
on  its  books,  while  Broad  has  about 
$11  billion.  As  a  bargain  hunter  or,  as 
he  likes  to  put  it,  a  "cherry  picker," 
Broad  sees  opportunity  in  troubled 
annuity  firms  like  First  Executive  and 
nearby  First  Capital  Holdings.  There 
are  assets  and  liabilities  there  worth 
acquiring  even  though  the  companies 
themselves  are  rotten. 

Eli  Broad  is  not  one  to  pass  up  an 
opportunity.  The  son  of  Russian  im- 
migrants. Broad  founded  Kaufman  & 
Broad  Building  Co.  with  $25,000 
when  he  was  23  years  old,  and  made  a 
fortune  building  it  into  a  billion-dol- 
lar multinational  home -building 
company,  of  which  he  remains  chair- 
man. He  also  built  one  of  the  West 
Coast's  largest  contemporary  art  col- 
lections and  was  founding  chairman 
of  Los  Angeles'  Museum  of  Contem- 
porary Art  in  1983.  For  most  people, 
those  would  be  enough  accomplish- 
ments for  a  lifetime. 

However,  ¥Ai  Broad  keeps  bound 
volumes  of  Who's  Who  in  America 
within  arm's  reach  of  his  desk.  He 


worries  about  his  position  in  Ameri 
can  business  and  what  the  fijture  will 
say  about  him.  Whatever  the  motiva- 
tion, he  came  out  of  putative  semire- 
tirement  two  years  ago,  at  the  age  of 
56,  to  build  a  second  big  company,  j- 
this  time  in  financial  services. 

In  1989  he  started  by  spinning  off 
Kaufman  &  Broad's  small  insurance 
business  into  a  new  outfit.  Broad  Inc. 
So  far.  Broad  Inc.  has  piled  up  $13 
billion  in  insurance  and  mutual  fijnd 
assets.  It  has  done  so  by,  in  Broad's 
words,  cherry-picking  assets  from  dis- 
tressed outfits.  Picking  through  the 
assets  of  sick  or  dying  companies. 
Broad  thinks  he  can  reap  a  rich  har- 
vest. With  it,  he  dreams  of  building 
another  American  Express  or  Fidelity 
Investments. 

As  a  relative  latecomer  in  a  highly 
developed  business,  Broad  knows  he 
must  acquire  his  way  to  bigness.  His 
first  major  purchase  was  in  1985, 
when  Kaufman  &  Broad  spent  $16 
million  for  $550  million  in  'annuity 
business  from  a  troubled  Denver  in- 
surance company  called  Capitol  Life 
Insurance  Co.  At  the  time,  insurance 
regulators  gave  Broad  an  option  to 
buy  all  $2  billion  of  Capitol's  busi- 
ness, but  instead  Broad  went  in,  thor- 
oughly examined  the  books  and 
bought  the  best  chunk  of  business, 
allowing  the  original  option  to  expire. 

The  ultimate  buyer  of  the  rest  of 
Capitol  Life  was  Integrated  Re- 
sources, which  Broad  cherry-picked 
last  year.  In  January  1990  Broad  ac- 
quired $2.2  billion  in  annuities, 
$1.75  billion  in  mutual  fund  and  pri- 
vate account  assets,  and  a  broker/ 
dealer  with  3,000  reps  from  Integrat- 
ed Resources  just  before  it  entered 
bankruptcy. 

"Integrated  was  like  a  block  of  ice 
melting  on  the  L.A.  sidewalk,"  says 
Broad.  "Their  business  was  sinking 
fast."  Integrated  went  on  the  block  in 
mid- 1989  for  around  $500  million, 
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Eli  Broad,  chairman  of  Broad  Inc. 

A  new  career,  a  paperless  back  office  and  an  eye  for  bargains. 


but  the  continued  deterioration 
scared  off  buyers.  Broad  patiently 
waited  as  the  other  bidders  dropped 
out  and  eventually  paid  $95  million 
for  the  business. 

Says  Stephen  Weinroth,  chief  exec- 
utive of  Integrated:  "Eli  is  a  pleasant 
man,  but  he  is  the  type  of  guy  who  will 
clean  your  clock  in  a  business  deal.  At 
the  price  he  paid,  he  can't  get  hurt." 

Other  fire  sales  Broad  has  exploited 
include  buying  Southmark's  1,300- 
broker  sales  force  out  of  bankruptcy  in 
mid- 1989  and,  more  recendy,  $680 
million  in  mutual-fiind  business  from 
bankrupt  Equitec  Financial  Group. 

Unlike  many  dealmakers.  Broad 
doesn't  really  like  to  use  investment 
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bankers  and  brokers  to  do  his  deals  for 
him.  He  has  complete  confidence  in 
his  own  abilities.  When  he  bought  the 
then  moneylosing  Anchor  National 
Life  from  Illinois- based  Washington 
National  Corp.  in  1986,  he  called  the 
chief  executive  directly  and  struck 
a  deal. 

He  did  make  an  exception  for 
Drexel  Burnham  in  Michael  Milken's 
times.  Drexel  sold  $125  million  in 
ten-year  junk  bonds  for  Kaufman  & 
Broad,  in  1984.  But  by  and  large, 
Broad  claims  he  was  outside  the  inner 
Milken/Drexel  circle.  "It  drove  Mike 
crazy  that  we  were  never  much  of  a 
customer,"  says  Broad,  who  admired 
Milken  and  attended  Drexel's  annual 


junk  bond  conference.  "They  were  a 
whole  lot  of  fun,  but  wc  were  never 
really  a  member  of  the  club." 

Broad  feels  equally  comfortable  in- 
vesting his  company's  assets  as  he 
does  acc^uiring  them.  Broad  has  about 
$450  million  in  junk  bonds,  or 
around  6%  of  nearly  $8  billion  in 
invested  assets,  another  11%  or  so  in 
senior  secured  loans  to  highly  lever- 
aged companies.  But  most  of  the 
portfolio  of  Broad  Inc.  is  quite  con- 
servative. Nearly  half  is  in  risk- free 
investments  like  government  bonds 
and  mortgage -backed  securities. 
Broad  Inc.  has  less  than  1%  of  its  assets 
in  common  stocks,  preferring  junk 
bonds  at  a  discount,  which  Broad 
considers  equity  with  a  coupon. 

Those  coupons  are  important  in 
getting  Broad  a  good  return  on  its 
investments.  Broad  is  mindflil  of  the 
significance  of  a  few  basis  points  in  his 
business  and  has  been  trying  to  reduce 
the  firm's  exposure  to  spread- based 
income — that  is,  income  that  depends 
on  lending  money  for  more  than 
Broad  pays  for  it. 

To  lock  in  more  yields,  Broad  has 
20,000  independent  brokers  licensed 
to  sell  his  insurance  policies  out  push- 
ing variable  annuities,  which  are  es- 
sentially tax-deferred  mutual  funds 
with  high  penalties  for  withdrawal 
before  age  59V2.  Sale  of  annuities 
generates  fee  income  without  expos- 
ing the  .insurer  to  interest-rate  or 
credit  risk — which  the  insured  bears. 

Broad's  variable  annuity  contracts 
stand  at  $2.5  billion.  The  fees  they 
generate,  plus  those  from  $2  billion  in 
mutual  funds  and  private  accounts, 
and  $3.3  billion  in  trust  accounts, 
make  up  over  one-third  of  Broad's 
pretax  income.  That  covers  most  of 
the  $115  million  overhead. 

Five  years  ago  the  Metropolitan 
Life  Insurance  Co.  beat  Broad  in  a  bid 
for  $4  billion  in  annuities  written  by 
the  bankrupt  Baldwin  United.  It  was  a 
great  buy  for  Met,  and  Broad  hopes 
not  to  lose  such  opportunities  in  the 
fiiture.  Which  brings  us  back  to  his 
unhappiness  over  the  price  of  Broad 
Inc.  stock.  With  a  decently  priced 
stock,  he  could  finance  acquisitions 
with  equity  rather  than  debt.  With 
interest  rates  as  high  as  they  are  and 
debt  considered  disreputable,  stock  is 
clearly  the  way  to  go  in  building  a  big 
company  these  days.  H 
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states  are  discovering  how  to  push  their  Medicaid 
costs  back  onto  the  federal  government. 
A  brand  new  pork  barrel  looms. 

Aleak 

in  Medicaid 


By  William  Tucker 


0MB  Director  Richard  Darman  (above)  and  Representative  Henry  Waxman  (below) 
A  "scam"  is  how  Darman  has  described  the  way  some  of  the  states  pad  their 
Medicaid  bills.  But  Waxman  has  made  it  hard  to  curb  the  padding. 
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It  all  started  innocently  enoughj 
In  1982  Florida,  feeling  crushed  b\ 
Medicaid  costs,  decided  to  impos^ 
price  controls  on  hospital  rates. 

The  hospitals  came  up  with  an  al 
ternate  suggestion.  Why  not  impose  3* 
1%  tax  on  the  hospitals'  net  revenues] 
raising  $90  million.^  The  money  coul 
then  be  returned  to  the  hospitals  i 
the  form  of  higher  Medicaid  fees.  I 
the  process  of  wending  its  way  back  toj" 
the  states'  hospitals,  the  $90  millioni 
would  pick  up  an  additional  $1I0| 
million  in  federal  matching  Medicaid 
commitments.  i 

The  idea  spread.  Eighteen  states 
have  now  figured  out  similar  ways  to 
pad  the  Medicaid  bills  they  send  to 
Washington  for  reimbursement.  This 
burden-shifting  will  cost  the  U.S. 
Treasury  at  least  $2.5  billion  this  year, 
and  state  treasurers  are  only  just  be- 
ginning to  figure  out  how  it  works. 
Richard  Darman,  director  of  the  Of- 
fice of  Management  &  Budget,  has 
called  the  practice  a  "scam." 

Here's  the  way  it  works:  Suppose  a 
state  government  is  paying  its  hospi- 
tals $100  each  time  a  Medicaid  pa- 
tient uses  the  hospital's  emergency 
room.  Now  suppose  the  state  gets 
$50  of  that  back  from  the  feds,  leaving 
the  state  $50  in  the  hole.  But  the  state 
can  ask  the  hospital  to  make  a  "volun- 
tary donation"  of  $100  to  the  state. 
Then  the  state  pays  the  hospital 
$200— that's  $1 00  for  the  emergency 
room  services,  plus  a  return  of  the 
$100  "donation." 

Having  paid  $200  for  Medicaid 
services,  the  state  now  sends  a  bill  in 
that  amount  to  Washington,  which 
reimburses  the  state  $100.  Net  result: 
The  hospital  still  nets  $100,  and  the 
state's  contribution  has  been  shift:ed 
completely  to  Washington.  This  is 
entirely  legal.  But  it's  clear  why  Dar- 
man calls  it  a  scam. 

If  hospitals  are  unwilling  to  play 
along  with  the  "voluntary  donation" 
scheme,  the  state  can  pull  the  same 
trick  by  charging  "provider  taxes." 
Here,  the  state  levies  a  uniform  tax  on 
all  hospitals,  doctors,  pharmacists  and 
other  health  care  providers.  The  tax 
revenues  are  again  routed  back  to  the 
providers  of  Medicaid  services  in  the 
form  of  higher  Medicaid  fees.  The 
state  then  bills  Washington  for  those 
higher  fees.  The  net  effect  is  that 
Washington  matches  the  state's  new 
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Our  mission  starts  right  here  in  the  U.S.A.  It's  a 
cruel  irony  that  illiteracy  should  exist  here  where 
freedoms  are  guaranteed  under  a  written 
constitution.  Illiteracy  condemns  people  to  be 
excluded  from  the  rights,  the  joys,  the  responsi- 
bilities and  the  wisdom  encoded  in  that  precious 
document.  Consequently,  overcoming  this  handi- 
cap is  of  national  importance. 

"NO  AMOUNT  OF  CHARTERS,  DIRECT 
PRIMARIES  OR  SHORT  BALLOTS  WILL  MAKE  A 
DEMOCRACY  OUT  OF  AN  ILLITERATE  PEOPLE!' 

-  Walter  Lippmann 

President  Bush  has  said  that  only  with  the 
participation  of  all  Americans  will  we  see 
real  improvement  in  literacy  and  other 
domestic  issues.  Everyone  at  The  Coca-Cola 
Company  salutes  and  supports  the  vision 
expressed  recently  by  the  'Points  of  Light'  in 
teaching  people  to  read.  Share  the  passion,  poetry, 
imagination,  reportage,  spirituality  and 
educational  qualities  the  written  word 
provides  for  the  inquiring  mind  and 
pause  to  consider  how  much  we  all  take 
the  wonder  of  reading  for  granted. 

"A  GREAT  BOOK  SHOULD  LEAVE  YOU 
WITH  MANY  EXPERIENCES,  AND  SLIGHTLY 
EXHAUSTED  AT  THE  END.  YOU  LIVE  SEVERAL 
LIVES  WHILE  READING  IT!' 

-WUliam  Styron 

The  future  is  the  responsibility  of  us  all.  That 
is  why  we  encourage  all  our  employees  to 
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TO 

READ 


make  volunteer  community  service  a  regular 

part  of  their  lives.  We  are  also  committed  to  a 

series  of  educational  programs  nationwide 

which  could  benefit  from  additional  volunteer 

service.  These  initiatives  include  the  Coca-Cola 

'Valued  Youth  Program'  in  San  Antonio,  Texas; 

the  'A -I-  Arts  in  Education  Program'  in  Augusta, 

Georgia,  and  Aiken,  South  Carolina;  the 

Westside  Preparatory  School  in  Chicago;  the 

'Success  By  Six  Program'  in  Minneapolis  and 

Atlanta;  and  the  New  York  City  Public  Library  System. 


Points  OF  Light 

FOUNDATION 

DO  SOMETHING  GOOD. 
FEEL  SOMETHING  REAL. 

The  initiative  started  by  the  'Points  of  Light'  was 

one  of  sharing  the  light  that  is  within  us.  Everyone 

at  The  Coca-Cola  Company  gives  continuing 

support  to  this  and  to  all  involved  in  the 

'Points  of  Light'  activities  across  our 

country.  Please  join  us  in  creating  an 

enduring  light  for  the  future  and  a 

message  for  people  here  at  home 

and  all  around  the  world  about  the  enlightened 

America  we  want  to  be. 
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ITo  learn  v^hat  else  you  can  do  in  your  community,  call  The  Points  of  Light  Foundation  at  1-800-866-9966. 


Medicaid 

tax  revenues  with  federal  revenues. 

Besides  the  18  states  using  the 
"volimtary  donation"  or  "provider 
taxes"  schemes,  or  a  combination  of 
both,  18  additional  states  are  now 
considering  ways  of  expanding  and 
refming  the  system  at  the  expense  of 
the  federal  government. 

"The  growth  of  provider  taxes  and 
donation  programs  is  like  a  virus 
spreading  from  state  to  state,"  warns 
Richard  Kusserow,  inspector  general 
of  the  federal  Department  of  Health 
&  Human  Services.  "It  may  change 
the  very  nature  of  the  whole  federal- 
state  partnership." 

In  a  sense,  it's  not  fair  to  blame  the 
states  for  looking  for  inventive  ways  to 
fiind  their  Medicaid  programs.  Wash- 
ington tells  them  what  services  they 
must  provide,  but  then  sticks  them 
with  the  bill  for  a  big  portion  of  those 
services. 

Representative  Henr\'  Waxman 
(D-Calif ),  the  influential  chairman 
of  the  House  Subcommittee  on 
Health  &  the  Environment,  wants  a 
national  health  care  plan.  He  has  been 
one  of  the  chief  proponents  for  ex- 
panding mandated  Medicaid  bene- 
fits. Waxman  also  helped  push 
through  legislation  last  year  that  pre- 
vents the  Health  Care  Financing  Ad- 
ministration, which  oversees  Medic- 
aid, from  clamping  down  on  the 
states'  "voluntary  donations"  scam. 
The  effect,  of  course,  is  to  increase 
federal  spending  on  health  care. 

What  worries  Administration  offi- 
cials is  that  once  the  states'  Medicaid 
contribution  sinks  below  a  certain 
threshold,  state  officials  could  aban- 
don all  restraint  and  start  using  Med- 
icaid as  a  pork  barrel. 

"A  couple  of  years  ago  two  Ph.D.s 
on  our  staff  wrote  a  paper  called  'The 
Medicaid  Multiplier,'  "  says  Frank 
Adams,  public  information  officer  for 
the  South  Carolina  Health  &  Human 
Services  Finance  Commission.  "They 
showed  that  with  a  3-to-l  federal 
kick,  we  could  use  Medicaid  as  a  tool 
for  job  and  economic  development. 
In  a  rural  state  like  ours,  a  Medicaid 
payroll  for  a  hospital  or  nursing  home 
can  make  a  sizable  contribution  to  the 
local  economy." 

Finding  it  ever  harder  to  levy  new 
taxes  on  the  public,  the  bureaucracy 
finds  ever  new  ways  to  get  its  hands  on 
public  money.  ^M 


Advertising  remains  in  a  slump,  and  WPP  Group,  the 
world's  biggest  ad  agency,  has  had  to  reschedule  its 
heavy  debts.  But  don't  write  Martin  Sorrell  off. 

The  bad  boy  of 
advertising 


By  Marcia  Berss 

"An  odious  litde  s---,"  is  how  retired 
advertising  great  David  Ogilw  snob- 
bishly characterized  Martin  Sorrell  a 
few  years  ago.  Sorrell,  46,  is  the  be- 
spectacled British  chap  whose  WPP 
Group  waged  a  hostile  and  leveraged 
takeover  of  U.S.  advertising  giant  J. 
Walter  Thompson  in  1987.  Two  years 
later  he  bagged  Ogilvy's  old  Ogihy  & 
Mather,  making  wpp  Group  the 
world's  largest  ad  agency. 

Sorrell  has  scarcely  added  to  his 
popularity  since.  He's  been  laying  off^ 
people  to  conserve  cash  to  service  the 
swollen  debt  he  took  on  to  buy  the 
companies.  Wall  Streeters  dislike  him 
for  another  reason:  In  November  he 
told  investors  that  the  advertising 
slump  wouldn't  much  hurt  wpp — and 
then  reported  sharply  lower  than  ex- 
pected 1990  earnings  ($161  million, 
pretax).  WPP  stock  plunged  from  16  to 
5  in  a  matter  of  days. 

Yet  even  Sorrell's  harshest  critics 
concede  that  wpp's  underlying  busi- 
nesses are  making  solid  progress. 
Ogilvy,  for  example,  scored  a  major 
coup  last  fall  when  it  won  back  Philip 
Morris'  big  $80  million  Maxwell 
House  coffee  account  after  losing  it  in 
1989.  Accounts  were  lost,  of  course, 
but  there  were  more  wins  than  losses: 
For  the  first  quarter  of  1991 ,  wpp  had 
the  biggest  net  new- billings  gain  of  all 
the  global  agencies,  according  to  bro- 
ker Goldman,  Sachs. 

An  impressive  showing  that,  in  the 
midst  of  what  may  be  the  worst 
worldwide  advertising  slump  in  a  gen- 
eration. Both  in  the  media  and  in 
advertising  people  are  wondering  if 
the  slump  may  be  something  nlore 
ominous  than  just  another  cyclical 
downturn.  James  Dougherty,  stock 


analyst  for  County  NatWest  (who  i5 
lukewarm  on  the  stock),  observes  thai 
ser\'ice  and  information  companies 
are  replacing  packaged  goods  firms  a: 
the  economy's  big  advertisers.  That'; 
bad  news,  because  service  companie; 
spend  only  about  1%  of  revenues  o: 
advertising,  while  packaged  good 
makers  spend  3%. 

Meanwhile,  new  technologies  lik 
cable  television  and  supermarke 
scanners  (Forbes,  Oct.  15,  1990)  an 
creating  more  fragmented  consume 
markets.  This  challenges  traditiona 
mass  media  like  network  televisio: 
and  national  newsweekly  magazines 


Martin  Sorrell,  WPP  Group  chief  executive 
People  would  love  to  see  him  fail. 
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which  have  long  generated  big  bill- 
ings for  advertising  agencies. 

Sorrel!  understands  that  even  when 
the  current  recession  ends,  the  adver- 
tising game  won't  be  the  same.  Even 
as  he  was  buying  J.  Walter  Thompson 
and  Ogilvy  &  Mather,  he  also  bought 
about  30  small  direct- marketing, 
sales-promotion  and  specialty- mar- 
keting firms,  at  a  total  cost  of  about 
$700  million.  Thus  if  a  big  consumer 
goods  account  like  Maxwell  House 
wants  to  redirect  some  of  its  ad  spend- 
ing from  television  to  a  direct- mail 
coupon  campaign,  it  can  do  so  within 
the  WPP  Group. 

"Wliy  is  our  direct- marketing  busi- 
ness, for  example,  now  relatively 
stronger  compared  to  advertising?" 
Sorrell  asks  rhetorically.  "Because  the 
old  'cost  per  thousand'  measure  is 
increasingly  being  replaced  by  effec- 
tive cost  per  thousand." 

One  reason  perhaps  for  Sorrell's 
unpopularity  on  Madison  Avenue  is 
the  fact  that  he  is  a  financial  man 
rather  than  an  advertising  man — and 
his  thinking  shows  it.  From  1977, 
after  he  earned  his  M.B.A.  from  Har- 
vard, until  1986,  Sorrell  was  chief 
financial  officer  to  British  ad  agency 
Saatchi  &  Saatchi.  He  helped  the 
Saatchi  brothers  build  their  shop  into 


an  international  firm  by  espousing  the 
virtues  of  "global  marketing" — an 
Eighties  buzzword  for  selling  a  prod- 
uct the  same  way  in  every  country. 

Says  Sorrell:  "Maurice  and  Charles 
Saatchi  used  global  marketing  to  dif- 
ferentiate themselves  from  others." 
He  believes  global  marketing  can 
work  for  a  few  brands,  like  Coca-Cola 
and  Marlboro,  but  global  products 
account  for  only  5%  to  10%  of  wpp's 
$2.2  billion  in  revenues. 

That's  why,  Sorrell  says,  he  has 
purchased  so  many  specialty  shops. 
Most  products  require  not  global  ad- 
vertising but  quite  the  opposite:  fo- 
cuseti,  targeted  advertising  and  pro- 
motion. Sorrell  left:  Saatchi  in  1986, 
bought  a  British  maker  of  grocery 
baskets,  and  used  it  to  acquire  several 
small  marketing  outfits.  He  raised 
cheap  equity  in  a  frothy  London  mar- 
ket in  1987,  and  used  the  proceeds 
and  a  wad  of  debt  to  purchase  J. 
Walter  Thompson  for  $550  million. 
Two  years  later  wpp  bought  Ogilvy  & 
Mather  for  $862  million — the  price 
was  20  times  o&m's  earnings — a  tre- 
mendous premium  over  its  pre-take- 
over  market  value. 

If  he  saw  the  big  shift  coming,  why 
did  he  pay  so  much  for  conventional 
advertising  agencies?  Sorrell  rational- 
izes the  high  prices  three  ways: 

The  pound  was  strong  against  the 
dollar,  making  U.S.  properties  rela- 
tive bargains. 

His  stock  was  strong.  When  Sorrell 
bought  Thompson,  wpp  traded  at 
about  35  times  earnings,  versus  a 
multiple  of  around  15  for  most  U.S. 
ad  companies. 

Thanks  to  U.K.  accounting  rules, 
WPP  is  not  required  to  charge  any  of 
the  goodwill  created  by  the  acquisi- 
tion against  earnings;  U.S.  account- 
ing requires  goodwill  to  be  amortized 
in  40  years  or  less. 

Maybe,  but  even  in  Britain  debt 
must  be  serviced,  and  the  Ogilvy  deal 
pushed  WPP  to  the  financial  brink. 
wpp's  balance  sheet  is  listing  under  $  1 
billion  of  long-term  acquisition  debt; 
its  market  value  of  stockholders'  equi- 
ty is  just  $105  million.  Facing  default 
on  bank  covenants,  wpp  restructured 
its  bank  debt  in  April,  postponing 
repayment  on  the  acquisition  loans 
until  1993.  At  the  same  time,  Sorrell 
husbanded  another  $31  million  a  year 
by  suspending  dividends  on  wpp's 
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EVEN  IN  1892  SLOW  ROASTED  COFFEE 
WAS  QUICK  TO  PLEASE. 
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Maxwell  House  ad 

A  big  win  after  a  big  loss. 


preferred  stock. 

WPP  should  earn  around  $85  mil- 
lion, pretax,  this  year — not  a  lot,  but 
cash  flow  will  be  enough  to  cover 
Sorrell's  capital  spending  and  cash 
interest  costs.  He  says  he  won't  sell 
assets  to  repay  debt,  but  vows  he  will 
continue  to  cut  costs  relentlessly.  He 
growls:  "We  annually  invest  some 
$1.5  billion  in  our  people.  It's  not 
beyond  the  wit  of  man  to  improve  the 
productivity  on  that  investment  by  5% 
to  10%,  improving  the  return  by  $75 
million  to  $150  million." 

How  does  that  play  on  Wall  Street? 
So  far,  not  very  well,  wpp's  over-the- 
counter  American  Depositary  Re- 
ceipts are  now  at  $5,  or  5  times 
estimated  1991  afi;ertax  earnings. 
Meanwhile,  U.S.  ad  giants  Omnicom 
and  Interpublic  trade  at  about  15 
times  estimated  earnings.  These  dis- 
crepancies and  the  surging  dollar  have 
encouraged  U.S.  agencies  recently  to 
buy  U.K.  agencies.  Sorrell  has  an 
interesting  explanation  for  the  shift. 
"We've  seen  a  reversal  of  the  valua- 
tion between  British  stocks  and  U.S. 
stocks,"  he  argues.  "The  pendulum 
has  now  swung  the  other  way." 

That's  the  kind  of  hardheaded,  un- 
sentimental thinking  that  has  taken 
this  man  so  far  so  fast.  It's  not  calcu- 
lated to  endear  him  to  the  general 
public,  but  it  certainly  equips  him 
well  not  only  to  negotiate  the  vicissi- 
tudes of  all  that  debt  but  to  adapt  to  a 
fast-changing  advertising  business 
as  well.  HI 
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BMW3-SERIES. 

In  today's  volatile  economy, 
even  people  of  means  are  asking 
a  question  that  should  alarm  the 
world's  automobile  makers: 

"Just  what  makes  this  car 
worth  the  money?" 

The  new  BMW  325i  sedan, 
however,  welcomes  such  scrutiny 
Because  not  only  does  it  embody 


the  traditional  BMW  passion  for 
driving,  it  offers  a  whole  set  of 
more  practical -minded  virtues- 
most  notably  safety  durability 
and  ease  of  maintenance. 

It  represents  eight  years  of 
intensive  thought  from  every 
automotive  discipline.  An  effort 
unlike  any  in  BMW's  history 

THENEXTBESTTHINGTQA 
CAR  THAT  MAINTAINS  ITSELF 

At  the  heart  of  the  325i  is  a 
new  189-hp,24-valve  engine  so 
advanced  that  it  requires  little 
regular  maintenance  beyond  the 
changing  of  oil,  filters  and  plugs. 

Its  sophisticated  electronics 


incorporate a"black box" syste  ifei 
that  can  play  back  past  engin  lact, 
events  for  the  BMW  technicic 
revealing  problems  that  migh 
otherwise  be  difficult  to  detec 
Or  even  describe. 

THE325ilMPACT-ACTIVAT*' 


SAFETY  SYSTEM. 

BMW  has  always  held  th 
the  greatest  safety  feature  is  < 
car  that  enhances  the  driver's 
ability  to  avoid  accidents  in  th 
first  place.Thus,  BMW's  histori 
excellence  in  the  areas  of  sus- 
pension, steering  and  advance 
antilock  brake  technology. 

But,  in  the  event  that  you 
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only  alive  in  the  new  325i  sedan, 
but  substantially  enhanced. 

The  rear  suspension  is  so 
unlike  other  cars  in  its  class,  it's 
patented.  Resulting  in  improved 
stability  in  hard  cornering,  and  a 
better  grip  of  the  road  overall. 

When  it  comes  to  comfort, 
the  325i  is  now  longer,  taller  and 
wider  than  before.  It  has  firmly 
supported  seats.  Left  and  right 
temperature  controls,  to  allow 
for  individual  preferences.  Even 
a  microfiltration  system  that 
removes  dust,  pollen  and  most 
odors  from  the  interior  air 

Of  course,  the  325i  is  also 
equipped  with  BMW's  four-year/ 


are  unable  to  avoid  a  frontal  im- 
pact, the  325 i  is  also  designed 
to  launch  an  entire  sequence  of 
events  to  help  minimize  injuries. 
Hydraulic  bumpers  absorb 
a  part  of  the  impact  energy  A 
system  of  "crush  tubes"absorbs 
yet  more.  The  seat  belts  tighten 
their  grip.  Three  sensors  trigger 
thedriver's-sideairbag.  Interior 
lights  are  automatically  turned 
on  and  the  doors  are  unlocked, 
to  assist  in  escape  or  rescue. 

A  SAFE  CAR  NEEDN'T  BE 
A  BORING  ONE. 

The  unique  driving  charac- 
ter of  the  original  3-Series  is  not 

*  See  your  BMW  dealer  for  details  on  ttiis  limited  warranty  *  *  Services  provided  by  Cross  Country  Motor  Club.  Inc .  Boston,  MA  02155,  except  in  CA  where  sen/ices  are  provided  by  Cross  Country  Motor  Club  at  Calif,  Inc .  Boston,  MA 


50,000-mile  bumper-to-bumper 
warranty* for  protection  against 
unexpected  expenses,  as  well  as 
a  Roadside  Assistance  program 
you  can  call  upon  any  day  of  the 
year,  on  any  road  in  the  U.S.A!* 

If  you  would  like  to  receive 
literature  on  the  new  3-Series, 
or  be  connected  directly  to  your 
nearest  BMW  dealer,  you  need 
only  call  800-334-4BMW. 

We  also  invite  you  to  stop 
in  for  a  test  drive,  so  you  can  find 
out  what  makes  the  325i  sedan 
worth  the  money  from 
the  best  vantage  point 
of  all:  the  driver's  seat. 
THE  ULTIMATE  DRIVING  MACHINE: 


The  tornado  that  swept  through  the  banking  and  thrift  industries 
left  a  few  little  outfits  unscathed.  Below,  three  experts 
discuss  how  they  find  the  good  ones. 
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^^What  am  I  doing  wrong: 
I'm  still  making  money'' 


By  William  Tucker 


"Somebody  once  told  me,  'Beware  of 
banks  that  spell  their  name  banc 
instead  of  bank,'  "  says  Jean -Marie 
Eveillard,  a  French-born  money  man- 
ager who  works  in  New  York  City  but 
prefers  to  look  to  the  hinterlands  for 
the  banks  his  successful  SoGen  Inter- 
national Fund  (FoRBFS,  June  11, 
1990)  invests  in. 

Eveillard  is  speaking  only  partly  in 
jest.  His  point  is  that  investors  are 
often  better  off  with  a  dowdy  little 
institution  that  has  been  doing  the 
same  kind  of  low-risk  home  mortgage 
and  small-business  lending  for  half  a 
century  than  with  some  fast- track 
holding  company  that  spells  its  name 
"Bancorp"  and  is  sitting  on  a  pile  of 
bad  construction  loans.  One  of  the 
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stocks  in  Eveillard's  fijnd 
is  First  Federal  Savings  of 
Lenawee,  a  $228  million 
(assets)  thrift  that  has 
been  lending  money  in 
Lenawee  County,  Mich, 
since  1889.  As  of  Mar.  31, 
its  problem  assets — one 
$2,228  foreclosure  on  a 
home  residential  mort- 
gage— came  to  only 
0.001%  ofthe  total,  a  fig- 
ure that  compares  with 
Citicorp's  6.1%.  First  Fed- 
eral earned  $1.56  a  share 
last  year  and  posted  a 
book  value  of  $22.40  a 
share.  Recent  price: 
$14.75. 

"I  can  listen  to  all  the 
investment  bankers  in  the 
world  telling  me  you  can't 
make  money  in  savings 
and  loans,"  says  William 
Glencorse,  First  Federal's 
chief  executive.  "But  every  month  I 
look  at  my  statement  and  say,  'What 
am  1  doing  wrong?  I'm  still  making 
money.'  " 

Eveillard  continues:  "First  Federal 
of  Lenawee  is  a  bank  that  sticks  to  its 
knitting.  It  does  one  thing — finance 
single-family  homes — but  it  does  it 
right.  In  a  sense,  it's  a  throwback  to 
the  old  days  when  good  banking 
meant  knowing  your  customers. 

"There  is  a  minority  of  banks, 
mostly  outsicde  the  big  money  centers, 
that  have  been  completely  out  of  tune 
with  the  times.  They  have  behaved 
exactly  the  way  small  banks  did  50 
years  ago.  Their  nonperforming  loans 
are  less  than  1%  [of  assets],  and  their 
loan  portfolios  have  grown  only  mod- 


estly over  the  years." 

Bending  his  rule  on  the  spelling  of 
acceptable  bank  names,  Eveillard  has 
bought  into  Charter  fsb  Bancorp. 
This  is  a  thrift  headquartered  in  Ran- 
dolph, N.J.  that  has  avoided  commer- 
cial real  estate  loans  and  joint  ventures 
and  stuck  to  financing  one-to-four- 
family  homes.  Return  on  average  as- 
sets last  year  was  1.1%. 

"We  were  actually  criticized  during 
the  middle  1980s  because  of  our  low 
return  and  our  very  conservative  pos- 
ture," says  Richard  McAloon,  chief 
financial  officer.  "We  don't  hear 
those  criticisms  anymore."  In  the  first 
quarter  of  this  year  Charter  has  added 
$15  million  to  its  Dec.  31  deposit 
total  of  $266  million.  A  lot  of  the 
money  came  in  from  customers  of 
other  thrifts  that  were  failing. 

Another  follower  of  bank  stocks 
who  stays  off  the  beaten  path  is  Steven 
R.  SchroU,  an  analyst  at  Piper,  Jaffray 
&  Hopwood  in  Minneapolis.  Schroll 
concentrates  on  smallish  midwestern 
institutions.  "One  thing  we  haven't 
had  here,"  he  says,  "is  hypergrowth." 

Schroll  has  lately  been  recom- 
mending Commerce  Bancshares  Inc., 
a  Kansas  City,  Mo.  holding  company 
with  $6.7  billion  in  assets.  That's  only 
enough  to  rank  it  80th  in  the  U.S.  in 
size.  The  bank  claims  its  earnings  last 
year  of  $60  million  put  it  35th,  based 
on  return  on  assets,  among  the  100 
biggest  U.S.  banks.  Says  Schroll: 
"Commerce  is  typical  of  banks  that 
have  kept  a  conservative  balance  sheet 
yet  have  seen  their  stocks  blown  away 
by  the  problems  of  bigger  banks.  At 
8.5  times  earnings,  it's  still  a  real 
bargain." 

Another  Schroll  pick  is  Mercur\' 
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Weathering  the  storm 

Company/city 


Recent     EPS        P/E       Book      Price/    Assets    Return    Return       %        Yield      Nonperforming     Loss  reserves  to 
price      1990      1990     value      book     {$mil)       on  on       equity/  assets  to  nonperforming 

per  share  assets    equity     assets  total  assets  assets 


Community  Bancorp/Rhinebeck,  NY 

16 

$1.69 

9.5 

$13.00 

1.2 

$215 

1.0% 

14.0% 

7% 

3.0% 

0.5% 

161% 

First  Fed  Savings  of  Lenawee/Adrian,  Ml 

14% 

1.56 

9.5 

22.40 

0,7 

228 

1.2 

7.3 

16 

6.0 

0.0 

NM 

First  of  Long  Island/Glen  Head,  NY 

21 '72 

3.08 

7.0 

19.27 

1.1 

327 

1.5 

16.9 

9 

2.5 

0.7 

1030 

Juniata  Valley  Financial/Mifflintown,  PA 

32 

3.89 

8.2 

28.71 

1.1 

164 

1.3 

14.2 

9 

3.2 

0.3 

600 

National  Bankshares/Blacksburg,  VA 

33 

4.97 

6.4 

31.37 

1.0 

179 

1.2 

16.8 

7 

4.5 

0.8 

114 

Portsmouth  Bank  Shares/Portsmouth,  NH 

9% 

1.07 

9.0 

15.87 

0.6 

269 

1.6 

7.1 

21 

5.0 

0.6 

55 

Trustco/Schenectady,  NY 

32 

3.19 

10.0 

18.25 

1.7 

935 

1.2 

18.5 

6 

4.6 

0.2 

716 

Workingmens  Cap  Hldgs/Bloomington,  IN 

13 

1.73 

7.5 

21.93 

0.6 

154 

1.0 

8.8 

12 

3.1 

0.2 

23 

NM:  Not  meaningful.  Sources:  Jean-Mane  Eveiliard,  SoGen  International;  Charles  Allmon,  Growth  Stock  Outlook;  Don  Kauth,  First  Albany  Corp. 

These  banks  are  a  lot  more  solid  than  the  biggest  banks  in  the  country:  They  have  few  bad  loans,  or  large  loan  loss  reserves,  or  both. 


Finance  Co.,  a  Northbrook,  111. -based 
finance  company  that  makes  small, 
short-term  loans  to  middle -income 
consumers,  mainly  for  the  purchase  of 
used  cars.  Mercury  has  opened  offices 
near  military  bases,  and  takes  advan- 
tage of  a  service  that  allows  monthly 
installments  to  be  deducted  from  the 
paychecks  of  government  employees. 
"We  don't  advertise,"  says  John  Brin- 
cat,  the  chief  executive.  "We  depend 
entirely  on  word-of- mouth.  On  an 


Army  base,  that  can  be  very  effective." 
A  third  connoisseur  of  overlooked 
bank  stocks  is  Charles  Allmon,  whose 
Chevy  Chase,  Md. -based  Growth 
Stock  Outlook  Inc.  publishes  a  semi- 
annual listing  of  banks  with  conserva- 
tive balance  sheets.  His  criteria  are 
tough:  Among  other  things,  a  bank 
must  have  a  return  on  equity  of  more 
than  1 2%,  a  price/earnings  ratio  of  1 2 
or  less,  and  nonperforming  loans  less 
than  2%  of  assets.  Surprisingly,  given 


all  the  bad  banking  news  in  the  media, 
Allmon's  latest  listing  includes  121 
issues,  including  First  of  Long  Island 
Corp.,  with  only  0.7%  of  its  assets 
nonperforming;  and  Juniata  Valley 
Financial  Corp.,  of  Mifflintown,  Pa., 
with  only  0.3%  nonperformers. 

Nationally,  the  bank  and  thrift  in- 
dustries arc  still  in  trouble,  with  too 
much  capital  chasing  too  little  busi- 
ness. But  that  generalization  obscures 
a  lot  of  small  success  stories.  IH 


here  is  much  to  be  said  for  a  refined  yet  casual  sense  of  style.  But,  with  the  completion  of  The  Peninsula  Beverly  Hills, 
those  who  truly  appreciate  luxury  of  this  dimension  will  never  have  to  speak  of  it.  SHARE  THE  EXPERIENCE. 
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THE     PENINSULA 

BEVERLY      HILLS 


An  oasis  of  intimacy  at  Wilshire  and  Santa  Monica  Boulevards  from  August  1991. 

The  Peninsula  Beverly^Hills,  9882  Santa  Monica  Boulevard,  Beverly  Hills,  California  90212. 

Telephone  No.:  (213)  273  4888  Fax:  (213)  858  6663  Toll  Free:  (800)  462  7899  (USA  &  Canada). 

\^^^  Preferred  Hotels  &  Resorts  Worldwide  Toll  Free:  (800)323  7500 

^  Steigenberger  Reservation  Service  Toll  Free:  (800)  223  5652,  or  contact  your  travel  professional. 
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Gordon  R.  Cunningham 
President,  London 
Insurance  Group  and 
London  Life  Insurance 
Company 


AS     FROM     DIGITA 
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"What's  made  London  Life 
number  one  individual  life 
ice  company  in  Canada- 
^d  what  wiU  keep  us  there — is 
iple:  cus- 


ler  service. 


It  as  our 


NAS  IMPROVES 

CUSTOMER  SERVICE 

AND  SALES. 


"We  enhanced  our  IBM^ 
mainframe  by  investing  in 
Digital's  MicroVAXes"  in  the 
field.  Digital's  NAS  (Network 
Application 


Support) 


allows  us  to 


stomer  base  grew  our  computer  integrate  the  different  database 

^stems  were  strained;  our  agents  applications  running  on  the 

ouldn'  t  get  the  customer  inf or-  Micro  VAX  servers  and  our  IBM 

lation  they  needed  when  they  system.  It's  economical  and  gives 
j 

iieeded  it .  Digital  had  the  answer  our  agents  across  Canada  easy- 


to-access,  up-to-date  informa- 
tion on  products  and  customer 
lifestyle  changes.  The  result 
has  been  increased  sales  and 
customer  satisfaction. 

"Digital  worked  the  way  we 
wanted  to  work.  Together,  we 
built  a  distributed  database  sys- 
tem that  keeps  us  in  a  leadership 
position.  And  that's  a  big  bene- 
fit in  the  insurance  business." 

ElBIDDIID 


E    OPEN    ADVANTAGE. 

sital  Equipment  Corporation  1991.  The  DIGITAL  logo  and  MicroVAX  servers  are  trademarks  of  the  Digital  Equipment  Corporation.  IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation. 


THE  LARGER  CONTEXT 


As  1992  grows  closer,  European  unity  looks  less  and 
less  a  competitive  threat  to  the  U.S. 

Europe's  coming 
decline 


BY  MICHAEL  NOVAK 


Michael  Novak  holds  the 
George  Frederick  Jewett  chair  in  religion  and 
public  policy  at  the  American  Enterprise 
Institute  in  Washington,  D,C.  His  book  The  Spirit 
of  Democratic  Capitalism  has  been  widely 
translated  around  the  world. 


When  some  years  ago  I  first  set  foot 
in  Moscow,  I  felt  my  fears  of  Soviet 
power  sliding  away.  Compared  even 
with  Third  World  capitals,  Moscow 
seemed  a  dreary,  backward  place.  In  a 
different  but  telling  way,  impressions 
from  a  recent  trip  to  Europe  dissolved 
whatever  fears  I  had  of  Europe  1992. 

For  something  fianny  has  happened 
to  Europe  on  the  way  to  1992.  True 
enough.  Chancellor  Kohl  is  still  de- 
claring, "The  1990s  will  be  the  de- 
cade of  Europe,  not  Japan.  This  is 
Europe's  hour."  But  some  of  the  fizz 
has  gone  out  of  the  bottle;  and  the 
fiature  doesn't  look  so  good. 

Partly,  the  Gulf  war  is  responsible. 
It  revealed  disunity  in  foreign  policy 
among  the  members  of  the  European 
Community.  It  demonstrated  that 
"the  Community"  is  anything  but  a 
community.  Europeans  talk  a  lot 
about  solidarity  but  don't  actually 
show  much.  A  continent  that  doesn't 
know  when  it  faces  a  security  threat 
to  one  of  its  most  vital  resources — as 
with  Saddam  Hussein's  invasion  of 
Kuwait — is  not  entitled  to  unlimited 
optimism. 

My  impressions  during  a  recent 


two-week  swing  through  France,  Ita- 
ly, Switzerland  and  Liechtenstein  are 
that  some  pretty  shrewd  people  there 
are  worrying  quietly  about  European 
decline,  rather  than  renaissance,  after 
1992.  Socialism  may  have  been  van- 
quished in  Eastern  Europe,  but  the 
magnetic  fields  that  pulled  good 
minds  into  the  illusions  of  socialism — 
"equality,"  "security"  and  "soli- 
darity"— still  hum  and  buzz  in  West- 
ern Europe. 

Indeed,  influential  elites  in  Western 
Europe  seem  quite  allergic  to  compe- 
tition, individual  initiative,  risk  and 
consumers'  choice.  They  think  deci- 
sions reached  merely  by  markets  are 
vulgar;  they  prefer  decisions  that  are 
"guided" — by  elites,  of  course. 

Naturally,  much  of  the  momentum 
for  European  unity  springs  from  this 
political  class — the  very  class  that  will 
run  the  new  bureaucracies  of  the 
Community.  Whole  new  career  lines, 
not  won  through  elections,  are 
springing  up  like  rows  of  wheat.  For 
example,  one  alluring  feature  of  the 
union  consists  of  the  savings  to  be 
gained  from  common  standards  for 
products,  services  and  economic  prac- 
tices. But  this  entails  planning,  deci- 
sions, new  regulatory  fiinctions — i.e., 
glory  days  for  bureaucrats. 

Some  industrialists  who  were  sali- 
vating several  years  ago  at  the  pros- 
pect of  cheaper  costs  and  larger  mar- 
kets through  the  removal  of  customs 
barriers  and  tariffs  are  drawing  back 
because  of  two  major  worries.  One  is 
that  a  united  Europe  may  mean  im- 
mense new  power  for  a  centralized 
European  superstate.  Jacques  Delors 
of  France  has  predicted  that  in  ten 
years  80%  of  the  fiscal  and  social  legis- 
lation in  Europe  will  be  made  in 
Brussels. 

The  second  worry  is  that  shifts  in 
standards,  markets  and   (above  all) 


competitive  pressures  will  kill  hitherto 
protected  national  firms. 

Already,  heavily  subsidized  Euro- 
pean firms  are  wilting  in  the  heat  of 
competition  in  computers,  semicon- 
ductors and  automobiles,  among  oth- 
er products.  Thus,  some  European 
industrialists  are  being  whipsawed  by 
contrary  fears:  first,  that  European 
union  will  mean  excessive  stifling  of 
the  free  market  by  bureaucrats  in 
Brussels;  second,  that  it  won't,  i.e., 
that  the  free  market  really  will  be  free, 
and  they  will  not  be  able  to  compete. 

Proportionally,  of  all  the  workers  in 
the  entire  world,  European  labor  may 
be  the  most  protected,  highly  paid 
and  Christmas-treed  with  goodies. 
Japanese  workers  produce  a  car  in  half 
the  time  it  takes  European  workers; 
and  are  able  to  change  a  product  line 
much  faster.  European  farmers  are 
even  more  highly  subsidized,  cod- 
dled, protected.  There  are  fewer  and 
fewer  of  them,  but  they  still  produce 
mountains  of  unneeded  food. 

Both  workers  and  farmers,  for  un- 
derstandable reasons,  given  Europe's 
unstable  20th-century  history,  want 
security,  equality,  protection,  not 
competition  and  risk. 

Feeding  these  desires  are  the  Social 
Democrats,  who  are  passionate  about 
political  liberty  but  not  about  eco- 
nomic liberty.  And  even  the  Christian 
Democrats  (supposedly  entrepre- 
neurial) court  economic  liberty  timid- 
ly. The  ideologies  of  Europe  suddenly 
seem  out  of  date. 

Thus,  as  an  inventor  of  new  tech- 
nologies, a  cheaper  producer,  a  swift- 
er competitor,  Europe  is  no  dire 
threat.  Despite  various  forms  of  Euro- 
pean excellence,  the  sclerosis  inflicted 
by  the  passion  for  security  stiffens  the 
joints  of  invention. 

In  products  of  exquisite  taste  and 
styling,  European  producers  will 
probably  always  offer  special  pleasures 
to  those  who  love  the  best.  The  world 
honors  Europeans  for  living  well, 
more  than  for  working  well. 

In  sum,  perennial  European  fears 
about  the  "vulgarity"  of  markets  and 
the  old  European  statism  suggest  an 
unequal  battle  today  between  lovers 
of  liberty  and  lovers  of  leviathan.  Eu- 
rope 1992  is  shaping  up  as  an  unequal 
race  between  the  statists  and  the  free 
marketeers,  with  the  former  at  this 
stage  edging  slowly  ahead.  ■§ 
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Only  one  of  these  proposals  has  a  future. 


0 


CANON  INTRODUCES  A  NEW  WAY  TO 
STAY  AHEAD  OF  THE  COMPETITION. 

The  Canon  Color  Laser  Copier™  300,  the  latest 
innovation  from  the  leader  in  color  copying.  Right  in 
your  office,  the  Color  Laser  Copier  300  produces  the 
world's  best  color  copies  and  overhead  transparencies. 
It  can  even  reduce  or  enlarge  them.  And  with 
optional  equipment,  it  can  copy  from 


slides,  or  print  what  you  create  on  your  computer. 
So  you  not  only  have  the  most  effective  way  to 
create  presentations  that  really  sell  your  ideas.  You 
have  a  formidable  competitive  tool  working  for  you 
The  Canon  Color  Laser  Copier  300.  If  your 
competition  has  one,  maybe  your  future  can't  afford 
to  be  without  one.  To  find  out  how  simple 
CAtlOU         itis,CALLl-800-OK-CANON.   -^ 
COLOR  LASER  COPIER  300 


Cofne  see  Ihe  Canon 
Gfealer  Harttofd  Oper 
July  25-28,  Of  watch 
It  on  CBS  Television. 


You  think  the  auto  business  is  tough  in  the  U.S.? 
Well,  take  a  look  at  Europe.  Instead  of  the  big  three, 
they  have  the  big  six,  plus  some  strong  niche  players. 
And  here  come  the  Japanese. 

Wm  the  (new) 
Maginot  Line 
hold? 


By  Jerry  Flint 

Walter  Hayes,  retired  vice  chairman 
of  Ford  of  Europe,  ponders  the  ftiturc 
of  his  company  and  his  industry.  "We 
are  engaging  in  the  Third  World 
War,"  he  says.  "This  one  won't  be 
won  by  Schwarzkopf  or  some  fellow 
who  looks  good  on  TV.  It's  going  to 
be  won  by  a  little  bugger  who  can 
think." 

What  he  will  need  to  think  about  is 
how  to  prevent  the  Japanese  auto 
industry  from  repeating  in  Europe 
what  it  has  accomplished  in  the  U.S., 
where  it  now  owns  30%  of  the  market 
in  what  was  once  a  quintessentially 
American  product. 

Hayes  is  being  a  bit  dramatic,  but 
it's  a  question  of  survival  for  a  good 
number  of  companies  and  literally 
hundreds  of  thousands  of  jobs.  Eu- 

Europe  is  where  the  action  is.  The 
Japanese,  held  back  by  quotas,  are 
building  plants  to  cash  in  on  1993's  open 
borders.  The  Western  European 
carmakers  demand  protection  but  also 
have  enormous  growth  potential  in 
Central  Europe,  which  would  need 
another  25  million  cars  to  catch 
up  with  the  West.  The  U.S.  entries, 
Ford  and  GM,  reverse  roles:  GM, 
strong  in  suddenly  booming  Germany, 
sets  profit  records.  Ford,  strongest  in 
Britain,  is  crippled  by  the  recession  and 
low  productivity.  To  outmaneuver  the 
Japanese,  GM  pushes  east,  while 
Ford  pushes  south. 


rope's  is  a  huge  auto  market,  13  mil- 
lion car  sales  even  in  this  recession 
year,  against  fewer  than  9  million  in 
the  U.S.  Add  on  enormous  potential 
growth  from  Southern  and  Central 
Europe,  from  Portugal  to  Hungary. 

No  surprise  that  the  Japanese  com- 
panies want  a  piece  of  this.  What 
frightens  many  is  that  the  Japanese 
seem  to  be  following,  perhaps  a  de- 
cade later,  the  same  pattern  they  used 
in  their  successfiil  invasion  of  the  U.S. 

First  comes  biting  off  the  periph- 
ery. In  Europe's  case  the  periphery  is 
export  markets — Africa  and  the  Mid- 
dle East,  North  America.  In  the  non- 
car-producing  nations  of  Europe, 
such  as  Finland,  Ireland,  Norway  and 
Switzerland,  where  they  face  fewer 
political  obstacles,  the  Japanese  have 


already  captured  25%  to  45%  of  th( 
market.  Then  come  the  new  trans- 
plant factories  in  the  heartland  with: 
their  advantages:  tax  subsidies  and 
hungry  young  workers  without  the 
traditional  union  baggage,  adding  up 
to  higher  productivity,  higher  quality, 
quicker  reaction  to  market  changes. 

First  come  the  cheap,  small  cars  to 
build  market  share.  Then  come  the 
stylish  sedans,  then  the  expensive  lux- 
ury sedans,  which  are  still  relatively 
rare  in  Europe.  "They  may  be  holding 
back  until  these  trade  discussions 
end,"  guesses  John  Hardiman,  chair- 
man of  German  Ford.  No  doubt  the 
Japanese  want  to  avoid  having  Mer- 
cedes and  BMW  join  the  anti- Japanese 
alliance. 

Why  have  the  Japanese  moved  so 
much  slower  in  Europe  than  in  the 
U.S..''  Quotas  in  key  producing 
states — Italy,  where  the  Japanese 
quota  is  close  to  zero,  Spain  and 
France,  where  it's  3%,  and  then  Brit- 
ain, where  it's  a  gentleman's  agree- 
ment 1 1%.  Europe  is  already  a  donny- 
brook  so  far  as  cars  are  concerned.  In 
place  of  our  big  three,  Europe  has  the 
big  six:  VW,  with  16.6%  of  Western 
Europe;  Fiat,  with  1 3.3%;  GM,  closing 
in  near  13%;  Ford  and  Peugeot, 
around  12%  each  this  year;  and  Re- 
nault, with  10%.  Then  there  are  the 
big  niche  players:  Mercedes,  BMW, 
Porsche,  Rover  and  Volvo,  plils  some 
small  but  renowned  nameplates  like 
Rolls-Royce  and  Saab. 

The  donnybrook  is  going  to  get  a 
lot    rougher — that's    why    Hayes 
talks  about  "war"  when  the  quotas 
expire  in  1993.  The  Japanese 
are  building  plants:  Nissan  in 


Role  reversal-GM  and  Ford 

■  ■   European  unit  sales  (n^lllions) 


European  net  profits  ($millions)  ■  ■ 
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Britain  is  rolling  cars  at  a  100,000  a- 
year  rate  now,  losing  money  but  plan- 
ning to  double  production  quickly. 
Toyota  and  Honda  are  building  in 
Britain,  and  Mitsubishi  has  an  assem- 
bly deal  in  the  Netherlands. 

If  history  repeats  itself,  a  second  tier 
of  plants  will  start  coming  by  1995, 
adding  up  to  2  million  units  of  new 
capacity,  says  Lindsey  Halstead,  chair- 
man of  Ford  of  Europe.  Trojan 
horses,  he  calls  these  factories.  His  use 
of  the  term  is  Rill  of  meaning.  He 
explains  that,  since  there  isn't  much 
overall  growth  in  the  market,  every  bit 
of  capacit}'  the  Japanese  add  may 
make  obsolete  a  unit  of  existing  ca- 


pacity. That  idle  capacity  pushes  up 
unit  costs  among  the  established 
manufacturers  at  the  ver\'  time  the 
Japanese  are  reducing  their  costs  with 
brand-new  plants,  new  workers  and 
additional  economics  of  scale.  If  the 
Japanese  control  the  .^sian  markets 
and  win  a  third  of  North  America  and 
Europe,  they  will  win  the  battle  of 
scale  and  bring  down  their  unit  costs 
to  the  point  where  the  war  will  be 
over.  So  say  the  worriers. 

Jacques  Calvet,  who  heads  French 
Peugeot,  is  one  of  the  loudest  worri- 
ers. He  strikes  a  chauvinistic  line, 
coming  close  to  racism,  when  he  says 
that  the  Japanese  compete  by  sacrific- 
ing their  standard  of  living  for  the  sake 
of  economic  conquest.  Talk  to  almost 


any  FAiropean  automan  and  you  will 
hear  much  the  same  complaint,  but  in 
private. 

The  European  automakers  still 
have  a  few  advantages  Detroit  has 
lacked,  most  important  a  willingess  to 
use  thumb-in-eye  tactics.  Example: 
Generally  the  Japanese  cannot  sell 
their  cars  in  dual  dealerships  in  the 
European  Community  as  they  can  in 
the  U.S.,  which  means  no  cheap,  fast 
way  to  build  distribution  networks. 

There  are  other  advantages.  "First, 
we  already  make  small  cars,  and  we're 
aware  of  their  strength.  And  here  the 
government  will  help  us,  not  them," 
says  Hardiman  of  German  Ford.  De- 
spite the  open  borders  of  1993,  the 
European  Community  will  likely  put 
limits    on    Japanese    market    share, 


Europe's  cars 


h 


Lindsey  Halstead,  Ford  of  Europe's  chairman 

He  promises  a  course  correction:  more  spending  on  the  cars 

and  more  Europeans  in  top  jobs. 


probably  around  15%  to  17%  by  the 
end  of  the  decade.  The  big  closed 
markets  like  Italy  and  France  will  open 
only  slowly. 

All  European  carmakers  also  have 
their  own  defense  strategies: 

Volkswagen  expands  partsmaking 
in  China  and  Mexico  and  carmaking 
in  Spain  and  Czechoslovakia. 

GM  spreads  its  parts- buying  out  of 
Germany,  goes  to  three-shift  assem- 
bly and  plans  to  make  its  new  plant  in 
eastern  Germany  a  model  of  Japanese 
methods  learned  at  the  GM-Suzuki 
joint  venture  plant  in  Canada. 

Renault  and  Volvo  agree  to  work 
together.  Fiat  counts  on  automating 
its  factories  to  match  Japan's  produc- 
tivity and  quality. 

But  no  one  is  more  threatened  than 
Ford,  because  Ford  is  probably  run- 
ning red  in  Europe.  The  late  Henry 
Ford  II  foresaw  a  united  Europe  back 
in  1967  and  pushed  his  many  national 
companies  into  one  Ford  of  F.urope 
to  prepare  for  that  day.  In  recent  years 
a  third  of  the  company's  profit  came 
from  Europe,  but  something's  gone 
wrong.  Most  of  the  $1  -billion-plus  in 
annual  profit  and  $2  billion  in  operat- 


ing profit  from  Europe  disappeared 
last  year,  which  may  be  one  of  the 
reasons  Ford  stock  has  lost  nearly  $6 
billion  in  market  value  over  the  past 
12  months. 
What  went  wrong!" 

■  Management:  The  chief  executive 
slot  at  Ford  of  Europe  has  been  a 
revolving  door  this  past  decade  for 
folks  sent  out  from  Detroit.  Says  Karl 
Ludvigsen  of  London,  who  publishes 
Enromotor  Reports:  "You  can't  run  a 
European  car  company  today  with 
itinerant  Americans  who  are  learning 
on  the  job." 

Lindsey  Halstead,  the  chairman  of 
Ford  of  Europe  and  an  American, 
doesn't  disagree.  "We're  going  to 
have  more  Europeans  in  key  jobs  than 
we  have  today,"  he  says. 

■  The  market:  The  British  market  col- 
lapse hit  Ford  harder  than  most.  The 
U.K.  is  Ford  Europe's  biggest  mar- 
ket, where  it  leads  with  25%  of  the 
sales  and  earns  most  of  its  European 
profit.  Bad  times  chopped  industry 
car  sales  25%  this  year  and  31%  over 
two  years.  But  Ford  has  also  lost  U.K. 
market  share,  down  from  30%  a  de- 
cade ago,  meaning  some  of  the  prob- 


lem is  its  own. 

■  Product:  "You  can't  win  with  10- 
year-old  cars  and  12-year-old  en- 
gines," says  Maryann  Keller,  the  New 
York  auto  analyst  at  Furman  Selz  Inc. 
The  British  team  admits  it.  Forgetting 
the  lesson  of  the  stylish  Taurus  in  the 
U.S.  and  the  Sierra  in  Europe,  Ford 
management  turned  conservative  and 
decided  to  change  as  little  as  possible 
in  its  new  product. 

Worse  was  becoming  penny-wise 
and  pound-foolish,  putting  off  prod- 
uct speiuiing,  especially  on  engines. 
Result:  Wlien  the  new  European  Es- 
cort, Ford's  bestselling  Eurocar,  was 
introduced  last  year,  it  received  terri- 
ble press  reviews,  important  in  Eu- 
rope, in  part  because  big- horsepower 
engines  were  not  available.  Even 
Ford's  U.S.  headquarters  admits  this 
was  a  serious  error. 

■  Productivity  and  quality:  The  British 
plants  don't  match  the  Continental 
plants,  let  alone  the  Japanese  plants. 
An  Escort  from  Ford's  Halewood 
plant,  near  Liverpool,  costs  $350  to 
$400  more  to  make  than  the  German 
model.  The  quality'  isn't  good  enough 
to  export,  so  although  Escorts  are 
scarce  in  Germany,  they  aren't  export- 
ed from  Halewood,  which  also  went 
on  strike  just  as  the  Escort  was  being 
launched,  costing  hundreds  of  mil- 
lions of  dollars. 

■  Jaguar:  Ford's  $2.5  billion  catch  is 
losing  money.  Sales  collapsed  with 
the  British  and  U.S.  recessions,  and 
with  the  new  Japanese  luxury  car 
competition  in  the  U.S.,  where  Jaguar 
has  made  most  of  its  profits. 

More  embarrassing,  GM  of  Europe, 
which  always  trailed  Ford  of  Europe, 
is  now  outselling  its  traditional  enemy 
and  making  record  profits.  Some  of 
that  is  luck:  gm's  best  market,  Germa- 
ny, is  booming,  while  Ford's  best 
market,  Britain,  collapses.  But  part  of 
it  is  product:  GM  spent  on  new  cars 
and  engines  while  Ford  was  pinching 
pence,  and  it  shows  in  the  sales.  As  the 
chart  on  page  58  shows,  GM  was 
willing  to  lose  $2  billion  in  the  early 
and  mid-1980s  in  order  to  make  $7 
billion  during  the  1987-90  period. 

Fortunately,  Ford  management 
knows  it  goofed  and  has  a  well- 
thought-out  comeback  strategy.  It 
involves: 

■  Building  sales  in  Italy,  France  and 
Spain — the  countries  that  will  fight 
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the  Japanese  the  hardest.  Ford  is  sell- 
ing 1 1%  of  the  Italian  market  this  year, 
up  from  8%  last  year.  France  is  near 
10%,  from  7%  a  year  ago.  Ten  percent 
is  the  "critical  mass,"  says  Bruce 
Blythe,  Ford's  European  strategist, 
the  share  needed  to  build  dealers, 
distribution  and  recognition. 
■  Using  the  U.S.  as  a  production 
base,  potentially  one  of  the  most  ex- 
citing developments  of  the  decade. 
Directive  F104  from  the  president  of 
Ford  in  Dearborn  orders  that  all  fu- 
ture product  programs  be  designed 
for  the  world  market.  This  means,  for 
example,  that  future  U.S.  Fords  will 
be  designed  for  easy  conversion  to 
right-hand  drive  and  European  regu- 
lations. "The  North  American  manu- 
facturing system  is  reemerging  as  a 
world  player,"  says  John  Oldfield, 
Ford  of  Europe's  chief  of  product 
development.  "Mr.  lacocca  and  Mr. 
Lutz  [Lee  and  Robert,  former  Ford 
officials  now  heading  Chrysler] 
showed  that  this  can  be  done"  by 
exporting  Jeeps  and  minivans  to  Eu- 
rope. If  Ford  had  planned  its  Louis- 
ville-built Explorer  for  export  a  few 
years  ago,  the   company  might   be 


selling  tens  of  thousands  in  Europe 
today,  three-shifting  Louisville,  and 
counting  the  extra  profits  in  the  hun- 
dreds of  millions. 

■  Getting  lean.  Ford's  European  em- 
ployment dropped  to  100,000  (be- 
fore Jaguar),  from  150,000  a  decade 
ago,  and  the  company  is  building 
400,000  more  vehicles.  It's  not  good 
enough.  "Every  single  process  must 
change.  We  must  change  it  all.  The 
way  we  answer  the  mail,  the  way  we 
pay  the  bills,  the  way  we  engineer  the 
cars,"  says  William  Fike,  Ford  of  Eur- 
ope's president.  "This  isn't  getting 
rid  of  secretaries.  It's  reducing  the 
bureaucracy.  It's  not  just  money;  it's 
aimed  at  shorter  product  cycles."  Fike 
figures  it's  a  two-year  job. 

■  Productivit}'.  Ford's  assembly 
plants  in  Saarlouis  (Germany)  and 
Genk  (Belgium)  are  considered  the 
most  productive  in  Europe.  It's  not 
good  enough.  In  the  fall  of  1992  Ford 
will  follow  GM  and  start  three-shift- 
ing, first  at  Genk,  where  the  new 
midsize  Sierra  will  be  built,  then  at 
other  plants  as  demand  grows.  New 
parts  are  being  designed  for  easier 
manufacture.  Todav's  F^scort  engine, 


lliam  Fike,  Ford  of  Europe's  president 
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the  way  we  engineer  the  cars." 


for  example,  takes  3.7  labor  hours  to 
build.  The  new  engine  for  the  F^scort 
going  into  production  for  fall  will  take 
2.7  hours.  The  best  in  Japan  take  2 
hours,  Ford  says.  The  goal:  Cratch  the 
Japanese  in  the  mid-1990s. 

The  serious  problem  is  the 
Halcwood  plant,  where  costs  run 
$350  to  $400  a  car  over  the  Saarlouis 
plant  and  quality  suffers.  Closing  a  car 
plant  is  not  easy  in  Europe,  but  it 
could  happen. 

"We  will  put  it  to  the  people:  'You 
will  have  to  improve  Hale  wood,  or 
Halewood  is  going  under,'  "  says  Al- 
bert Caspers,  who  heads  Ford  of  Eu- 
rope manufacturing  and  once  ran 
Halewood.  "No  one  has  to  tell  me  to 
close  Halewood.  The  customer  will 
tell  me  if  our  cars  aren't  acceptable,  in 
cost,  in  quality.  We  have  to  meet  the 
Japanese."  British  unions  are  notori- 
ously hard  to  deal  with,  but  Ford's 
management  has  had  its  spine  stiff- 
ened by  recent  vicissitudes. 
■  Product.  A  huge  get-back-in-the- 
game  spending  program  is  under  way, 
$  1 1  billion  in  five  years.  A  new  engine 
for  the  Escort,  the  Zeta,  will  come  out 
this  fall:  Passing  time  from  30  to  50 
miles  per  hour  will  shrink  in  half  from 
17  seconds.  Ford  will  have  its  step-up 
engines  finally,  150  and  220  horse- 
power, the  kind  of  power  Europeans 
like,  and  the  kind  that  pushes  up 
profits.  A  new,  sleek,  midpriced  Sierra 
is  due  in  the  fall  of  1992,  and  a  rush 
restyling  of  the  Escort  car  will  be 
ready  then,  too,  the  fastest  touch -up 
Ford  has  ever  done  in  Europe. 

Trucks  are  being  pushed,  and  Ford 
thinks  it  will  soon  challenge  Renault 
for  truck  sales  leadership  across  Eu- 
rope. A  joint  venture  with  Volks- 
wagen to  build  minivans  in  Portugal 
might  be  a  prelude  to  other  projects 
with  the  giant  German  carmaker. 

If  the  car  recession  ends  in  Britain, 
Ford  of  Europe  officials  say  they  will 
get  half  the  company's  profit  back 
next  year  and  all  of  the  annual  $1- 
billion-plus  net  the  year  after.  They 
are  confident  they  can  win  the  short- 
term  profits  battle.  But  the  war 
against  the  Japanese.'  That's  going  to 
be  a  lot  tougher. 

"This  is  going  to  be  war  in  the  early 
Nineties,"  says  Fike.  "We  see  exactly 
what  we  saw  in  the  U.S.  in  the  early 
Eighties.  But  this  time  we're  getting 
ready."  IH 
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Sun  and  low  taxes  aren't  the  only 
reasons  Florida  is  attractive. 

The  Deadbeat 
State 


By  Rosalind  Resnick 

Back  IN  1847  Florida's  founders  hit 
upon  a  nifty  idea  to  lure  residents  to 
their  then  swampy,  thinly  populated 
state.  Pioneers  who  sank  their  roots  in 
Florida's  sandy  soil  would  get  a 
chance  to  start  fresh.  No  bank  or 
creditor  could  ever  kick  a  Florida 
homeowner  off  his  land;  it  was  so 
written  into  the  state  con- 
stitution. The  only  condi-  ^^^"" 
tions  were  that  the  citizen 
kept  current  on  his  mort- 
gage or  owned  the  propert)' 
outright. 

The  Deadbeat  State  was 
born. 

Consider  some  of  the 
"pioneers"  who  have  latelv 
gotten  a  fresh  start  in  Flori- 
da. There's  former  baseball 
commissioner  Bowie 

Kuhn,  who  closed  on  a  $1  million 
home  in  Ponte  Vedra  Beach  just 
weeks  before  his  New  York  law  firm 
filed  for  bankruptcy  in  1989.  There's 
Mar\'in  Warner,  the  multimillionaire 
Ohio  banker  who  just  started  serving 
a  3y2-year  prison  term  for  his  role  in 
the  ESM  Government  Securities  scam. 
Staring  down  the  barrel  at  $4.4  mil- 
lion in  potential  ESM-related  liability, 
Warner  moved  to  Florida  and  filed  for 
Chapter  11  in  1987.  Among  his  as- 
sets: a  $2.25  million  Ocala  horse  farm 
that  he  called  home. 

Florida's  homestead  law  lets  debt- 
ors shield  from  creditors  up  to  160 
acres  of  land  in  rural  areas  and  half  an 
acre  inside  city  limits — no  matter  how 
much  it's  worth.  Debtors  also  get  to 
keep  all  wages,  annuities,  partnership 
profits,  pension  plans  and  property 
owned  jointly  with  a  spouse. 

Compare  this  with  New  York, 
where     debtors     can     shelter    only 


$  1 0,000  in  homestead  equity,  or  Mis- 
souri, where  the  cap  is  $8,000.  Only 
Texas  approaches  Florida  in  the  gen- 
erosity of  its  debtor's  laws. 

Last  year  a  record  36,552  people 
filed  for  bankruptcy  in  Florida,  a  30% 
jump  from  1989.  Don't  blame  the 
recession  for  all  of  it.  Most  individual 
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debtors  file  under  Chapter  7  of  the 
federal  bankruptcy  code,  which  lets 
them  sell  assets  and  wipe  out  debts. 
Thanks  to  Florida's  free-and-easy 
debtor's  laws,  you  can  file  for  Chapter 
7,  liquidate  your  assets  and  tell  your 
creditors  tt)  whistle  for  their  money. 

If  the  laws  were  intended  to  help 
the  poor  avoid  homelessness  or  hun- 
ger, they  don't  work  that  way.  Small- 
time debtors  who  fall  behind  on 
mortgage  payments  and  don't  own 
annuities  or  other  financial  assets  can 


keep  only  $1,000  in  personal  posses- 
sions safe  from  creditors.  The  law 
protects  precisely  the  kinds  of  assets 
poor  people  are  unlikely  to  possess. 

Meanwhile,  the  Kuhns  and 
Warners  laugh  at  the  law — and  at 
their  creditors.  Complains  U.S.  Bank- 
ruptcy Judge  A.  Jay  Cristol  of  Miami: 
"■Common  sense  and  fairness  dictate 
that  the  legislature  should  place  a 
reasonable  dollar  value  on  the  home- 
stead exemption." 

True,  many  states  have  laws  that  let 
debtors  hang  on  to  home  equity  and 
personal  possessions  when  times  get 
tough.  But  Florida's  lawmakers  have 
let  special-interest  groups  turn  the 
state  into  a  paradise  for  well-to-do 
debtors.  Once  again  this  spring  the 
legislature  considered  a  measure  to 
give  some  protection  to  creditors,  but 
the  bill  died  in  the  Florida  Senate. 

The  Florida  Bankers  Association 
had  backed  a  bill  to  close  some  of  the 
loopholes  through  which 
I  rich  creditors  crawl.  Only 
I  the  last  six  months  of  a  deb- 
tor's wages  would  be  safe 
from  creditors.  The  pro- 
tected value  of  life  insur- 
ance policies  and  annuities 
would  be  capped  at  $5,000. 
Pension,  retirement  and 
profit  sharing  plans  would 
be  capped  at  $10,000. 
Creditors  could  force  debt- 
ors to  sell  their  share  of 
jointly  held  property. 

What  the  bankers  didn't 
count  on  was  the  backlash 
from  Florida's  physicians 
and  insurance  companies. 
On  the  advice  of  financial 
planners,  doctors  had  been 
quietly  squirreling  away 
their  money  in  big  houses, 
annuities  and  joint  proper- 
ty to  insulate  themselves 
from  malpractice  claims.  The  insur- 
ance industty  had  made  millions  sell- 
ing annuities  and  didn't  want  to  see 
the  gravy  train  end. 

When  news  of  the  bankers'  bill 
trickled  out,  the  medical  and  insur- 
ance lobbies  kicked  into  high  gear. 
The  result?  Though  a  watered-down 
version  of  the  bill  passed  the  Florida 
House,  not  even  a  study  bill  squeaked 
through  the  Senate. 

Some  folks  go  to  Florida  for  more 
than  just  year-round  sunshine.       ^M 
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Nobody  knows 
the  troubles  we'w  seen. 


The  world  we  live  in  is  full  of  banana  peels.  If  only  they  were  this 
easy  to  spot.  The  best  hope  of  avoiding  mishaps  is  experience. 

And  no  one  has  more  know-how  in  property  and  casualty 
insurance  than  the  CIGNA  companies.  You  name  it,  we've  seen  it. 

Which  means  we're 
able  to  fmd  ways  others 
may  miss  to  help  prevent 
unnecessary  risks. 

And  reduce  the  likeli- 
hood of  serious  losses. 

Unlike  those  who 
assess  risk  strictly  by  the 
book,  we  have  the 
insight  to  read  between 
the  lines.  As  well  as  the 
willingness  to  find 
alternative  solutions. 

The  point  is,  no  matter 
how  complex  or  unusual 
the  challenge,  we  get 
results.  In  fact,  our  loss 
control  services  are  so 
effective,  that  several  of  our  long-term  customers  have  seen  a 
reduction  in  the  frequency  and  severity  of  claims  by  more  than  50%. 

Write  the  CIGNA  Property  and  Casualty  Companies,  Dept.  RH, 
1600  Arch  Street,  Philadelphia,  PA  19103. 

Because  when  all  is  said  and  done,  the  more  you  know  trouble,  the 
less  likely  trouble  will  know  you. 


We  get  paid  for  residtsT 


CIGNA 


Right  now,  140  airlines  are  filling  their  planes  wt! 
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The  business  goal  of  any  airline  is  simple:  to  get  maxi- 
mum revenue  from  every  available  flight.  But  to  reach 
that  goal  takes  nothing  less  than  the  most  sophisti- 
cated information  systems. 

That's  why  every  airline  has  to  choose  a  computer 
company  it  can  rely  on  to  handle  its  mission-critical 
applications  like  reservations,  departure  control, 
cargo  and  flight  operations. 

And  that's  why,  in  the  last  several  months.  Thai 
Airways,  Mexicana  Airlines  and  TAP-Air  Portugal 
placed  large  orders  with  Unisys.  They  join  a  growing 
roster  of  carriers  like  Air  France,  All  Nippon,  North- 
west and  United. 

Of  course,  trusting  your  airline  to  Unisys  is  nothing 
new.  The  fact  is,  14  of  the  world's  top  20  airlines 
choose  Unisys  computers  to  help  them  arrive  at  their 
business  goals. 

So  if  running  your  business  organization  depends 
on  high-volume,  transaction-intensive  computing,  call 
Unisys  at  1-800-448-1424,  ext.  67.  Working  in  over  100 
countries,  Unisys  offers  information  systems  that  can 
give  any  enterprise  a  real  lift. 

©  1991  Unisys  Corporation.  Unisys  is  a  registered  trademark  of  Unisys  Corporation. 
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Only  Ultravisiorf  could  fool  these  experts. 
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'No  ordinaty  big  screen  television  could  fool  these  discerning  eyes.  It  takes  the 
ultimate  in  color  accuracy  and  picture  sharpness  achieved  by  Hitachi's  Ultravision. 
The  only  TV  with  850  lines  of  resolution,  it  also  has  a  lifetime  lens  warranty  And 
with  built-in  3-way  Surround  Sound  including  Dolby,"  it  sounds  true  to  life,  too. 
Call  1-800-HITACHI  and  find  out  where  to  experience  Ultravision  for  yourself. 


0  HITACHI 
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While  some  people  think  cable  TV  may  have  a  limited 
future,  John  Malone  has  no  such  doubts.  Which  is  why 
he's  clearing  the  decks  at  Tele-Communications, 
the  nation's  biggest  cable  operator. 

Getting  set  for 
the  future 

By  Kathryn  Harris 


Cable  VISIONARY  John  Malone  is  clos- 
ing his  grip  on  United  Aitists  Enter- 
tainment Co.,  already  54%  owned  by 
his  Tele-Communications  Inc.  Ma- 
lone is  not  just  trying  to  get  bigger. 
He  sees  cable's  fijture  as  "video  on 
demand"  and  other  services  delivered 
through  sophisticated  new  cable  sys- 
tems. He  expects  to  be  a  leader  in  the 
new  era  and  doesn't  want  partners  or 
minority  interests  interfering  with  the 
way  he  runs  his  company. 

Malone  is  the  man  who  trans- 
formed TCI  from  a  struggling  cable  TV' 
operation  in  1973  into  the  command- 
ing leader  it  is  today.  The  $3.6  billion 
(revenues)  Denver-based  firm  has  a 
financial  stake  in  19%  of  the  nation's 
51.6  million  cable  TV  subscribers, 
compared  with  runner-up  Time  War- 
ner's 13%.  ■ 

Malone  is  ofitering  nearly  $1  billion 
in  TCI  shares  for  the  46%  of  ua's  shares 
TCI  doesn't  already  own.  There  will  be 
immediate  savmgs:  Both  firms  are 
based  in  Denver,  and  they  can  reduce 
duplicate  overhead  costing  more  than 
$20  million  annually. 

But  the  real  incentive  for  Malone 
may  be  to  close  the  deal  with  UA — the 
nation's  third-largest  cable  opera- 
tor— while  prices  are  depressed  from 
their  1989  highs.  Owning  all  of  UA 
will  consolidate  Malone's  hold  on 
important  markets  like  Baltimore, 
Hartford,  Tulsa  and  some  Denver 
suburbs. 

Malone  is  convinced  that  cable  op- 
erators will  find  it  economically  feasi- 
ble to  build  200-plus  channel  systems 
in  this  decade.  If  he's  right,  the  $18 
billion  cable  TV  industry  will  take  a 


TCI  Chief  Executive  John  Malone 
Cleaning  up  unfinished  business. 


bite  out  of  the  $11  billion  home  video 
business. 

The  assumption  here  is  that  fewer 
people  will  drive  to  the  video  store  to 
rent  and  return  tapes  if  they  can  stay 
home  and  summon  the  movie  of  their 
choice  on  cable  TV.  That  sounds  plau- 
sible, thanks  to  plummeting  costs  in 
fiber-optic  system  electronics  and 
technological  advances  in  digital  vid- 
eo compression.  Over  the  next  four  to 
five  years,  TCI  plans  to  rebuild  its  cable 
systems  with  fiber  to  the  neighbor- 
hood, which  will  increase  channel  ca- 
pacity by  80  to  100  channels.  If  com- 
bined with  digital  compression,  300 
to  400  channels  can  be  sent  through 
the  existing  coaxial  cable  to  subscrib- 
ers' homes. 

With  so  many  channels,  a  pay  tele- 


vision service  can  offer  a  multitude  of 
movies  at  different  starting  times.  The 
technology  may  even  catapult  TCI 
into  the  telephone  business,  if  cable 
can  offer  alternative  access  to  long- 
distance carriers. 

Buying  all  of  UA  is  just  one  of  the 
changes  Malone  has  instituted  to  gird 
for  the  future.  He's  gotten  rid  of  most 
of  the  assets  rci  didn't  control:  In 
March  Malone  packaged  minority 
stakes  Tc:i  held  in  more  than  two 
dozen  cable  companies,  spinning  off 
the  assets,  valued  at  $624  million,  to 
newly  formed  Liberty  Media  Corp. 

tct's  interest  in  United  Artists 
dates  back  to  1987,  when  Malone 
bought  the  controlling  block  of  stock 
from  the  Naif)'  brothers  of  San  Fran- 
cisco. The  deal  was  hailed  as  a  coup, 
because  of  the  qualit\'  of  the  cable  I'V 
systems  involved  and  the  size  of  cer- 
tain markets,  including  suburbs  in 
New  Jersey,  Long  Island  and  West- 
chester ("ounry.  Another  plus:  TCI 
paid  an  estimated  9.4  times  cash  flow 
for  ua's  systems,  well  below  the  10  to 
12  multiples  that  became  common- 
place in  the  late  1980s.  And  that  price 
increasingly  looks  like  a  bargain  now 
that  UA  has  acquired  two  other  cable 
firms  and  quadrupled  its  cash  flow  to 
just  short  of  $400  million  since  rci 
first  bought  into  it.  In  the  bargain,  rci 
got  control  of  UA's  movie  theater 
division,  the  nation's  largest  theater 
chain,  with  2,506  screens. 

United  Artists  has  been  slimming 
down  the  movie  house  operation,  but 
it  has  had  trouble  finding  buyers. 
Operating  cash  flow  margins  there  are 
declining,  while  movie  studios  have 
gotten  tougher  abt)ut  film  rental 
terms.  It's  doubtfi.il  whether  the  mov- 
ie theaters  figure  in  Malone's  long- 
term  plans,  but  he  is  not  about  to  give 
them  away. 

Malone  wouldn't  be  interviewed 
for  this  article — he's  vacationing  in 
Maine — but  it's  clear  that  he  still  has  a 
major  piece  of  unfinished  business: 
TCI  owns  a  35%  piece  of  the  $555 
million  (revenues)  Storer  cable  sys- 
tems; the  remaining  65%  is  held  by 
Comcast  Corp.,  Libert)'  Media  and 
Knight  Ridder  Inc.  The  betting  is 
Malone  may  start  unwinding  the  part- 
nership by  year's  end.  With  the  rosy 
future  he  sees  for  cable,  Malone  is  not 
about  to  lose  first  place  to  Steve  Ross' 
Time  Warner.  im 


ForbesB  Julv8,  1991 


67 


I 


Carrying  the  traditional  American  adversary  system  to  absurd  extremes, 
judges  are  allowing  crackpot  scientists  to  pollute  the  legal  process, 
at  a  cost  to  consumers  and  business  in  the  billions. 

Junk  science 
in  the  courtroom 


By  Peter  Huber 


Ever  wonder  about  Prin- 
cess Di's  recent  affair  with 
Elvis  Presley?  You  can  read 
all  about  it  in  the  supermar- 
ket tabloid.  The  stories  of 
bizarre  accidents  and  fan- 
tastic misadventures  go  on: 
Breast  cancer  is  triggered 
by  a  fall  from  a  streetcar,  a 
slip  in  a  grocer\'  store,  a 
blow  from  an  umbrella 
handle  or  a  bump  from  a 
can  of  orange  juice.  A  sper- 
micide used  with  most  bar- 
rier contraceptives  causes 
birth  defects.  The  whoop- 
ing cough  vaccine  causes 
brain  damage.  A  certain 
model  of  luxury  car  acceler- 
ates at  random,  even  as 
frantic  drivers  stand  on  the 
brakes.  Incompetence  bv 
obstetricians  is  a  leading 
cause  of  cerebral  palsy.  The 
morning- sickness  drug 
Bendectin  caused  an  epi-  ^^^H 
demic  of  birth  defects. 
Trace  environmental  pollutants  cause 
"chemically  induced  AIDS." 

All  of  these  stories  have  been  re- 
ported. All  are  false. 

Oh  well,  you  say.  That's  the  world 
of  the  supermarket  sensation  sheet. 
But  the  amazing  thing  is  that  all  of 

Excerpted  from  the  forthcoming  Galileo's 
Revenge:  Junk  Science  in  the  Courtroom. 
by  Peter  W.  Huber,  to  be  published  in 
September.  Copyright  ©  1991  by  Basic 
Books  Inc.  Published  by  arrangement  with 
Basic  Books,  a  division  of  HarperCollins 
Publishers  Inc. 


In  the  past  "scientific"  testimony  connected 
cancer  to  afallfi'om  a  streetcar  or  a  bump  from  a 
can  of  juice.  The  epidemic  of  traumatic  cancer 
cases  is  mostly  behind  us,  but  new  forms  of  scientific 
quackery  are  creeping  into  the  courtrooms. 


these  stories,  Di  and  Elvis  excepted, 
are  drawn  not  from  tabloids  for  the 
semiliterate  but  from  the  annals  of 
U.S.  jurisprudence.  They  are  an- 
nounced not  in  smudgy,  badly  typed 
cult  newsletters  but  in  calf-bound 
case  reports,  subscribed  to  not  only  by 
quacks  one  step  ahead  of  the  authori- 
ties but  by  the  authorities  themselves. 
The  most  fantastic  verdict  recorded 
so  far  was  worthv  of  a  tabloid:  With 
the  backing  of  "expert"  testimony 
from  a  cioctor  and  police  department 
officials,  a  soothsayer  who  decided 
she  had  lost  her  psychic  powers  fol- 


lowing a  CAT  scan  persuad- 
ed a  Philadelphia  jury  to 
awarcH  her  $1  million.  The 
trial  judge  threw  out  that 
verdict.  But  scientific 
frauds  of  similar  character  if 
lesser  audacity  are  attempt- 
ed almost  daily  in  our 
courts,  and  many  succeed. 
The  traumatic  cancer  cases 
are  decades  old,  but  the 
others  are  recent. 

The  cases  often  revolve 
around  genuine  tragedies. 
What  is  not  at  all  genuine  is 
the  connection  between 
those  tragedies  and  what 
the  court  says  is  to  blame. 
Serious,  mainstream  scien- 
tists now  openly  deride 
"tortogens,"  "litogens," 
"scientific  bamboozle- 
ment"  in  court,  as  well  as 
the  "carcinogenic  proper- 
ties of  insurance."  None- 
theless, our  courts  resound 
with  elaborate,  system- 
atized deceptions  that  flilly  desene 
the  contemptuous  label  used  by  trial 
lawyers  themselves:  junk  science. 

The  cost  to  society  of  scientific 
nonsense  in  the  courtrooni  is  truly 
enormous.  A  New  York  Cit\'  obstetri- 
cian charges  $4,500  for  a  normal 
infant  delivery;  a  large  fraction  of  this 
sum  covers  the  insurance  to  defend 
against  scientifically  baseless  claims 
that  obstetricians  cause  birth  defects. 
Future  defense  procurement  costs 
will  be  inflated  by  liabilit)'  insurance 
costs,  as  suppliers  reflect  on  the  $180 
million  spent  in  settling  cases  claim- 
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ing  a  connection  between  Agent  Or- 
ange and  medical  problems  of  Viet- 
nam veterans — a  connection  that  epi- 
demiologists now  say  doesn't  exist. 
Merrell  Dow  Pharmaceuticals  spent 
tens  of  millions  defending  itself  from 
spurious  claims  that  its  morning-sick- 
ness drug  caused  birth  defects;  it  final- 
ly took  the  valuable  drug  off  the 
market.  Consumers  cannot  know 
how  many  other  remedies  are  denied 
them  because  liability'  insurance  is  too 
expensive. 

Consider  the  courtroom  antics  of  a 
fringe  group  of  quasi-experts  broadly 
known  as  "clinical  ecologists."  Clini- 
cal ecologists  believe  that  trace  chemi- 
cals in  the  environment  are  the  cause 
of  all  manner  of  maladies,  from  de- 
pression to  Charley  horses.  More  spe- 
cifically, they  believe  in  "chemically 
induced  aids,"  a  subversion  of  the 
immune  system  by  minuscule  expo- 
sures to  environmental  pollutants.  A 
pair  of  clinical  ecologists  arrive  in 
court  in  Missouri  in  late  1985,  testif\'- 
ing  on  behalf  of  32  residents  of  the 
town  of  Sedalia.  At  a  nearby  plant, 
Alcolac,  Inc.  manufactures  specialt)' 
chemicals  for  soaps  and 
cosmetics.  ^^^^ 

The  clinical  ecologists 
will  blame  pollution  from 
that  plant  for  dozens  of  dif- 
ferent afflictions,  spanning 
nerve  damage  and  heart 
disease,  brain  damage  and 
vomiting,  kidney  infections 
and  headaches.  Using  a 
battery  of  laboratory  tests, 
the  clinical  ecologists  claim 
to  find  "pervasive  abnor- 
malities" in  the  immune 
systems  of  every  person 
tested.  Utterly  convinced,  a 
jury  awards  $6.2  million  in 
compensatory  damages 
plus  $43  million  to  punish 
Alcolac.  The  trial  judge 
concurs.  So  does  the  court 
of  appeals,  though  it  sends 
the  case  back  for  a  recalcu- 
lation of  damages. 

Clinical  ecology  is  critical 
in  keeping  alive  another 
claim,  brought  by  employ- 
ees of  Firestone  in  Califor- 
Other  courts  in  Louisi- 


gy  in  workers'  compensation  claims. 
One  case  arrives  at  a  $3.9  million 
verdict,  another  at  $16.25  million. 
Other  clinical-ecology-backed  settle- 
ments for  $8  million  and  $19  million 
have  been  reported. 

What  do  scientists  from  the  main- 
stream think  of  all  this.>  One  is  Stuart 
Schlossman,  chief  of  the  Division  of 
Tumor  Immunology  at  the  Dana 
Farber  Cancer  Institute  and  a  profes- 
sor at  the  Harvard  Medical  School.  In 
1989  he  co-authored  a  postmortem 
on  the  Alcolac  case.  Laboratory  tests 
of  the  immime  system's  condition 
commonly  produce  responses  that 
vary  from  day  to  day,  and  from  indi- 
vidual to  individual,  by  upwards  of 
400%.  There  is  no  great  significance  in 
any  little  variation. 

Schlossman  writes  with  a  certain 
quiet  authority  on  the  subject.  Most 
of  the  monoclonal  tests  relied  on  by 
the  "experts"  in  the  Alcolac  case  had 
been  developed  by  Schlossman's  own 
research  team  at  Harvard.  "The  ex- 
pert testimony  in  Alcolac  was  not  only 
outside  the  mainstream  of  science," 
Schlossman  concludes;  "it  was  out- 


ma. 


ana,  California  again  and 
South  Carolina  all  weigh  in 
on  the  side  of  clinical  ecolo- 


The  most  fantastic  verdict  recorded  so  far 
was  worthy  of  a  tabloid:  With  the  backing  of 
"expert"  testimony  from  a  doctor  and 
police  department  officials,  a  soothsayer 
who  decided  she  had  lost  her  psychic 
powers  followinjj  a  CAT  scan  persuaded 
a  jury  to  award  her  $1  million. 


side  its  widest  perimeter."  The  clini- 
cal-ecology syndrome,  another  main- 
stream observer  finds,  "constitutes  a 
belief  and  not  a  disease." 

Let's  look  at  how  junk  science  at- 
tends to  the  very  real  tragedy  of  cere- 
bral palsy.  The  junk  science  theory 
here  is  that  obstetrical  malpractice  is 
an  important  cause  of  cerebral  palsy, 
that  better  use  of  electronic  fetal  mon- 
itoring and  more  aggressive  use  of  the 
scalpel  for  cesarean  delivery  would 
often  prevent  the  affliction. 

Most  cerebral  palsy  babies  are  in 
fact  doomed  long  before  an  obstetri- 
cian comes  near  them.  We  know  this 
from  (among  numerous  other  scien- 
tifically solid  sources)  a  study  by  the 
National  Institutes  of  Health.  That 
study,  the  most  complete  of  its  kind, 
surveyed  some  54,000  pregnancies  at 
12  hospitals  between  1959  and  1966. 
The  results  of  a  study  this  size  are 
about  as  solid  as  medical  science  can 
supply.  As  Jonas  H.  Ellenberg  of  the 
National  Institute  of  Neurological 
Disorders  &  Stroke  told  UPl,  "The 
evidence  is  very  convincing  that  com- 
plications during  labor  and  delivery 
are  not  responsible  for 
^^^^  the  meaningful  proportion 
of  cases  of  cerebral 
palsy." 

And  yet,  despite  the  al- 
most complete  absence  of 
scientific  basis  for  these 
claims,  cerebral  palsy  cases 
remain  enormously  attrac- 
tive to  lawyers.  About  4 
million  babies  are  born 
healthy  every  year.  Ignore 
them.  Some  4,000  babies  a 
year  are  born  with  cerebral 
palsy.  Ignore  most  of  them, 
too.  But  400  (say)  of  those 
had  a  complicated  delivery. 
These  are  the  cases  most 
likely  to  arrive  in  court.  And 
there  the  facts  are  reviewed 
chronologically,  so  that  the 
jury  sees  the  undisputed 
trauma  first,  the  disputed 
negligence  second,  the  un- 
disputed cerebral  palsy 
third.  It  is  a  perfect  setup 
for  misinterpreting  se- 
quence as  cause.  Litigated  a 
mere  40  times  with  a  one- 
in-two  success  rate,  that 
setup  can  bring  a  small  law 
firm  a  one-third  share  of 
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$50  million  or  so  in  settle- 
ments, on  an  upfront  in- 
vestment for  expert-witness 
fees  and  administrative 
costs  of  maybe  $5  million. 

Time  and  again,  one  sees 
how  an  avalanche  of  law- 
suits can  be  set  loose  by  a 
tiny  hiccup  of  error  in  scien- 
tific research.  In  1985,  for 
example,  lawyers  won  a 
spectacular  $5.1  million 
verdict  against  Ortho  Phar- 
maceutical Corp.,  largely 
on  the  strength  of  a  single 
study  that  had  ver>'  tenta- 
tively suggested  that  sper- 
micides might  cause  birth 
defects.  Not  quite  two  years 
after  the  verdict,  however, 
the  several  authors  of  that 
study  spoke  out  again.  One 
acknowledged  that  their 
work  "was  not  ct)rroborat- 
ed  by  subsequent  studies," 
and  that  their  '•''study's  defi- 
nition of  exposure  to  sper- 
micide near  the  time  of 
conception  was  grossly  in- 
accurate." Another  con- 
ceded: "■!  believe  our  article 
should  never  have  been 
published.  In  our  present  ^^^H 
litigious  environment,  the 
reser\'ations  and  qualifications  writ- 
ten into  a  published  report  are  often 
ignored,  and  the  article  is  used  as 
'proof  of  a  causal  relationship." 

The  legal  disaster  of  the  pertussis 
(whooping  cough)  vaccine  unfolded 
in  much  the  same  way.  The  vaccine, 
first  licensed  in  1949,  has  virtually 
ended  whooping  cough  as  a  dread 
disease  (265,000  cases,  with  7,500 
deaths,  recorded  in  1934).  But  in 
1981  a  major  British  study  suggested 
that  the  vaccine's  use  might  be  caus- 
ing one  case  of  brain  damage  for  every 
310,000  immunizations.  Extrapolat- 
ed to  the  U.S.,  that  would  be  about 
50  cases  a  year.  American  lawyers 
responded  with  an  avalanche  of  litiga- 
tion, blaming  the  vaccine  for  epilepsy, 
mental  retardation  and  various  forms 
of  brain  damage. 

In  response,  one  major  supplier  of 
pertussis  vaccine,  Wyeth  Laborato- 
ries, abandoned  the  market.  More 
solid  scientific  evidence  slowly  accu- 
mulated. Then,  in  March  1990  the 
Journal  of  the  American  Medical  Asso- 


Clinical  ecologists  believe  that 
trace  chemicals  in  the  environment 
are  the  cause  of  all  manner  of  maladies, 
from  depression  to  charley  horses. 
Utterly  convinced,  juries  hand  down 
huge  awards — in  one  case,  $43  million. 


elation  reviewed  three  recent  studies 
covering  a  total  of  230,000  children 
and  713,000  immunizations.  Con- 
clusion: No  evidence  of  serious  neu- 
rological complications  or  deaths 
from  the  vaccine.  '■'It  is  time  for  the 
myth  of  pertussis  vaccine  encephalop- 
athy to  end,"  declared  the  journal. 
"We  need  to  end  this  national  non- 
sense." 

Even  as  these  words  were  written, 
another  epidemic  of  what  will  likely 
prove  to  be  national  nonsense  was 
getting  under  way.  A  tentative  (and 
cautiously  phrased)  report,  based  on 
observations  of  a  total  of  six  patients, 
suggested  a  possible  link  between 
Prozac,  a  widely  used  antidepressant, 
and  an  increase  in  suicidal  tendencies. 
A  much  larger  body  of  research,  in- 
volving hundreds  of  Prozac  users, 
finds  no  such  link.  Even  the  author  of 
the  six-patient  study  agrees  that  Pro- 
zac remains  a  valuable,  much-needed 
therapy. 

But  trial  lawyers,  in  a  bizarre  alli- 
ance with  the  Church  of  Scientology, 


have  launched  a  huge  cam 
paign  to  smear  Prozac  and 
its  manufacturer,  Eli  Lilly, 
and  to  drum  up  litigation 
The  law^'ers  are  after  the 
usual — money,  of  course. 
And  the  Scientologists 
They  sell  a  competing 
'■'therapy"  called  Dianetics, 
and  simply  despise  all  con- 
ventional forms  of  psychia- 
try and  psychopharmaco- 
logical  treatment. 

The  mass  media  can  of- 
ten play  a  critical  role  in  the 
early  stages  of  a  junk  science 
epidemic.  In  1986,  for  ex- 
ample, assisted  by  an  in- 
fiammatory     segment    on 
t:BS''    60  Minittes,   plaintiff 
lawyers  filed   hundreds  of 
claims  blaming  bizarre  car 
accidents  on  an  unidenti- 
fied design  defect  in  the 
Audi   5000.   The   car  was 
allegedly  prone  to  sudden 
acceleration,    uncontrolla- 
ble even  by  a  foot  rammed 
on  the  brake.  60  Minutes 
featured  the  parents  of  6- 
year-old  Joshua  Bradosky, 
who  had  been  killed  in  an 
accident   that   looked   like 
just  such  an  incident.  One 
of  the  experts  who  starred  on  televi- 
sion was  William  Rosenbluth,  who 
had  been  retained  by  the  Bradoskys' 
lawyer.  Correspondent  Ed  Bradley, 
who  narrated  the  segment,  suggested 
that  Rosenbluth  had  uncovered  a  de- 
fect in  Audi  transmissions  that  might 
explain  sudden  acceleration.  After  the 
TV  show,  others  suggested  alternative 
explanations — for  example,  that  the 
Audi's  electronic  cruise-control  was 
being  activated  by  stray  radio  signals. 
The  imaginative  theories  cooked 
up  for  litigation  generated  publicity, 
which  attracted  new  claimants,  which 
generated    still    more    publicity.    By 
1989  Audi  was  facing  over  a  hundred 
lawsuits  making  demands  totaling  $5 
billion. 

Meanwhile,  the  Bradosky  case  had 
gone  to  trial,  and  the  jury  had  sided 
with  Audi.  Thereafter,  comprehen- 
sive reviews  by  the  National  Highway 
Traffic  Safety  Administration  and  its 
counterparts  in  Canada  and  Japan 
would  all  reach  the  same  conclusion. 
The  cause  of  sudden  acceleration,  in 
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the  Audi  as  in  any  other  car,  is  a  foot 
placed  accidentally  on  the  wrong  ped 
al.  But  despite  this  complete  vindica 
tion,  Audi  went  on  to  lose  several 
other  cases,  including  one  $3.7  mil- 
lion verdict  in  California;  at  a  certain 
point  the  plaintiff'  attorneys  shifted 
from  mysterious-acceleration  theo- 
ries to  the  argument  that  Audi  should 
have  made  its  cars  idiot-proof  Audi's 
U.S.  business  was  massacred  by  the 
litigation  and  the  60  Minutes  report 
(see  chart,  p.  72). 

What  accounts  for  the  proliferation 
of  pseudoscientific   shantytowns   all 
around  the  modern  American  court- 
house?   Beginning   in   about    1975, 
when  the  federal  rules  of  evidence 
were  codified  for  the  first  time,  both 
federal  and  state  courts  began  to  be  far 
more  permissive  about  scientific  testi- 
mony. Many  abandoned  an  old  stan- 
dard— known  as  the  Frye  rule,  after  a 
1923  ruling  on  the  use  of  lie-detector 
evidence  in  a  criminal  case — which 
had  previously  required  an  expert  wit- 
ness to  report  views  "gen- 
erally accepted"  in  the  wid-      ^^^^ 
er    scientific     community. 
The  upshot  has  been  what 
federal    court    of   appeals 
Judge      Patrick      Higgin- 
botham  has  criticized  as  the 
"let  it  all  in"  approach  to 
evidence.  As  Donald  Elliott 
said  in  a  speech  given  be- 
fore he  took  his  present  po- 
sition as  general  counsel  of 
the  Environmental  Protec- 
tion Agency,  the  law  today 
"extends  equal  dignity  to 
the  opinions  of  charlatans 
and  Nobel  Prize  winners, 
with  only  a  lay  jury  to  dis- 
tinguish between  the  two." 
Edward  Imwinkelried,  co- 
author of  the  treatise  Scien- 
tific Evidence,  says  that  to- 
day's courts  "accept  a  wide 
range  of  scientific  testimo- 
ny that  would  have  been 
patently    inadmissible    ten 
years  ago." 

Unfortunately,  science's 
approach  to  determining 
what  causes  what  is  fianda- 
mentally  different  from  the 
law's.  The  result  is  scientific 
anarchy  in  court.  In  court, 
scientific  facts  remain  per- 
petually in  play.  Trials  are 


not  connected;  the  same  question 
about  Prozac,  the  allegedly  self  pro- 
pelling Audi  or  clinical  ecology  can  be 
litigated  again  and  again.  In  the  worst 
cases,  courts  drift  through  the  degen- 
erative sequence  described  by  the  his- 
torian Jerome  Ravetz,  and  thereafter 
elaborated  by  William  C.  Clark.  Ten- 
tative outlooks  are  often  suppressed, 
views  are  quickly  polarized,  and  a 
"great  confidence  game,"  as  Ravetz 
calls  it,  replaces  serious  science.  Rec- 
ognition and  money  flow  "to  those 
making  the  first,  loudest  and  most 
frightening  noises,"  adds  Clark. 

For  just  such  reasons,  the  Frye  rule 
required  judges  to  look  beyond  the 
individual  scientist,  whatever  his  cre- 
dentials might  be,  and  toward  con- 
sensus in  the  scientific  community. 
Modern  science,  unlike  modern  law, 
has  an  excellent  track  record  in  sifiang 
out  the  wheat  from  the  chaff,  in  work- 
ing out  the  differences  between  high- 
temperature  superconductivity,  an  as- 
tonishing discovery  that  proved  real. 
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Junk  scientists  find  fault  with  all  sorts  of 
safe  dru£is  and  medical  procedures.  Tliey  will 
tell  you  that  Bendectin  causes  birth  defects, 
that  obstetricians  are  responsible  for  cerebral 
palsy,  that  whooping  cough  vaccine  maims 
and  kills  children. 


and  low- temperature  ftjsion,  aston- 
ishing and  unreal.  Any  single  scientist 
may  err,  and  most  do  sooner  or  later, 
but  the  modern  scientific  process,  a 
process  of  replication,  verification  and 
the  development  of  consensus,  has 
proved  exceptionally  powerful  and 
reliable. 

Once  one  understands  that  the 
core  of  science  is  consensus,  the  need 
for  strong  enforcement  of  something 
much  like  the  Frye  rule  becomes  ap- 
parent. An  expert  who  appears  in 
court  to  present  nothing  but  his  own 
idiosyncratic  opinions  about  cancer 
or  chemical  AIDS  is,  for  all  practical 
purposes,  just  a  lawyer  in  scientific 
drag.  Science,  by  definition,  is  never  a 
matter  of  individual  opinion;  it  is 
always  a  matter  of  consensus  in  a 
much  larger  community. 

There  are  plenty  of  ways  for  courts 
to  identify  where  that  consensus  lies, 
if  judges  ever  rediscover  the  will.  An 
authoritative  scientific  report  by  the 
National  Institutes  of  Health  on  elec- 
tronic fetal  monitors  might 
^^^^  be  one.  Or  one  by  the  Cen- 
ters for  Disease  Control  on 
the  pertussis  vaccine,  or  the 
causes  of  pelvic  infection. 
Or  by  the  Surgeon  Gener- 
al's office  on  tobacco.  Such 
institutions,  established 
and  funded  to  make  diffi- 
cult scientific  calls,  draw  on 
the  best  and  broadest  scien- 
tific resources.  This  is  not  to 
suggest  that  they  are  infalli- 
ble; of  course  they  aren't. 
They  are  just  less  fallible — 
much  less  fallible — than  a 
thousand  juries  scattered 
across  the  country  grap- 
pling with  the  complexities 
of  immune  system  impair- 
ment after  being  educated 
by  a  pliable  clinical  ecolo- 
gist  who  believes  in  chemi- 
cal AIDS. 

When  definitive  pro- 
nouncements of  the  Food 
&  Drug  Administration, 
the  Centers  for  Disease 
Control  or  the  Surgeon 
General  are  not  at  hand,  the 
next  best  place  to  look  for 
the  consensus  views  of 
mainstream  science  is  in  the 
peer-reviewed  scientific  lit- 
erature. A  witness  whose 
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views  have  survived  peer  re- 
view in  a  professional  jour- 
nal will  already  have  been 
forced  into  a  candid  disclo- 
sure of  cautions  and  qualifi- 
cations; good  journals 
won't  publish  without 
them.  If  the  published 
claim  is  of  any  importance, 
publication  will  also  mobi- 
lize other  scientists  to  re- 
peat, verify,  contradict  or 
confirm.  By  requiring  pro- 
fessional publication  as  a 
basis  for  expert  opinion, 
judges  will  help  line  up  the 
larger  community  of  scien- 
tists to  shadow  the  neces- 
sarily smaller  community  of 
expert  witnesses. 

It  has  gradually  dawned 
on  professional  societies 
that  they,  too,  should  be 
concerned  about  a  legal  sys- 
tem in  which  the  worst  doc- 
tors, engineers  or  toxicol- 
ogists  are  given  a  better 
than  fair  shot  at  prescribing 
standards  of  conduct  for 
the  rest.  If  X  rays,  cat  scans 
and  cesarean  sections  are 
proliferating  in  imnccessary 
(and  perhaps  dangerous) 
excess,  it  is  because  too 
much  of  obstetrics,  cancer  ^H^B 
treatment  and  emergency- 
room  surgery  is  conducted  a  second 
time  in  court,  by  second-rank  doctors 
who  understand  law  better  than 
medicine. 

Some  will  always  insist  that  all  truth 
is  relative  and  subjective,  that  anyone 
should  therefore  be  allowed  to  testify 
to  anything,  that  science  must  be 
viewed  as  a  chaotic  heap  of  uncon- 
nected and  contradictory  assertions, 
and  that  the  best  we  can  do  is  invite 
juries  to  decide  scientific  truth  by 
majority  vote.  But  anyone  who  be- 
lieves in  the  possibility  of  neutral  law, 
as  many  fortunately  still  do,  must  at 
the  same  time  believe  in  the  existence 
of  objective  fact,  which  ultimately 
means  positive  science.  The  only  real 
alternative  is  nihilism. 

No  one  who  remembers  Lyscnko 
and  Stalin  or  tiic  junk  science  of  the 
Nazis  can  be  comfortable  with  the 
assertion  that  science  is  just  a  matter 
of  taste,  that  one  brand  is  every  bit  as 
good   as   another.    If    it's   politically 
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IJje  story  told  on  a  1986  TV  show:  Audis  are  prone  to 
sudden,  uncontrollable  acceleration.  The  scientific 
truth:  The  cause  of  the  acceleration  is  a  foot  placed 
accidentally  on  the  wronjj  pedal.  By  the  time  the  facts 
came  out,  Audi's  U.S.  sales  were  decimated. 


convenient  for  chemophobes  to  em- 
brace the  junk  science  of  chemical 
AIDS,  it  is  politically  convenient  for 
homophobes  to  embrace  the  junk 
scientist  who  would  argue  that  aids  is 
transmitted  by  casual  contact  or  by 
houseflies. 

The  strongest  antidote  to  bad  sci- 
ence in  court  remains  one  that  most 
American  judges  are  still  regrettably 
reluctant  to  use.  European  judges 
routinely  summon  their  own  experts. 
Our  judges  have  similar  powers,  but 
few  choose  to  exercise  them.  Most 
trial  lawyers  vehemently  oppose 
court-appointed  experts,  perceiving 
(correctly,  no  doubt)  that  consensus 
cannot  be  good  for  a  conflict-cen- 
tered livelihood.  Lawyers  will  there- 
fore assure  you  that  there  is  no  such 
thing  as  a  neutral  expert.  But  it  is 
obviously  possible  to  find  knowledge- 
able scientists  of  high  principle,  and 
having  a  nonpartisan  judge  do  the 
finding   considerably    imprtwes    the 


prospect  of  locating  a  less 
partisan  expert. 

Meanwhile,  opportuni- 
ties for  bad  science  lurk  in 
every  claim  of  especially 
subtle  or  low-level  effect, 
in  every  report  of  hazards 
that  mainstream  scientists 
can't  quite  pin  down  or 
explain.  Already  pending 
on  today's  legal  agenda  are 
claims  that  electromagnet- 
ic fields  from  high-tension 
wires  cause  cancer.  A  case 
currently  under  appeal  in 
New  Jersey  concerns  the 
alleged  link  (never  scientif- 
ically documented)  be- 
tween colon  cancer  and' 
chemicals  known  as  poly- 
chlorinated  biphenyls. 
Some  of  these  claimed 
links  may  prove  real,  but 
others  will  almost  certainly 
turn  out  to  have  been 
based  on  poor  or  incom- 
plete science,  meaningless 
sequences  or  random  clus- 
ters, and  tentative  studies 
that  are  later  repudiated. 

Is  there  a  way  out?  We 
should  not  forsake  all  hope. 
In  I6I0,  when  witch-hunt- 
ing was  one  of  Europe's 
most  popular  blood  sports, 
the  exceptional  Inquisitor 
Alonso  Salazar  y  Frias  took  a  first, 
serious  look  at  who  was  being  burned 
for  what  in  the  town  of  Logrono  in 
Navarre,  Spain.  He  found  what  today 
seems  obvious:  The  accusations  had 
been  false,  confessions  had  been  in- 
duced by  torture,  and — notwith- 
standing the  solemn  findings  of 
countless  trials — there  was  no  credi- 
ble evidence  of  any  witchcraft:  at  all. 
Salazar  y  Frias  put  in  place  new  rules. 
The  Spanish  Inquisition  would  no 
longer  use  torture,  and  accusations 
would  be  considered  only  when  sup- 
ported by  independent  evidence. 

'Tn  modern  terms,"  Clark  ob- 
serves, Salazar  y  Frias  "had  intro- 
duced rules  of  evidence  which  recog- 
nized the  perverse  and  essentially 
meaningless  forms  which  unstruc- 
tured 'facts'  could  take."  The  number 
of  witches  brought  to  trial  dropped 
sharply.  What  we  need  is  a  modern- 
day  Salazar  y  Frias  to  bring  scientific 
order  to  the  courtroom.  ^ 
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Did  you  know  that  50,000 
Vision  subscribers  own  a 
private  swimming  pool? 


With  its  200,000  subscribers  and  800,000  readers, 
Vision  magazine  is  the  most  powerful  medium  for 
communicating  with  Latin  America's  eUte. 


You  have  to  have  it. 

Source:  INRA  -  Vision  Readers'  Profile,  December,  1989. 

For  complete  advertising  and  marketing  information,  call  or  contact 
Vision  Inc.,  310  Madison  Ave.,  Suite  14121,  New  York,  New  York  10017.  (212)  953-1308,  Fax  (212)953-1619. 
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Like  many  other  institutions  whose  stock  in  trade  is 
unparalleled  luxury,  we  have  relt  a  certain  ground- 
swell  or  demand  that  we  oirer  our  product  in  a 
smaller,  yet  no  less  sumptuous,  size. 

Here  at  Royal  Viking  Line,  as  you  may 


His  NAME  ISOLAHARSHEIM 
WITH  30  YEARS  OF  EXPER- 
IENCE AT  SEA.  HE  IS  THE 
CAPTAIN  OF  THE  ROYAL 
VIKING   SUN     WHEN  ASKED 


know,  no  passenger 
request  is  ever  taken 
lightly.  Hence,  the 
majestic  new  Royal 
Viking  Queen,  pre- 
sented Tor  your  approval  in  the  breezy 
photograph  on  the  opposite  page. 

She  is,  in  short,  nothing  less  than  the  style  and  elan 
oi  Royal  Viking  Line  brought  to  a  smaller,  intimately 
contigured  ship.  Imagine  the  Queen's  sister  ship,  the 
Royal  Viking  Sun— the  ship  Berlitz  called  "The  Finest 
Afloat  "—but  with  accommodations  for  a  cozy  and  most 


fortunate  two  hundred  guests.  Consider:  Aboard  th 
Queen,  there  will  be  no  cabins— only  suites,  each  offeri 
a  spacious  master  bedroom,  a  walk-in  closet,  a  living 
rea  for  entertaining,  and  a  window  to  the  wor 
five  and  one-half  feet  high.  A  toss  of  the 
curtains  reveals  your 
first  glimpse  of  the  Is 
of  Capri.  Or  Paris. 
London.  Alexandri 
In  the  ship's  dinin 


WHETHER  A  BIGGER  SHIP 
IS  BETTER.  OR  LESS  IS 
MORE.  CAPTAIN  HARSHEIM 
EVER  THE  DIPLOMAT 
COOLY     REPLIED.        YES' 


room,  you  will  always  find  cuisine  inspired  b 
e  famed  culmary  academies  of  Europe.  lou  wil 
sit  where  you  wish,  when  you  wish,  and  for  as  long  as 
you  wish.  A  first  peek  at  the  dessert  tray  is  mandator) 
A  second,  at  your  own  risk. 

With  a  ship's  draft  of  a  scant  15  feet,  our  newes 
addition  will  navigate  rivers  infrequently  travelled,  t 


. 


PLAYA  DEL  CARMEN    NAPLES    MANILA    KETCHIKAN    LAS  PALMAS    OCHO  RIGS    MELBOURNE    PUERTO  VALLARTA    SHANGHAI    CARTAGENA 


lOS    KUALA  LUMPUR    NEW  YORK    OSLO    PIRAEUS    LONDON    PAPEETE    BORDEAUX    SYRACUSE    WHITTIER    HAMBURG    BANGKOK    QUEBEC 


ports  rarely  seen  rrom  a  cruise  vessel.  Snare  your  morn- 
mg  corree  witn  tne  red  tile  roots  oi  Seville.  Peel  the  deep 
'growl  OI  Big  Ben  in  the  sling  or  your  deck  chair.  There 
is  even  a  swimming  marina,  waiting  to  be  lowered 
at  the  rirst  sighting  or  a  blue  Grecian  cove 

The  architecture 
or  the  ship  has  been 


I  HE  DISTINGUISHED  GENTLE- 
MAN  TO  YOUR  RIGHT  IS  HELGE 
BRUDVIK.  WITH  35  YEARS  OF 
SEAFARING  EXPERIENCE.  HE 
IS  THE  CAPTAIN  OF  THE  ROYAL 


cleverly  lain  open 

amidships,  drinking 

in  the  sun  through  a 

breathtaking  glass-roored  circular  stairway.  The 

ship  s  spirit  will  similarly  take  night  in  the  lectures 

and  conversations  or  cultural  geographers  and  inter 

national  arrairs  experts  under  the 

experienced  direction  or  Georgetown 

University's  School  or  Fbreign  Service. 

At  night,  or  course,  tor  the  soul:  classical,  jazz,  and 


the  sounds  or  Broadway  curiously  rar  rrom  land. 

But  all  this  would  be  incomplete  without  the  un- 
matched, strmningly  responsive  service  or  our  European 
crew  (voted  Travel  Honaay  magazine's  "Most 
Courteous  ").  Their  anticipation  is  uncanny, 
their  concern  and 
thoughthalness  beyond 
the  boundaries  or  a  job. 
They  care.  There  is  no 
other  word  ror  it. 


VIKING  QUEEN  WHEN  ASKED 
WHETHER  A  BIGGER  SHIP 
IS  BETTER.  OR  LESS  IS 
MORE.   CAPTAIN   BRUDVIK 

SIMPLY  ANSWERED.  'BOTH' 


Shouldn  t  you  reserve  yourself  the  memory 
or  a  maiden  year  voyage  aboard  this  magical  ship? 
Fior  more  inrormation  about  the  Queen,  please  visit 

your  travel  agent  or  telephone  us  at 
(800)  426-0821.  With  an  inspiring 
3IZOS9H     new  ship,  we  look  forward  to  seeing 
you  on  board  more  than  ever. 


\ 
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Its  prized  merger  plan  thwarted,  SCEcorp  isn't  sitting 
around  moping.  The  big  utility  has  lots  of  other  plans. 

"Theire^s  plenty 
on  the  plate^^ 


By  James  Cook 


SCEcorp,  the  Rosemead, 
Calif. -based  parent  of  giant 
Southern  California  Edison 
Co.,  isn't  your  run-of-the- 
mill  sleepy  utility.  Little 
more  than  a  week  after  the 
California  Public  Utilities 
Commission  turned  down 
its  bid  to  acquire  neighbor- 
ing San  Diego  Gas  &  Elec- 
tric, the  company's  exuber- 
ant new  chairman,  John  E. 
Bryson,  47,  was  off^in  New 
York  beating  the  drums  for 
a  shiny  new  scheme  to  cut 
SCEcorp's  carbon  dioxide 
emissions  to  the  bone.  No 
sitting  around  moping  l^^H 
about  failed  mergers;  Bry- 
son had  other  plans. 

"We  believed  a  merger  made  a  lot 
of  sense  for  our  customers,"  he  says, 
"but  it  was  unsuccessfial,  and  now  our 
focus  is  on  other  things.  There's  plen- 
ty on  the  plate." 

For  example,  nobody  worries  more 
about  air  pollution  than  do  the  citi- 
zens of  southern  California.  The  Los 
Angeles  area  has  8  million  cars  on  the 
road,  cold  air  off"  the  ocean  that  traps 
the  autos'  emissions  between  the  sea 
and  the  mountains,  and  the  worst  air 
pollution  problem  in  the  country. 

Carbon  dioxide  emissions  have 
been  accused  of  increasing  global 
warming.  Bryson  isn't  sure  there  real- 
ly is  a  global  warming  problem,  but 
the  public  seems  to  buy  the  worry,  as 
does  the  National  Academy  of  Sci- 
ences, and  business  people  must  deal 
with  perceptions  as  well  as  with  more 
tangible  realities.  And  so,  in  tandem 
with  Los  Angeles'  big  municipal  utili- 
ty, Bryson  laid  out  a  plan  a  few  weeks 
ago  to  cut  carbon  dioxide  emissions 
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John  Bryson,  chairman  of  SCEcorp 

Promoting  electric  cars,  solar  cells  and  fluorescent  bulbs. 


by  10%  by  2000,  another  10%  by 
2010.  The  plan  should  make  the  local 
air  more  beneficent;  if  it  helps  with 
global  warming,  that's  an  extra 
dividend. 

The  plan  includes  the  usual  incen- 
tives for  energy  efficiency  and  conser- 
vation— including  a  campaign  to  per- 
suade consumers  to  switch  to  energy- 
efficient  fluorescent  light  bulbs. 

Bryson  is  also  promoting  electric 
cars  and  mass  transit.  Yes,  the  utility 
power  plants  have  their  own  emis- 
sions but,  mile  for  mile,  electrically 
driven  transportation  is  less  polluting 
by  a  wide  margin  than  gasoline-driven 
transportation.  Says  Bryson:  "There 
is  nothing  that  begins  to  reduce  emis- 
sions like  going  to  an  electric  system." 

But  where  SCEcorp  is  really  break- 
ing new  ground  is  in  teaming  with 
Texas  Instruments  to  commercialize  a 
new  low- purity  silicon  solar  cell  that 
could  reduce  the  cost  of  solar  energy 
by  80%.  "It  looks  like  it  can  be  com- 
mercially viable  on  our  electric  system 


in  the  Nineties,"  Bryson  says. 

It  was  the  pursuit  of  alternative 
energies  that  produced  SCEcorp's 
most  significant  diversification:  its 
four-year-old  nonutility  subsidiary, 
the  Mission  Group,  which  builds,  op 
crates,  sells  and  finances  nonutility 
power  projects.  It's  a  growing  market 
because  nonutility  companies  are 
building  more  of  the  U.S.'  new  gener- 
ating capacity.  With  the  possible  ex- 
ception of  Dow  Chemical's  Destec 
Energy,  Mission  is  probably  the  larg- 
est in  the  U.S. 

SCEcorp  got  into  the  business  in 
the  early  Eighties,  develop- 
ing cogeneration  and  alter- 
native energy  projects  in 
California  under  Public 
Utility  Regulatory  Policies 
Act  incentives.  Today  it  has 
up  to  50%  interests  in  28 
independent  power  pro- 
jects in  six  states,  ranging 
from  a  coal  waste  develop- 
ment in  West  Virginia  to  a 
gas-fired  cogeneration  ven- 
ture in  Washington  State. 
Altogether,  Mission  has 
nearly  3,000  megawatts  of 
capacity  either  in  operation 
or  under  construction,  an- 
other 2,000  megawatts  un- 
der development. 

Having  been  accused — 
unjustly,  Bryson  maintains — ^of  self- 
dealing  in  developing  some  of  its  Cali- 
fornia projects.  Mission  is  unlikely  to 
undertake  any  new  projects  that 
would  sell  their  output  into  the  Edi- 
son system.  "But  there's  a  world  of 
entities  for  us  to  work  with  outside 
Edison's  territory."  Overseas,  Mis- 
sion has  under  development  a 
l,000mw  cogeneration  facility  in 
Wales.  Bryson  has  held  talks  with 
utilities  and  governments  throughout 
Europe  and  sees  prospects  in  such 
places  as  Mexico  and  Argentina. 

SCEcorp's  earnings  growth  has 
been  sluggish  for  several  years  now, 
and  Mission  ofi^ers  a  prime  opportuni- 
ty to  get  them  growing  briskly  again. 
Last  year  Mission  contributed  $94 
million  to  SCEcorp's  net  profits  of 
$786  million  ($3.60  a  share).  "We 
serve  a  still  fairly  rapidly  growing 
area,"  Bryson  says,  "but  there's  no 
question  our  nonutility  business  is  the 
fastest-growing  part  of  our  business. 
It's  got  tremendous  vitality."         MM 
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What  they  can't  control,  bureaucrats  like  to  kill.  Alfredo 
Santos  had  a  nice  little  business  going  that  catered  to  a 
genuine  need.  The  city  of  Houston  closed  him  down. 

You  can  fight 
GityHaU 


By  William  P.  Barrett 

Houston's  Alfredo  Santos  is  an  ener- 
getic former  cabdriver  wiio's  trv'ing  to 
provide  a  needed  service  and  make  an 
honest  buck.  The  city  of  Houston  is 
doing  its  best  to  stop  him.  Can  you 
fight  City  Hall  and  win?  Santos  is 
giving  it  the  old  college  try  in  court. 

He  wants  to  run  a  jitney  service 
through  Houston's  slums.  But  the 
city  says  no  and  has  used  a  1924  jitney 
ban  originally  pushed  by  the  electric 
streetcar  monopoly  to  close  him 
down.  Houston  streetcars  have  long 
since  vanished  from  the  scene;  the  law 
is  still  on  the  books. 

Santos  sees  a  need  and  wants  to  fill 
it.  His  grounds  for  seeking  to  over- 
turn the  67-year-old  ban:  Lurking 
within  the  U.S.  Constitution  is  a  le- 
gally enforceable  "civil  right  to  eco- 
nomic libert)'"  that  government  can- 
not abridge  without  adequate  reason. 

Jitneys,  are  small,  taxi-like  common 
carriers  that  ply  a  particular  route  at 
irregular  schedules  and  charge  fixed 
fares  higher  than  a  bus  but  lower  than 
a  regular  cab.  Popular  abroad,  jitneys 
have  largely  disappeared  in  the  U.S., 
though  unlicensed  ones  flourish  in 
some  large,  more  tolerant  cities. 

Reared  in  south  Texas,  Santos,  39, 
has  a  resume  that  includes  an  eco- 
nomics degree  from  Berkeley  and  a 
year  of  ucla  business  school,  leav- 
ened by  stints  as  a  tomato  picker, 
encyclopedia  salesman  and  teacher. 
He  first  encountered  jitneys  on  a 
1983  trip  to  Mexico  City,  where  they 
are  called  peseros. 

Returning  to  Houston,  Santos  and 
a  few  other  cabbies  started  a  jitney 
service  during  their  off-duty  hours, 
plying  a  5-mile  stretch  of  Canal  Street 
from  the  glittering  downtown  area  to 


the  city's  rough-and-tumble  East 
End.  Few  cabbies  willingly  cruise  the 
area;  bus  service  is  at  best  so-so. 

At  a  time  when  the  government- 
subsidized  bus  fare  was  55  cents  and 
the  taxi  meter  about  $1  a  mile,  Santos 
and  his  partners  charged  a  flat  $1.  By 
all  accounts,  the  service  was  a  hit. 
Santos  advertised  via  fliers  and  an- 
nouncements on  Spanish-language 
radio  stations. 

Then  he  made  a  mistake.  He  ex- 
panded his  successfiil  business  by  es- 
tablishing a  jitney  route  along  West- 
heimer  Road,  the  premier  shopping 
district  on  the  tony  southwest  side. 
Taxicab  inspectors  threw  the  anach- 
ronistic ordinance  against  jitneys  at 
Santos  and  quickly  shut  him  down. 
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Would-be  jitney  mogul  Alfredo  Santos 
Fighting  the  Houston  bureaucrats 
over  an  anachronistic  1924  law. 


Santos'  regular  employer.  Yellow 
(>ab,  even  fired  him  for  all  the  ruckus 
he  had  kicked  up. 

There  the  matter  might  have  sat 
but  for  the  Landmark  Legal  Founda- 
tion Center  for  Cjvil  Rights,  a  Wash- 
ington, D.C.  outfit  that  fights  against 
excessive  government  regulation. 
The  foundation  got  wind  of  Santos' 
situation,  investigated  and  in  1989 
filed  a  lawsuit  on  his  behalf  in  Hous- 
ton federal  court. 

The  gist  of  Santos'  argument  is  that 
Houston  acted  arbitrarily  and  capri- 
ciously in  banning  a  legitimate  profit- 
making  business  rather  than  merely 
regulating  it.  He  cites  a  line  of  cases 
grounded  in  the  14th  Amendment 
for  the  proposition  that  an  individual 
has  a  right  to  engage  in  a  profession 
without  undue  interference. 

Small  jitneys  are  apparently  the 
only  form  of  mass  transportation  pro- 
hibited outright  by  Houston  law. 
But,  as  written,  the  Anti- Jitney  Ordi- 
nance of  1924  is  arguably  broad 
enough  to  encompass  the  many  com- 
muter-van pools  run  by  employers, 
and  perhaps  certain  ground  transpor- 
tation serving  the  city's  two  airports. 
Yet  these  services  go  on  untouched, 
so  Santos  is  also  claiming  the  law 
violates  his  constitutional  right  to 
equal  protection  under  the  law. 

As  bureaucracies  are  wont  to  do, 
the  city  of  Houston,  knee-jerk  fash- 
ion; is  fighting  Santos  by  asserting 
justifications  not  advanced  in  1924 
when  the  anti-jitney  law  was  approved 
by  a  public  vote.  The  city  now  argues, 
for  example,  that  a  ban  on  small  jit- 
neys is  needed  for  traffic  safety.  The 
city  also  claims  that  its  power  to  regu- 
late commercial  uses  of  the  street  is 
virtually  unfettered:  "Plaintiff"- 
.  .  .  simply  has  no  constitutional  right 
to  use  the  public  streets  to  engage  in 
business  for  profit." 

Is  the  bus  system,  now  run  by  an 
independent  government  authority 
funded  by  a  local  1  %  sales  tax,  worried 
about  the  competition  Santos  would 
pose?  Apparently  not,  since  it  has 
voiced  no  objections. 

A  year  after  final  court  arguments, 
Santos  is  still  awaiting  a  ruling.  Mean- 
while, he  is  finishing  up  a  master's 
degree  in  transportation  planning. 
And  the  people  in  the  Houston  slums 
are  still  having  a  hard  time  getting 
around.  Hi 
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OBSERVATIONS 


Americans  aren't  born  into  the  world  with  "rich"  or 
"poor"  tattooed  on  their  foreheads. 

Lies,  damn  lies 
and  politicized 
statistics 


BY  THOMAS  SOWELL                           I 
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Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


Statistics  on  income  distribution  are 
a  much  more  reliable  guide  to  politi- 
cal fashions  than  to  economic  realit\'. 
In  an  era  when  indignation  has  be- 
come a  way  of  life,  statistics  are  de- 
fined and  compiled  in  ways  that  exag- 
gerate income  at  the  top  and  under- 
state income  at  the  bottom. 

Recently,  a  much-publicized  study 
by  the  Congressional  Budget  Office 
set  off  predictable  cries  in  the  media 
that  the  rich  were  getting  richer  and 
the  poor  were  getting  poorer.  But  the 
definitions    and    statistical    methods 


used  reveal  more  than  the  numbers 
themselves. 

First  of  all,  most  of  the  $184  billion 
in  government  welfare  benefits  to 
low-income  Americans  simply  does 
not  get  counted.  Food  stamps,  public 
housing  and  Medicaid  are  among  the 
noncash  benefits  that  are  left  out. 

At  the  other  end  of  the  income 
distribution,  capital  gains  are  treated 
in  the  c:bo  statistics  in  a  way  that  would 
get  a  student  flunked  in  elementary 
economics  or  statistics.  Suppose  that 
three  investors  each  invest  $10,000  in 
different  ventures.  If  investors  A  and  B 
each  has  his  investments  increase  in 
money  value  to  $15,000,  and  investor 
C  has  his  investment  wiped  out  com- 
pletely in  the  year  when  statistics  are 
compiled,  then  clearly  their  total 
investment — $30,000 — remains  the 
same  in  dollar  terms.  With  the  price 
level's  having  doubled,  the  investor 
has  obviously  lost  half  the  real  value  of 
his  investment. 

The  way  the  CBO  statistics  count  it, 
however,  these  lucky  investors  have 
made  $3,500  in  real  income. 

Instead  of  saying  that  the  investors' 
two  capital  "gains"  of  $5,000  each 
were  actually  losses  in  real  terms,  since 
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$15,000  will  now  buy  less  than  the 
$10,000  originally  invested,  the  CBO 
counts  them  as  gains  and  then  cor- 
rects for  inflation  by  dividing  by  two. 
By  this  bizarre  reckoning,  the  real 
value  of  these  two  investments  has 
increased  by  a  total  of  $5,000.  As  for 
Cs  investment  that  was  wiped  out 
completely,  economists  would  count 
that  as  a  $10,000  money  loss,  or  a 
$5,000  real  loss,  but  the  CBO  counts  it 
as  only  a  $3,000  money  loss,  or  a 
$1,500  real  loss. 

The  reason  is  that  the  CBO  data  on 
this  come  from  income  tax  statistics 
and  the  Internal  Revenue  Service  will 
allow  only  a  $3,000  capital  loss  per 
year.  Subtract  the  understated  capital 
loss  from  the  overstated  capital  gains 
and  you  get  a  net  $7,000  gain  in 
money  terms,  or  $3,500  in  real  terms. 
These  investors  may  be  headed  for  the 
poorhouse,  but  on  paper  they  are 
among  the  rich  who  are  getting  richer. 

Republican  Congressman  Dick  Ar- 
mey of  Texas,  an  economist  by  pro- 
fession, pointed  out  such  problems  in 
a  letter  to  the  Congressional  Budget 
Office  before  the  data  were  released 
to  the  public.  The  CBO  graciously 
acknowledged  the  correctness  of  the 


congressman's  criticisms  but  excused 
itself  on  grounds  that  "data  needed 
to  make  these  adjustments  are  not 
available."  But  these  crucial  flaws  in 
the  study  were  not  revealed  to  the 
gullible  media. 

An  additional  source  of  misleading 
statistics  is  that  data  are  often  com- 
piled and  presented  in  terms  of  "fam- 
ily income"  or  "household  income." 
But  one  of  the  reasons  some  families 
earn  more  than  others  is  that  some 
families  contain  more  people,  bring- 
ing home  more  paychecks.  When  a 
larger  number  of  people  earn  a  larger 
amount  of  money,  that  may  be  a 
statistical  disparity  without  being  a 
social  "inequity"  requiring  the  gov- 
ernment to  play  Robin  Hood. 

A  more  flmdamental  problem  with 
glib  discussions  of  "the  rich"  and 
"the  poor"  is  that  income  bracket 
statistics  refer  to  an  ever-changing 
mix  of  individuals.  A  longitudinal 
study  at  the  University  of  Michigan 
found  that  nearly  half  the  families  who 
were  in  the  bottom  20%  in  income 
one  year  were  not  there  seven  years 
later.  Neither  did  most  families  in  the 
top  20%  remain  there  throughout  the 
period  studied.  Those  who  were  per- 


sistently poor — who  were  in  the  bot- 
tom 20%  in  income  for  at  least  eight 
out  of  ten  years — constituted  less 
than  3%  of  the  population  of  the  U.S. 

Although  political  discussions 
abound  with  talk  about  the  rich  and 
the  poor,  both  groups  put  together 
are  probably  no  more  than  10%  of  the 
population.  But  they  are  the  ideologi- 
cal tail  that  wags  the  dog,  as  policies 
are  debated  in  terms  of  their  pre- 
sumed effects  on  these  two  small 
groups,  rather  than  the  other  90%  of 
the  American  people. 

Income  distribution  statistics  are 
typically  an  instantaneous  picture  of  a 
process  constantly  in  flux,  as  individ- 
uals move  from  bracket  to  bracket 
over  a  lifetime.  Many  of  those  in  the 
lower  brackets  are  young  adults  who 
are  the  children  of  those  in  higher 
brackets.  Ideology  translates  these 
statistics  into  difttrent  social  classes 
called  "the  rich"  and  "the  poor." 

Fortunately  for  this  country,  peo- 
ple are  not  born  into  the  world  with 
a  little  "R"  or  "P"  on  their  fore- 
heads, marking  them  as  rich  or  poor 
for  life.  Unfortunately,  too  many 
intellectuals  and  politicians  talk  as  if 
they  were.  ^M 


M*K 


For  the  price 

ofoneAViiON7000 
you  can  save  $4,000,000 
(now  thatk  a  lot  of  pizza!) 

Compared  to  a  huge  $4,100,000  mainframe,  the  new  AViiON  7000 
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array  technology 
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cost-effective,  fault 
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UNIX-based  systems  support  the  leading  databases, 
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So  if  you  want  to  go  easy  on  your  budget,  call 
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UP  &  COMEKS 


In  the  rough-and-tumble  insurance  business,  this  little 
Texas  outfit  has  carved  out  a  nice  little  niche  for  itself. 

^^Be  patient  and 
don't  get  greedy'^ 


By  Carolyn  T.  Geer 

JosHPH  Macchia's  Gainsco,  Inc.  is 
something  of  an  ugly  duckling  in  the 
insurance  business.  The  little  Fort 
Worth-based  insurer  writes  coverage 
on  used-car  dealerships,  on  big  rigs 
for  independent  truckers  and  on  pick- 
up trucks  for  plumbers.  It  recently 
picked  up  the  liability'  coverage  on  a 
weeklong  senior  citizens'  Olympics 
held  in  Pottsville,  Pa.  and  will  insure  a 
saltwater  "fishing  rodeo"  in  Coco- 
drie,  La.  later  this  month.  If  it 
breathes,  Macchia  will  get  you  insur- 
ance on  it. 

It  pays.  Last  year,  while  property/ 
casualty  insurers  lost  an  average  of  8 
cents  on  every  premium  dollar, 
Gainsco  earned  15  cents  on  every 
dollar.  The  company  netted  $6.6  mil- 
lion on  revenues  of  $48  million. 

Because  it  insures  risks  nobody  else 
wants — be  they  too  small,  too  risky  or 
simply  too  esoteric  for  bigger  com- 
petitors— Gainsco  gets  premium  pre- 
miums. And  it  invests  those  premiums 
ver)'  conservatively.  Says  Bronx-born 
Macchia,  56,  a  milkman's  son:  "'My 
father  always  told  me,  'Never  gamble 
unless  you  can  afford  to  lose.'  " 

Macchia,  who  peppers  his  conver- 
sation with  corny  aphorisms  like  "A 
promise  made  is  a  debt  unpaid"  and 
"Give  a  fijll  day's  work  for  a  flill  day's 
pay"  seems  a  bit  like  an  Italian-Ameri- 
can version  of  Andy  Hardy.  After 
working  his  way  through  Fairfield 
University  in  Connecticut,  graduat- 
ing in  1957,  Macchia  did  a  stint  in  the 
Marine  Corps  and  then  went  to  work 
as  a  salesman  for  Liberty  Mutual  In- 
surance and  later  as  an  executive  at  a 
series  of  insurance  firms.  In  1975  he 
was  hired  to  turn  around  an  insolvent 
little  Fort  Worth  auto  insurer  called 
Early  American  Insurance  Co.,  Inc. 
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Macchia  moved  the  company  out 
of  the  highly  regulated,  highly  com- 
petitive personal  auto  insurance  busi- 
ness and  refocused  it  on  specialty 
lines,  catering  mostly  to  small  busi- 
nesses: commercial  auto  for  contrac- 
tors, general  liability  for  dry  cleaners 
and  convenience  stores,  and  fire  and 
theft  coverage  for  used-car  and  mo- 
bile home  dealers.  Within  18  months 
Early  American — which  was  $3.5  mil- 
lion in  the  hole  when  Macchia  came 
ab(xtrci — started  to  earn  a  profit. 

Encouraged  by  his  success,  Mac- 
chia decided  to  start  his  own  insur- 
ance company,  using  the  Early  Ameri- 
can strategy.  In  1978  he  borrowed 
$500,000  from  a  bank,  rented  an 
office,  set  up  a  card  table  and  three 
folding  chairs,  and  was  soon  in  busi- 
ness selling  his  specialty  policies 
through  wholesale  insurance  distrib- 
utors. They,  in  turn,  marketed  the 
policies  through  retail  agents.  When  a 
policy  was  written,  Macchia  would 
turn  around  and  sell  it  off  to  a  reinsur- 
er, pocketing  a  small  commission. 

There  wasn't  much  money  in  that: 
The  reinsurers  weren't  about  to  give 
their  product  away.  Macchia  rightly 
decided  that  to  make  money  Gainsco 
would  have  to  retain  some  of  the 
underwriting  risk  itself. 

For  that  it  needed  capital.  So  in 
1979  Macchia  sold  70%  of  the  compa- 
ny to  a  Minneapolis-based  investor 
group  for  $2.5  million.  Macchia  says 
giving  up  so  much  equity  was  difficult 
but  necessarv.  "Before,"  he  says,  "we 
owned  100%  of  a  $500,000  debt. 
When  the  deal  was  done,  we  owned 
30%  of  a  company  with  $2.5  million 
in  capital." 

The  capital  reserves  enabled  Mac- 
chia to  move  fi.irther  back  into  the 


Gainsco 
Chief  Executive 
Joseph  Macchia 
If  it  breathes, 
he'll  get  you 
insurance  on  it. 


insurance  chain.  Now  he  could  shoul- 
der some  of  the  risk  himself,  and  he 
began  to  reinsure  just  70%,  as  against 
100%  formerly.  Gainsco  would  keep 
30  cents  of  every  premium  dollar  and 
sell  the  other  70,  cents  to  a  reinsurer, 
pocketing  a  25%-to-30%  commission 
on  it.  That  meant  Gainsco  effectively 
retained  closer  to  50%  of  every  premi- 
um dollar  and  only  30%  of  the  risk. 

In  1986  Gainsco  sold  1.25  million 
in  new  shares,  or  25%  of  the  company, 
to  the  public  for  $8  million.  It  needed 
the  money  to  handle  the  expanding 
business.  To  improve  liquidity, 
Gainsco  gradually  doubled  the  num- 
ber of  its  shares  through  a  series  of 
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stock  dividends.  Gainsco's  10  inillion 
American  Stock  Exchange-traded 
shares  have  since  risen  from  a  split- 
adjusted  3V'2,  to  a  recent  lOVs — 11 
times  expected  1991  earnings.  Mac- 
chia's  stake,  now  down  to  13%,  is 
worth  $13  million. 

As  Gainsco's  capital  base  grew, 
Macchia  steadily  decreased  the 
amount  of  risk  he  laid  off"  to  the 
reinsurers,  thereby  capturing  more  of 
the  underwriting  profit.  Today, 
Gainsco  sells  off  only  small  pieces  of 
its  policy  risk  to  reinsurers. 

Because  it  takes  on  hard-to-judge 
risks,  Gainsco,  which  now  writes  poli- 
cies in  48  states,  continues  to  get 


premium  premiums.  The  average  an- 
nual Gainsco  premium  is  $2,600,  ver- 
sus about  $1,400  for  the  same  size 
policy  with  a  more  mainstream  risk. 
Granted,  35  cents  of  every  premium 
dollar  goes  to  expenses — basically 
agent  commissions  and  risk  assess- 
ment— while  the  industry  averages 
only  26  cents. 

But  unlike  some  other  insurance 
companies,  Gainsco  doesn't  try  to 
make  up  for  high  expenses  by  reach- 
ing for  return  when  it  invests  its  re- 
serves. There's  nary  a  junk  bond  in  the 
portfolio. 

Instead  Gainsco's  high  expense  ra- 
tio is  more  than  balanced  by  its  low 


claims.  Because  it  has  accumulated 
experience  in  some  esoteric  fields — 
used-car  lots,  dry  cleaners  and  the 
like — it  can  gauge  the  risks  there  more 
closely  than  can  mainstream  insur- 
ance companies.  Over  the  past  five 
years  the  company's  loss  ratio — the 
amount  paid  out  in  claims — has  aver- 
aged about  45  cents  on  the  premium 
dollar.  The  average  for  the  property 
and  casualty  industry,  by  contrast,  has 
been  over  80  cents. 

"You  don't  have  to  be  a  rocket 
scientist  to  do  what  we  do,"  Macchia 
says.  "All  you  have  to  do  is  exercise 
discipline,  not  get  greedy  and  be  pa- 
tient as  hell."  ^ 
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UP  &  COMERS 


While  enviros  quack  and  flail 
about  compact  disc  packaging, 
little  Lift  Discplay  offers  a  solution. 

Waste  treatment 


By  Peter  Newcomb 


Lift  Discplay's 
Otto  Schubert  Jr. 
While  politicians 
and  rock  stars  talk 
about  problems, 
entrepreneurial 
firms  like  Lift  are 
busy  coming  up 
with  remedies. 


Market  SOLUTIONS  to  business  prob- 
lems are  almost  always  preferable  to 
government-imposed  remedies.  The 
owner  of  a  small  fixture  distributing 
company.  Lift  Discplay,  Inc.,  thinks 
he  can  solve  the  waste  problem  creat- 
ed by  compact  disc  packaging  better 
than  Congress  can. 

The  flap  is  over  the  6-by- 12-inch 
paperboard  wrapper — known  in  the 
trade  as  the  "longbox" — that  encases 
the  flat  plastic  box  (the  "jewel  box") 
that  contains  the  compact  disc.  The 
longbox  makes  it  easy  for  record  re- 
tailers to  display  discs  in  racks  that 
once  held  record  albums,  and  cuts 
down  on  theft. 

But  the  286  million  CDs  sold  in  the 
U.S.  last  year  also  generated  over 
12,000  tons  of  paperboard  waste. 
The  environmentalists  are  lobbying 
Congress  to  do  something  about  the 
waste.  Representative  Al  Swift 
(D-Wash.),  an  avid  buyer  of  recorded 


music,  chairs  the  Committee  on  En- 
ergy &  Commerce's  Subcommittee 
on  Transportation  &  Hazardous  Ma- 
terials; he  has  held  hearings  on  the 
packaging  matter  and  invited  record- 
ing celebrities  to  appear. 

Is  this  a  good  use  of  taxpayers' 
money  .>  Otto  Schubert  Jr.,  31, 
doesn't  think  so.  Based  in  Edgewater, 
N.J.,  across  the  Hudson  from  Man- 
hattan, Schubert  is  president  of  Lift 
Discplay.  He  got  his  start  working  for 
his  father,  now  61,  who  runs  the 
family-owned  fixture  manufacturing 
company  in  Austria,  Lift  Verkaufsge- 
raete.  Otto  Sr.  had  built  a  sturdy  litde 
business  making  custom  display  racks 
for  bookshops,  tobacconists  and  oth- 
er specialty  stores.  Young  Schubert 
started  designing  racks  for  his  father 
straight  out  of  college. 

Then  came  the  compact  disc.  Sens- 
ing an  opportunity.  Otto  Jr.  and  his 
father  designed  a  display  rack,  which 


they  showed  to  marketing  executives 
at  Dutch  electronics  and  recorded 
music  giant  N.V.  Philips,  which  in- 
vented the  compact  disc.  Philips  exec- 
utives liked  Schubert's  racks  and  en- 
couraged retailers  to  use  them.  Since 
entering  the  market  in  1982,  Lift 
Verkaufsgeraete  has  captured  about 
65%  of  the  CD  display  market  in  West- 
ern Europe — worth  about  $25  mil- 
lion last  year. 

In  1985  Otto  Jr.  took  aim  at  the 
U.S.  market.  He  set  up  Lift  Discplay 
as  an  independent  distributor  for  his 
father's  company.  Since  then  Lift 
Discplay  has  managed  to  put  its 
racks — which  cost  $25,000  to 
$35,000  for  a  2, 000 -square -foot 
store — in  about  300  independents 
American  music  stores  and  the  music 
sections  of  184  Youngstown,  Ohio- 
based  Phar-Mor  drugstores.  Lift 
Discplay's  sales  last  year  reached  $5 
million. 

Now  young  Schubert  hopes  the 
longbox  wastage  problem  will  give  his 
racks  entree  into  big  music  chains  like 
Musicland,  Trans  World  Music  Corp. 
and  Tower  Records,  which  together 
control  about  20%  of  the  record- 
retailing  business.  And  it  might.  Lift 
Discplay's  aluminum-and-steel  dis- 
play rack  functions  like  a  large  com- 
pact disc  card  file.  The  jewel  box  is 
placed  in  an  individual  slot,  making  it 
easy  for  the  music  fans  to  flip  through 
selections  one  at  a  time.  Thus  Schu- 
bert's racks  display  the  discs  without 
longboxes,  which  nearly  everyone 
agrees  are  on  the  way  out. 

Unfortunately,  the  Lift  design 
doesn't  address  larger  retailers'  big- 
gest worry:  shrinkage.  Even  with  the 
longbox  packaging  format,  CDs  disap- 
pear from  shelves  more  often  than 
records  or  cassettes.  Most  retailers 
using  Lift  displays  opt  to  stock  their 
racks  with  empty  jewel  boxes;  the 
plastic  case  is  filled  when  a  customer 
brings  it  to  the  checkout  counter. 

Others,  like  Russ  Solomon,  foun- 
der/owner of  the  65-store  Tower 
Records  chain,  have  invested  substan- 
tial amounts  in  electronic  theft  detec- 
tion systems.  Though  Solomon  has 
yet  to  abandon  longboxes  here,  his 
large  London  store  already  sells  com- 
pact discs  without  them.  The  market, 
in  short,  is  far  ahead  of  the  politicians 
in  addressing  the  music  industry's 
paper  wastage  problem.  ■■ 
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Regarded  as  a  paragon  of  good  airline  management, 
even  SAS  is  now  in  the  red.  Don't  count  it  out; 
the  quality  is  still  there. 

Moment  of  truth 


By  John  Marcom  Jr. 

When  AN  executive's  autobiography 
becomes  a  bestseller,  the  author  is 
probably  destined  to  fall  ofFhis  pedes- 
tal. Jan  Carlzon  fell  with  a  bump. 
Carlzon,  50,  is  justly  famed  for  his 
leadership  of  Scandinavian  Airlines 
System.  His  book.  Moments  of  Truth, 
published  in  1987,  chronicled  how  he 
turned  around  SAS  with  service  inno- 
vations that  have  been  widely  copied 
by  other  airlines. 

Bump.  Last  year  SAS  posted  a  pretax 
loss  of  $120  million,  after  writeoffs 
and  extraordinary  charges,  on  reve- 
nue of  about  $5  billion.  Carlzon  con- 
cedes that  1991  is  also  going  to  be  "a 
lost  year." 

What  went  wrong?  Fuel  costs 
jumped,  business  slumped  and  a  cou- 
ple of  investments  went  badly  awry. 


But  competitors  aren't  counting 
Carlzon  out.  Half  owned  by  public 
shareholders  and  half  by  the  govern- 
ments of  Sweden,  Denmark  and  Nor- 
way, SAS  has  long  been  run  as  a  pri- 
vate-sector company  and  Carlzon  has 
no  intention  of  crying  for  govern- 
ment help  now — that  would  contra- 
dict principles  in  his  book  and  dear  to 
his  heart. 

Carlzon,  instead,  is  doing  what  any 
good  private -sector  boss  would  do 
when  faced  with  a  profit  squeeze: 
attacking  costs.  There  are  a  growing 
number  of  empty  offices  at  SAS' 
gleaming  headquarters  on  the  north- 
ern edge  of  Stockholm,  the  result  of 
an  urgent  drive  to  pare  3,500  jobs 
from  a  total  head  count  of  41,000. 
This  and  other  cost  savings,  targeted 


LEFT: 

SAS  President 
Jan  Carlzon 

BELOW: 
An  SAS  hotel 
in  Brussels 
Linking  hotels 
and  airports 
for  "seamless" 
business 
travel. 


at  nearly  $500  million  annually, 
should  help  the  profit  outlook  consid- 
erably in  1992  and  beyond. 

"We  should  have  done  that  any- 
how," says  Carlzon.  Why  didn't  he? 
"We  have  been  in  a  regulated,  almost 
monopolistic  business,"  Carlzon  re- 
plies. "It's  been  as  difficult  for  us  to 
change  as  for  the  post  office  or  the 
railway." 

Slowly  but  inexorably,  airline  de- 
regulation is  spreading  from  the  U.S. 
to  the  rest  of  the  world.  Carlzon  now 
counts  at  least  half  a  dozen  U.S.  carri- 
ers, most  of  them  larger  than  SAS, 
flying  between  Scandinavia  and 
America;  a  decade  ago  there  was  just 
one.  Northwest. 

Sweden  remains  an  expensive  place 
to  base  an  airline:  Flight  attendants 
cost  SAS  about  $55,000  a  year  after 
high  social  security  charges.  The  air- 
line figures  labor  accounts  for  35%  of 
costs,  versus  12%  for  a  top  Southeast 
Asian  airline  such  as  Singapore. 

A  bigger  problem  involves  size  and 
route  structure.  To  survive  today  air- 
lines need  to  be  able  to  offer  travelers 
frequent  nonstop  or  one-stop  service. 
One  way  to  achieve  this  is  through 
merger  or  acquisition.  Another  is 
through  strategic  alliances.  Outbid  by 
British  Airways  in  1987  when  he  tried 
to  buy  British  Caledonian  Airways, 
Carlzon  decided  to  "network,"  pur- 
suing joint  ventures,  minority  invest- 
ments and  cooperation  agreements 
with  such  airlines  as  Finnair,  All  Nip- 
pon Airways  of  Japan  and  South 
America's  LanChile. 

Carlzon's  choice  of  a  U.S.  partner 
was  beleaguered  Continental  Air- 
lines. Why  such  a  sick  partner?  Carl- 
zon saw  in  Continental's  new  termi- 
nal at  Newark  Airport  an  ideal  transfer 
point  for  SAS  passengers  to  and  from 
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At  gm, 
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WE'RE  GETTING 

HIGH  MARKS 

IN  QUALITY 

FROM  THE  PEOPLE 

WE  CARE  ABOUT 


MOST 


')') 


Our  customers  are  the  people  we 
care  about  most. 

So  it's  very  gratifying  to  learn  that 
after  thousands  of  miles  of  driving, 
95%  of  our  newest  customers  would 
recommend  a  Chevrolet,  Pontiac, 
Oldsmobile,  Buick,  Cadillac  or  CMC 
■LLH.liij||J:l.iiMm'iJ!iiMHJ!U!iiiiiJii«  Truck  to  a 

friend.' 

Since 
satisfying 
our  cus- 
tomers is 
GM's  very 
definition  of  quality,  we  take  this  as  a 
sure  sign  we're  delivering  it. 

QUALITY  PAYS 

We've  learned  over  the  years  that 
the  more  quality  we  deliver  to  our 
customers,  the  more  satisfied  they 
become. 

That's  borne  out  by  the  results  of 
our  national  customer  satisfaction 
soidy. 


In  the  past  six  years,  as  we  intro- 
duced more  and  more  new  cars  and 
trucks  redesigned  and  engineered  for 
quality,  our  customer  satisfaction 


Electrical  systems.  Braking  syste 
Emission  controls 

And  we  don't  ever  plan  to 
stop,  because  the  heart  of  qualit)l~- 


Today,  95%  of  our  new  owners 

would  recommend  a  GM  car 

or  truck  to  a  friend. 


10 


lii 


% 


steadily  increased. 

Today,  GM  has  99  new  redesigned 
and  engineered  models. 

That's  more  than  80%  of  our  cars 
and  50%  of  our  trucks.  No  wonder 
our  customer  satisfaction  ratings  are 
now  the  highest  in  our  history. 

And  this  year,  we'll  bring  out 
more  new  models  than  Ford,  Chrysler 
and  Toyota  combined. 

That's  not  just  new  looks. 
That's  new  substance. 

Quality  from  the  inside  out. 

In  engines.  Transmissions. 


continuous  improvement. 


ENGINES  YOU  CAN  COUNT 


Our  3800  V-6  engine  balanc 
power  emission  control  and  fuel 
economy  with  technological  adv 
such  as  counter- rotating  balance 
shafts,  electronic  engine  controls 
sequential-port  fuel  injection. 

Result:  No  U.S.  carmaker  bu 
better  six-cylinder  engines  than  t 
3800  V-6  offered  in  many  popul 
Pontiac,  Oldsmobile  and  Buick  m 

The  4.9-liter  V-8  engine  in 


lillac  is  unsurpassed  in  customer 
'sfaction  compared  with  any  Euro- 
tn  or  domestic  luxury  nameplate.' 


CLEANER  AIR 


Today,  it's  not  good  enough  to 
d  strong  performing  engines  that 
reliable  and  dependable. 
Today,  they  must  also  be  clean. 


have  proven  to  be  just  as  smooth  after 
100,000  miles  ot  grueling  taxi-Oeet 
testing  as  when  they  were  new. 

These  electronic  wizards  monitor 
a  dozen  different  car  and  atmospheric 
conditions  to  perform  quick,  smooth 
shifts  with  maximum  efficiency  and 
utmost  reliability— whether  you're 
driving  up  snow-packed  peaks  or 


GM  continues  to  work  vigorously 
minimize  emissions  in  all  of  our 
licles. 

'  So  it's  not  surpnsing  that  GM  has 
lowest  average  emissions  of  all 

'lencan  carmakers.' 

I   In  fact,  it  takes  rwenty-five  1991 
4  models  to  produce  the  same 
lount  of  emissions  as  it  took  one 

i  )del  to  produce  21  years  ago. 

j   In  air  quality,  it's  clear,  GM  has 

[jTie  of  age. 

TRANSMISSIONS: 
rOUGH,  SMART  AND  SMOOTH 

If  you  have  to  think  about  your 
nsmission,  something's  wrong. 

With  GM's  automatic  transmis- 
•ns,  there's  little  to  think  about. 
Uions  of  dnvers  have  found  them  to 
of  better  quality  and  more  trouble- 
e  than  all  domestics  and  many 
ports,  such  as  Honda  and  Mazda.' 
-j   And  GM's  state-of-the-art  elec- 
^ Tiically  controlled  transmissions 


through  heat-baked  deserts 
A  SURE  START 

The  first  sign  of  quality  is  a  sure  start. 

As  thousands  of  tests  have  proved, 
our  starting  power  is  99.9%  sure  every 
time  you  turn  the  key  on  your  new 
GM  car 

So  it  doesn't  matter  if  you're  in 
Maine  or  Mexico,  in  January  or  June, 
your  new  GM  car  or  truck  will  start. 

A  SAFE  STOP 

We  are  the  only  U.S.  carmaker  to 
design,  test  and  manufacture  brakes. 

We  design  and  test  brakes  to  high 
standards  for  lining  wear  and  fade- 
resistance. 

As  a  result,  owners  of  1991  GM 
cars  report  fewer  problems  with  their 
brakes  than  owners  of  Ford,  Chrysler, 
Nissan,  Mazda  or  Volvo.' 

And  GM  offers  more  cars  and 
trucks  with  anti-lock  brakes  as 
standard  equipment  than  any  other 
manufacturer  in  the  world. 

ALL  PICKUPS: 
REAR  ANTI-LOCK  BRAKES 

Today,  GM  offers  an  Anti-lock 
Braking  System  on  all  new  pickups. 

In  panic  stops,  this  patented  GM 
system  modulates  the  braking  action 
to  stop  you  faster  and  help  prevent 
your  pickup  from  skidding  out  of 
control— even  when  unloaded. 


It's  another  reason  why  no 
American  full-size  pickup  truck  is 
more  problem-free  than  full-size  pick- 
ups from  GMC  Truck. 

VALUE  DOWN  THE  ROAD 

Today,  you're  probably  planning 
to  keep  your  car  or  truck  longer  than 
you  did  in  the  past. 

That  makes  long-term  reliability 
and  dependability  more  important  to 
you  than  ever. 

According  to  thousands  of  con- 
sumers, no  U.S.  carmaker  has  built 
more  dependable  cars  over  the  past 
five  years  than  GM.' 

In  addition,  the  cars  and  trucks 
built  by  General  Motors  have  kept 
more  of  their  original  value,  on  aver- 
age, than  cars  and  trucks  made  by  any 
other  U.S.  maker  ^ 

WE  CARE  ABOUT  YOU 

Today,  there's  a  new  commitment 
to  quality  in  everything  we  do  at  GM. 
It's  a  genuine  caring  for  you  and  a 
spint  of  teamwork  that  pervades  our 


company— from  the  people  who  design 
our  cars  and  trucks  to  the  people  who 
build  them. 

We  invite 
you  to  see  for 
yourself  at  a 
Chevrolet, 


GM'S  PART  NERS  IN  QUAUTY 


Pontiac,  Oldsmobile,  Buick,  Cadillac 
or  GMC  Truck  dealer. 

1  1991  GM  Customer  Satisfaction  Survey 

2  Based  on  Mobile  Exhaust  Emissions  Standards 
for  passenger  vefiicles. 

3  Based  on  National  Automotive  Research 
Black  Book  for  ten  most  recent  available 
calendar  years 

Chevrolet,  Pontiac,  Oldsmobile,  Buick, 

Cadillac  and  GMC  Truck  are  trademarks  of 

the  General  Motors  Corporation 


lABK  OF  EXCELLENCE 


PUTTING  QUALITY 
ON  THE  ROAD 

Chevrolet     Pontiac     Oldsmobile 
Buick     Cadillac     GMC  Truck 


Scandinavian  Airlines 


un  inc  uubivci 


other  U.S.  cities.  SAS  moved  its  New 
York  flights  from  Kennedy  to  New- 
ark, and  in  1988  bought  a  small  stake 
in  Continental.  Last  summer  Carlzon 
pumped  another  $52  million  into  the 
U.S.  carrier,  of  which  SAS  now  owns 
an  18%  voting  stake. 

It  may  have  been  a  smart  move,  but 
the  timing  was  oft.  In  December  Con- 
tinental filed  for  Chapter  11  protec- 
tion. SAS  has  reserved  $120  million  to 
cover  the  possibility  that  the  airline 
won't  emerge  from  the  restructuring 
proceedings. 

Yet  despite  the  bad  timing,  the  deal 
is  already  helping  SAS.  With  just  one 
stop  at  Continental's  Newark  hub,  for 
example,  SAS  passengers  can  fly  daily 
between  Stockholm,  Oslo  or  Copen- 
hagen and  more  than  50  U.S.  cities. 
Through  a  similar  strategy'  of  partner- 
ships SAS  passengers  are  able  to  con- 
nect quickly  in  Zurich  for  networking 
partner  Swissair's  flights  to  Africa,  or 
in  Bangkok  for  partner  Thai's  flights 
to  Hong  Kong. 

SAS'  once  handsome  return  from 
hotels  has  dropped,  largely  because  of 
its  40%  stake  in  Inter-Continental 
Hotels,  owned  with  Japan's  Saison 
Group.  The  airline's  share  of  Inter- 
Continental's  losses  last  year  came  to 
$24  million. 

But  Carlzon  insists  the  hotels,  too, 
remain  an  essential  ingredient  in  his 
efforts  to  improve  SAS'  service.  SAS 
passengers  can  check  into  SAS  hotels  at 
counters  in  airport  baggage  claim 
areas,  take  SAS  limousines  into  town 
and  head  straight  for  their  rooms.  On 
the  morning  of  departure  they  check 
in  for  the  flight  at  an  SAS  desk  in  the 
hotel  lobby,  go  on  to  their  meetings, 
and  go  directly  to  a  special  lounge  in 
the  airport  boarding  areas.  The  idea, 
says  Carlzon,  is  "seamlessness" — to 
cut  time  wasted,  and  capture  more 
business-travel  revenue  for  SAS  at  each 
step  of  the  journey. 

The  stitches  still  show.  This  trav- 
eler's recent  flight  from  London  to 
Stockholm  arrived  55  minutes  late, 
and  the  SAS  shuttle  from  one  of  its 
downtown  Stockholm  hotels  to  the 
airport  failed  to  show  up  at  the  prom- 
ised time.  But  with  $1.8  billion  in 
liquid  fiinds  and  his  demonstrated 
capacity  for  smart  management,  Carl- 
zon should  soon  have  these  problems 
licked.  There  should  even  be  a  book 
sequel  in  it.  WM 


Urged  on  by  juicy  contingency  fees,  a  big  Wall  Street 
law  firm  is  suing  everyone  in  sight  on  behalf  of  the 
government's  busted  S&Lfund.  The  bill:  $50  million. 

High-yield 


lawyeirs 


By  Leslie  Spencer 

Get  this.  One  arm  of  the  federal 
government,  the  Securities  &  Ex- 
change Commission,  has  collected 
$750  million  for  settling  civil  claims 
alleging  securities  law  violations  by 
Michael  Milken  and  now  bankmpt 
Drexel  Burnham  Lambert. 

Another  arm,  the  Federal  Deposit 
Insurance  Corp.,  is  paying  New  York 
blue-chip  law  firm  Cravath  Swaine  & 
Moore  to,  among  other  things,  get  at 
some  of  that  money. 

The  s&i.  disaster  is  no  disaster  for 
lawyers.  Certainly  not  for  Cravath.  Its 
attorneys  will  be  paid  up  to  $600  an 
hour  to  get  as  much  as  they  can  out  of 
Milken,  other  former  Drexel  employ- 
ees and  the  Drexel  estate  to  help  pay 
for  the  savings  and  loan  bailout. 

It's  a  sweet  deal  for  Cravath,  which 
the  FDIC  has  hired  on  a  modified 
contingency  fee  basis.  Here's  how  the 
deal  works:  The  fdic  will  pay  a  Cra- 
vath team  of  at  least  25  lawyers  a 
"discount"  hourly  rate  of  $180  for 
associates  and  up  to  $300  for  senior 
partners  until  the  lawyers  collect  $200 
million  for  the  FDic,  at  which  point 
the  fee  rate  retroactively  increases  to 
$290  and  up  to  $600  an  hour. 

If  the  25  lawyers  and  15  paralegals 
work  10-hour  days,  5-day  weeks  and 
50-week  years  (a  conservative  esti- 
mate), the  bill  will  come  to  at  least 
$50  million.  That's  assuming  the 
FDic's  giant  class  action  complaint 
filed  in  January  goes  to  trial,  as  agreed, 
in  October  1992.  The  suit  demands 
$12  billion  in  damages  against  Mil- 
ken, his  brother  Lowell,  former  col- 
leagues and  over  400  of  the  Drexel 
employee  partnerships.  For  what?  Es- 
sentially for  their  role  in  creating  the 
junk  bond  market  wherein  some  S&Ls 


lost  money. 

The  $50  million  fee  estimate  does 
not  include  Cravath's  expenses,  also 
billed  to  the  FDic,  or  the  cost  of  some 
35  more  lawyers  from  three  other 
New  York  law  firms — Thacher  Prof- 
fitt  &  Wood,  Duker  &  Barrett,  and 
Davis,  Markel  &  Edwards — hired  by 
the  FDIC  on  a  standard  hourly  basis  to 
help  Cravath  out  on  the  case. 

Theoretically,  in  a  contingency  fee 
suit,  for  a  lawyer  to  get  paid  he  has  two 
fights:  to  convince  a  judge  or  jury  of 
the  merits  of  the  case,  and  to  deter- 
mine the  damages.  For  Cravath  to 
receive  the  premium  rate  for  its  work 
on  FDIC  V.  Milken  et  al.,  neither  is 
necessary.  The  FDlc's  take  from  the 
recent  Drexel  bankruptcy  agreement 
counts  toward  the  $200  million  Cra- 
vath needs  to  raise  in  order  to  earn  the 
higher  rate. 

The  firm's  top  litigators,  Thomas 
Barr  and  David  Boies,  were  key  play- 
ers in  Drexel's  agreement  to  carve  up 
its  $2.6  billion  estate  among  fixed 
creditors  and  thousands  of  securities 
claimants.  Of  this  money,  the  FDic  has 
announced  it  will  get  "several  hun- 
dred million  dollars"  if  the  court  ap- 
proves the  deal  this  summer.  As  soon 
as  the  cash  is  handed  over,  which 
should  start  early  next  year,  Cravath 
can  retroactively  charge  its  premium 
rate — without  having  had  to  win  any 
case  at  all. 

Perhaps  embarrassed  by  this  revela- 
tion, FDIC  general  counsel  Alfred 
Byrne  is  now  claiming  that  Cravath 
needs  to  produce  a  second  $200  mil- 
lion before  it  can  collect  its  premium 
rate  on  the  litigation  against  Milken 
and  the  employee  partnerships.  Cra- 
vath partners  were  surprised  to  hear 
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that.  Says  the  firm's  Joseph  MuUins: 
"It  never  occurred  to  me  to  read  it 
that  way."  Cravath  isn't  sending  sepa- 
rate bills  for  its  Drexel  bankruptcy 
work  and  its  work  against  Milken. 

Either  way,  Cravath  should  be  able 
to  raise  a  second  $200  million  with- 
out having  to  worry  about  winning 
the  FDic  case  against  Milken.  The 
team's  strategy  is  to  persuade  as  many 
named  defendants  as  possible  to  set- 
de.  Drexel's  former  top  salesman, 
James  Dahl,  has  already  agreed  to 
relinquish  90%  of  his  partnership 
share,  which  his  lawyer  Steven  An- 
drews says  is  worth  between  $5  mil- 
lion and  $10  million,  and  seveial  oth- 
er named  defendants  have  offered  to 
buy  their  way  out  of  the  case.  Former 
Drexel  employees  not  named  in  the 
case  could  be  writing  checks,  too:  18 
of  them  recendy  received  a  heavy- 
handed  letter  from  MuUins  and  an- 
other attorney  threatening  that  they 
could  become  targets  for  lawsuits  if 
they  don't  cooperate. 

The  more  defendants  cave  in  before 
trial,  the  better  for  Cravath,  because  it 
will  have  a  difficult  case  to  prove.  The 
complaint  claims  that  Milken  and  his 
fellow  conspirators  defrauded  44  s&Ls 
through  a  vast  scheme  to  rig  the  junk 
bond  market.  A  network  of  Drexel 


employee  partnerships,  for  example, 
was  allegedly  used  to  create  an  artifi- 
cial demand  for  junk  bonds,  enabling 
Milken  to  coerce  and  bribe  s&L  execu- 
tives into  billions  of  dollars  of  un- 
sound junk  deals. 

Showing  how  Drexel  employee 
partnerships  ardficially  propped  up 
the  junk  bond  market  is  critical  to  the 
FDIC  case.  It  will  be  a  tough  sell.  An 
attorney  representing  some  of  the 
partnerships,  Daniel  Murdock  of 
New  York's  Donovan  Leisure,  says 
that  the  partnerships'  trading  records 
Cravath  is  now  poring  over  will  disap- 
point. Partnerships  bought  "an  in- 
finitesimal percentage"  of  the  total 
volume  invested  in  Drexel  junk  bonds 
by  all  Drexel's  customers.  And  since  at 
least  a  dozen  other  firms  underwrote 
hundreds  of  junk  bond  issues  in  which 
Drexel  played  no  part,  Cravath's  job  is 
even  harder.  It  will  somehow  have  to 
prove  that  Milken  and  Drexel  are 
responsible  for  losses  people  suffered 
in  other  brokers'  junk  deals. 

Another  hurdle  will  be  to  prove 
that  s&L  executives  weren't  aware  of 
the  inherent  risks  of  junk  bonds.  And 
the  blame  for  the  s&Ls'  junk  bond 
losses  can't  be  pinned  primarily  on 
Milken,  as  Barr  insists  it  can.  Govern- 
ment   regulation    passed    in    1989 


forced  s&Ls  to  sell  off  their  junk  port- 
folios, hammering  prices. 

So  in  case  the  approach  in  hdic  v. 
Milken  doesn't  work,  Barr  and  Boies 
are  masterminding  difTerent  plans  of 
attack.  They  will  file  more  cases 
against  Milken  and  his  brother,  this 
time  on  behalf  of  Drexel,  claiming 
breach  of  fiduciary  duty.  Still  others 
may  be  filed  against  companies  that 
issued  Drexel-underwritten  bonds. 

But  will  Cravath  sue  Cravath?  The 
law  firm  represented  either  under- 
writers or  issuers  in  74  junk  bond 
transactions,  worth  $12.7  billion, 
throughout  the  1980s.  Its  most 
prominent  client  was  Campeau 
Corp.,  which  Cravath  represented 
during  the  company's  disastrous  pur- 
chases of  the  Alhed  and  Federated 
department  store  chains.  Those  deals 
will  likely  cost  bondholders  hundreds 
of  millions. 

Take  the  case  of  Bensalem,  Pa.- 
based  Edgcomb  Metals  Co.  Edg- 
comb's  $138  million  Drexel-under- 
written issue  was  dated  August  1989, 
alrtiost  three  years  afi:er  Drexel  inves- 
tigations had  become  front-page 
news  and  long  after  Milken  was  out  of 
business.  It  was  approved  by  Drexel's 
special  counsel  on  the  deal — Cravath 
Swaine  &  Moore.  ■■ 
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Once  upon  a  time, 

airplay  was  the  only  way  to  break  in 

a  new  musical  act.  No  longer. 

I  heard  it  at  the 
irecoird  store 


By  Peter  Newcomb 

How  DO  YOU  market  a  new  musical 
act?  For  years,  the  record  industry  has 
had  its  own  twist  on  the  classic  real 
estate  formula:  radio,  radio,  radio. 
The  stories  of  how  record  promoters 
wheedled,  connived  and  worse  to  get 
airplay  for  their  acts  are  legendary. 
Failure  to  get  a  song  on  radio  playlists 
has  usually  meant  poor  sales. 

How  then  to  explain  Yannii"  The 
Greek- born  musician  was  part  of  a 
forgettable  rock  band  called  Chame- 
leon, which  got  virtually  no  radio 
exposure.  But  buyers  for  the  giant 
Musicland  record  store  chain  liked 
Yanni's  latest  solo  effort — the  kind  of 
aimless,  cosmic  synthesizer  noodling 
known  as  New  Age  music.  They 
thought  Yanni  showed  promise. 

With  its  1,000  stores  nationwide, 
Musicland,  the  country's  largest  rec- 
ord chain,  took  Yanni's  marketing 
into  its  own  hands — radio  be 
damned.  Musicland  stores  featured 
in-store  appearances  by  Yanni, 
stocked  up  heavily  on  his  discs  and 
flogged  the  performer  themselves. 
"He's  done  very  well  since  then,"  says 
Musicland  Group,  Inc.  Chief  Execu- 
tive Jack  Eugster.  Album  sales.'  A 
staggering  900,000  copies — and  you 
still  won't  hear  Yanni  very  much  on 
the  radio. 

Radio  remains  the  most  powerfijl 
means  of  exposing  musicians  to  rec- 
ord buyers,  who  shelled  out  $7.5 
billion  last  year  for  recorded  music. 
But  those  big  bucks  are  being  chan- 
neled into  fewer  and  fewer  hands. 
Radio  stations  air  a  limited  number  of 
hit  songs  over  and  over,  leaving  hardly 
any  time   for  the  little-known  act. 

The  odds  of  getting  a  new  music 
video  on  MTV  or  VH-1  aren't  much 


better.  On  any  given  week,  MTV  adds 
ten  new  videos  to  its  playlist  out  of  the 
60  or  so  they  might  receive.  A  new- 
comer has  almost  no  chance. 

This  doesn't  sit  well  with  the  record 
stores,  which  is  why  large  record 
chains  are  increasingly  assuming  mar- 
keting duties.  For  example,  in  1990 
Mariah  Carey  was  a  little-known  pop 
singer,  and  Columbia  Records  decid- 
ed to  court  record  retailers  and  the 
press  by  taking  her  on  a  nationwide 
promotional  tour.  Carey's  first  al- 
bum, called  simply  Mariah  Carey, 
later  hit  number  one  on  the  charts. 

Musicland,  which  also  owns  the 
Sam  Goody  and  Discount  Records 
chains,  is  perhaps  the  biggest  player  in 
this  new  game.  Musicland  stores  have 
already  played  host  to  proven  acts  like 
Prince,  Luciano  Pavarotti  and  Barry 
Manilow.  But  the  real  benefits  of  the 
in-store  appearance  have  come  with 
newer  performers  like  pop  crooner 
Michael  Bolton  and  jazz  singer  and 
pianist  Harry  Connick  Jr. 

The  in-store  performance  has  an- 
other key  benefit.  Like  a  department 
store  appearance  by  a  celebrity  hawk- 
ing his  or  her  perfiame,  live  acts  in 
record  stores  can  juice  up  the  store's 
sales  force.  "If  you  have  the  stock 
clerks  really  into  the  artist  because 
they  saw  the  show  and  loved  it,  you'll 
be  surprised  how  many  records  you'll 
move  on  their  recommendation," 
gushes  Ron  Fierstein,  president  of 
AGF  Entertainment  Ltd.,  a  New  York- 
based  talent  agency. 

Store  appearances  certainly  helped 
folk  warbler  Suzanne  Vega,  a  Fier- 
stein client.  She  started  as  an  anony- 
mous toiler  in  New  York  City's  down- 
town club  scene,  but  her  last  album. 


..^K.lt' 


Days  of  Open  Hand,  sold  nearly  1 
million  copies. 

Musicland's  Eugster  has  strict  rules 
about  who  he  books  for  his  record 
stores.  Musicland  steers  clear  of  rau- 
cous acts  who  might  draw  huge,  un- 
ruly crowds.  And  there's  plent)'  in  it 
for  the  store:  The  performer  works  for 
free,  the  only  payoff  being  the  extra 
sales  his  or  her  appearance  generates. 

In-store  performances  started  out 
humbly  enough — a   microphone,  a 
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Special  FX,  a  jazz  group,  performing  at  an  HMV  record  store  in  New  York 
Bypassing  radio  and  marketing  new  acts  where  the  records  are  sold. 


simple  amplifier  and  some  unassum- 
ing strumming.  These  days  an  in- 
store  concert  can  rival  a  commercial 
one  for  slickness.  London-based  HMV 
Music  Superstores  has  a  permanent 
stage  in  its  mammoth  40,000-square- 
foot  store  on  Manhattan's  Upper  East 
Side,  which  opened  in  November. 
The  setup  includes  stage  lights,  a 
state-of-the-art  mixing  board  and,  a 
full  public  address  system.  Peter 
Herd,  vice  president  of  marketing  for 


HMV,  gets  20  to  30  calls  a  month  from 
record  companies  and  agents  who 
want  to  showcase  their  performers. 
"The  most  important  thing  about 
buying  music  is  hearing  it,"  Herd 
says.  "The  more  music  people  hear, 
the  more  people  will  buy."  HMV  goes 
a  step  further  by  providing  listening 
posts  so  customers  can  hear  a  record- 
ing before  they  buy  it. 

Of  course,  staging  live  shows  can 
bring  headaches,  too.  Tower  Records 


President  Russ  Solomon  (Forbes, 
Oct.  22,  1990)  booked  heavy-metal 
band  Bon  Jovi  in  his  Piccadilly  Square 
store  in  London.  The  concert  pro- 
voked a  melee  by  crazed  fans,  and  the 
police  closed  the  show.  At  the  other 
end  of  the  spectrum  are  embarrassing 
flops  by  unknowns.  Ron  Fierstein 
booked  his  client,  pop  singer  Shawn 
Colvin,  into  a  small  independent  re- 
cord store.  Colvin  played  to  an  audi- 
ence of  six.  IH 
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America  needs  a  public  computer  network. 
Internet  could  fill  the  role,  if  some  way 
can  be  found  to  tame  the  beast. 

Civilizing 
Internet 


By  David  Churbuck 

Any  telephone  user  in  the  devel- 
oped world  can  talk  to  any  other.  Not 
so  the  computer  users  of  the  world. 
The  closest  thing  they  have  to  a  uni- 
versal network  is  Internet,  and  it  has 
but  3  million  users  in  33  countries. 

Internet.^  Most  people  heard  about 
it  for  the  first  time  in  1988,  when 
Robert  Tappan  Morris  Jr.,  a  collegiate 
computer  hacker,  clogged  it  with  a 
devious  "worm"  program.  The  net- 


Model  for  a  universal  network? 


Canada 


work  he  brought  down  was  portrayed 
in  the  press  as  a  dark,  techie  labyrinth 
of  computer  scientists  who  could  un- 
derstand computer  commands  like 
GREP!  and  could  address  messages  to 
places  like  dbuck@well.sfca. us.  This 
image  is  not  far  off  the  mark.  John 
Perry  Barlow,  a  hackers'  advocate  (he 
is  cofounder  of  the  Electronic  Fron- 
tier Foundation)  and  Gratefiil  Dead 
lyricist,    describes    Internet's    com- 


Palo  Alto 


Source:  Merit  Network 


Internet's  existing  backbone  connects 
13  hubs  with  Ti  lines — modest 
data  pipelines  handling  a  mere 
1.5  million  bits  per  second. 
Plans  call  for  a  fall  upgrade 
to  Ts  lines  carrying  45  megabits. 


mands  as  a  "savage  user  interface." 

Internet  has  other  problems.  It  is  a  i 
communications  weakling,  capable 
now  of  moving  only  1.5  million  bits 
per  second  between  13  hub  cities. 
That  capability  is  expected  to  rise  to 
45  million  bits  by  this  fall,  which 
sounds  like  a  lot,  but  would  accom- 
modate only  two  color  television  sig- 
nals. Also,  Internet,  a  loose  affiliation 
of  private,  academic  and  government- 
supported  networks,  is  rather  anar- 
chic, without  a  single  owner  to  police 
its  lines  and  keep  it  running  smoothly. 

Yet  Internet  has  enormous  poten- 
tial. It  is  the  place  where  electronic 
mail  was  born,  and  from  it  have 
sprung  most  of  the  de  facto  computer 
networking  standards  used  commer- 
cially and  abroad.  If  Internet  fiilfilled 
the  computer  network  ideal,  comput- 
er users  the  world  over  could  send 
messages,  data  files,  pictures,  sound, 
software  and  video  clips  to  one  anoth- 
er, secure  in  the  knowledge  that  what 
they  sent  would  arrive  at  the  intended 
destinations. 

If  nothing  else,  a  truly  universal 
computer  network  would  cut  the  tele- 
phone, fax  and  postal  costs  of  its  users. 
That's  because  computerized  memos 
are  electronically  much  leaner  than 
voices  or  pictures.  In  theory,  you 
should  be  able  to  send  a  200-word 
memo  across  the  country  on  a  com- 
puter network  for  less  than  one  cent. 
If  you  pick  up  the  phone  instead  or 
use  a  29-cent  stamp,  it's  probably 
because  your  intended  recipient  isn't 
on  any  electronic  mail  system  you  can 
get  to  easily. 

Internet,  which  traces  its  origins  to 
a  network  set  up  in  1969  by  the 
Defense  Department,  runs  off  $20 
million  a  year  in  federal  subsidies  cov- 
ering a  high-speed  cross-country  link 
managed  by  the  National  Science 
Foundation  (see  chart).  Supposedly, 
not  anyone  can  tap  in.  Blatant  com- 
mercial traffic,  for  instance,  is  banned, 
although  defining  what  is  and  what  is 
not  commercial  these  days  is  not  easy. 
But  once  you  get  on  the  system, 
Internet  charges  you  nothing  for  the 
time  you  use.  The  only  cost  is  the 
mental  investment  involved  in  navi- 
gating blindly  through  a  network 
with  no  central  administrator  and  sev- 
eral disjointed  printed  manuals  that 
are  not  readily  available. 

Not  for  much  longer.  The  National 
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Mitch  Kapor,  founder  of  Lotus  Development,  On  Technology  and  the  Electronic  Frontier  Foundation 
Kapor  likes  the  free-wheeling,  noncommercial  flavor  of  Internet: 
"All  its  standards  are  there  because  they  worked,  not  because 
someone  stood  to  profit  from  them." 


Science  Foundation  wants  the  region- 
al networks  that  hang  oflf  of  its  back- 
bone to  start  planning  for  a  day  when 
the  government's  fijU  subsidy  of  the 
service  will  be  replaced  with  a  partial 
subsidy  only.  The  magic  word,  ac- 
cording to  Stephen  Wolflf,  director  of 
an  NSF  division  devoted  to  network- 
ing and  communications  research,  is 
privatization. 

Already  there  is  a  tinge  of  privatiza- 
tion— and  even  commercialization,  if 
you  will.  Where  once  the  only  way 
onto  Internet  was  through  a  college 
account  or  via  certain  research  institu- 
tions, today  anyone  with  a  computer 
and  modem  can  get  on  the  system  by 
paying  one  of  a  half-dozen  companies 
for  an  Internet  access  account.  For 
instance.  Software  Tool  &  Die,  in 
Brookline,  Mass.,  charges  $5  a  month 
plus  $2  an  hour  for  modem  access  to 
the  network.  Other  access  sellers  in- 
clude UUnet,  an  offshoot  of  a  seismic 
research  laboratory  in  Reston,  Va.; 
Cerfnet,  spun  oflF  from  a  General 
Atomic  contract  to  manage  the  San 
Diego  Computer  Center;  and  so  on. 


Demand  is  strong.  Those  college 
hackers  who  grew  to  love  Internet 
may  have  moved  on  to  the  real  world 
and  don't  want  to  give  up  their  aca- 
demic toy.  But  by  far  the  most  com- 
pelling reason  to  pay  for  access  to 
Internet  is  its  sheer  size.  There  is  a  far 
higher  chance  of  finding  an  electronic 
mailbox  there  than  on  any  purely 
private  network  such  as  MCl  Mail, 
AT&T  Easy  Link  or  CompuServe. 

"The  utility  of  a  network  increases 
as  the  number  of  users  increases,"  says 
Wolff  of  the  National  Science  Foun- 
dation. "The  phone  was  no  good  if 
you  could  only  call  three  people.  This 
is  a  vision  that  captivates  all  of  us  who 
work  with  it." 

The  visionaries  include  Lotus  De- 
velopment founder  Mitch  Kapor, 
who  foresees  a  world  in  which  Inter- 
net, connecting  millions  of  dissimilar 
computers,  becomes  the  prototype  of 
a  national  public  network.  But  a  lot 
has  to  be  overcome  before  that  nirva- 
na is  achieved.  For  starters,  there  is  no 
directory.  Telephone  users  dial  direc- 
tory assistance;  on  MCi  Mail,  a  com- 


puter will  attempt  to  find  a  match  for 
any  last  name  you  type  in.  On  Inter- 
net, you  have  to  know  the  address  of 
the  recipient  before  you  start. 

A  more  troubling  issue  is  who  will 
manage  the  network.  The  present 
grassroots  policing  is  fi.ill  of  flaws, 
particularly  security  flaws,  as  the  Mor- 
ris worm  so  graphically  demonstrated 
to  system  operators. 

"Internet  has  been  like  agar  in  a 
petri  dish  for  networking  technolo- 
gy," says  Geoflrey  Goodfellow,  a 
longtime  user  of  Internet  and  founder 
of  Anterior  Technology  in  Menlo 
Park,  Calif  "I'm  a  product  of  that 
incubator,  and  I'm  sure  there  will  be  a 
lot  more  commercial  applications  to 
come."  Anterior  Technology's  latest 
venture  is  electronic-mail  pagers, 
which  use  wide-area  paging  frequen- 
cies to  enable  users  to  read  their  elec- 
tronic mail  without  ever  tapping  into 
the  phone  system. 

The  potential  value  in  a  universal 
computer  network  is  evident.  What 
remains  to  be  seen  is  whether  Internet 
can  get  its  act  together.  ^M 
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Two  bottoi 


Recently,  Compaq  significantly 
'reduced  prices  on  its  most  popular 
personal  computers  and  PC  systems. 
This  will  have  a  tremendous  impact  on  your 
bottom  line.  And  not  because  of  cost  alone. 

Our  new  prices  mean  there's  nothing  now  standing  between  you 
and  the  high  performance  of  COMPAQ.  You  won't  have  to  make  do  with  a 
compromise  instead  of  the  COMPAQ  PC  you  want. 

Our  new  prices  also  mean  you  can  afford  to  let  all  your  users  work 
with  the  PCs  that  simply  work  better. 

COMPAQ  PCs  deliver  optimal  performance,  so  your  users  will  spend 
less  time  waiting.  And  more  time  working. 

Our  PCs  endure  relentless  reliability  tests,  so  downtime  is  reduced. 
And  as  we  all  know,  downtime  means  money. 

COMPAQ  PCs  also  offer  the  utmost  in  compatibility  So  you  can  spend 
your  time  working  on  business  issues,  not  computer  issues. 


COMPAQ,  Registered  U.S.  Patent  and  Trademark  Office,  ©  W]  Compaq  Computer  Corporation,  All  rights  reserved. 


line  reasons 
OOMMPC 


Finally,  COMPAQ  PCs  are  supported  by  one  of  the  best-trained  dealer 
networks  in  the  industry  Dealers  who  are  committed  to  giving  you  compre- 
hensive computing  solutions,  not  just  computers. 

From  the  beginning,  COMPAQ  PCs  have  delivered  the  performance, 
reliability  and  compatibility  you've  asked  for.  Now,  they  also  deliver  it 
more  affordably. 

All  this  .makes  quite  a  statement.  Especially  on  your  bottom  line. 

To  get  the  facts,  call  your  Authorized  COMPAQ  Computer  Dealer  for 
pricing  and  product  information.  Or  call  1-800-231-0900,  Operator  161,  and 
we'll  mail  you  our  new  suggested  resale  prices  and  the  location  of  the  dealer 
nearest  you.  In  Canada,  just  call  1-800-263-5868,  Operator  161. 
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COMPUTERS/COMMUNICATIONS 


The  glut  of  personal  computers  is  creating  big  problems 
in  the  treacherous  disk  drive  business.  Can  Seagate 
Technology's  Alan  Shugart  hang  on  once  more? 

The  sumvor 


By  Julie  Pitta 

How  SEVERE  is  the  personal  computer 
slump?  To  get  an  idea,  you  can  visit 
the  warehouses  of  Seagate  Technol- 
ogy (1990  sales,  $2.4  billion),  the 
largest  supplier  of  computer  disk 
drives,  where  inventories  are  piled  up 
to  the  rafters.  Sales  of  personal  com- 
puters are  flat,  but  Seagate's  inven- 
tories grew  by  21%  in  the  six  months 
ended  Mar.  30.  With  cash  in  short 
supply,  bills  are  going  unpaid:  Ac- 
counts payable  spiked  up  39%  in  the 
same  two-quarter  period.  The  Wall 
Street  Journal  recently  accused  Sea- 
gate of  withholding  from  securities 
analysts  the  fact  that  it  is  stretching 
out  payments  to  suppliers  as  much  as 
75  days. 

For  Seagate  Technology  cofounder 
and  chairman  Alan  Shugart,  his  firm's 
current  cash  squeeze  is  only  the  latest 
crisis  in  the  roller-coaster  disk  drive 


business.  "You  ride  the  roller  coaster 
by  hanging  on  real  tightly,"  says  the 
often  gruff,  60-year-old  Shugart.  "If 
you  loosen  your  grip,  it's  all  over." 

Like  the  semiconductor  business, 
the  disk  drive  business  is  characterized 
by  extreme  and  abrupt  swings.  Disk 
drive  manufacturers  quickly  build  up 
production  to  respond  to  demand 
from  their  customers,  the  computer 
makers. 

But  when  the  personal  computer 
market  is  glutted,  as  it  is  now,  orders 
for  disk  drives  suddenly  dry  up,  leav- 
ing disk  drive  makers  with  a  pile  of 
products  that  must  be  marked  down 
to  move.  Seagate's  stock  has  had  a 
roller-coaster  ride  of  its  own,  climb- 
ing to  a  peak  of  about  45  in  1987, 
plunging  as  low  as  5  over  the  last  12 
months,  and  most  recently  coasting  at 
just  under  10,  or  less  than  7  times 


Seagate's  Al  Shugart 

"Product  cycles  are  getting  shorter  and  shorter.  Now,  we  can't  afford  to  wait." 


estimated  earnings  for  the  fiscal  year 
ended  June  30. 

Shugart  has  seen  it  all  before.  Dur- 
ing the  summer  of  1984,  IBM  threat- 
ened to  shave  Seagate's  already  thin 
profit  margins  by  demanding  a  price 
reduction  from  the  supplier.  IBM 
could  well  afford  to  make  demands:  It 
was  Seagate's  largest  customer,  and  it 
had  started  to  make  its  own  disk 
drives,  a  move  that  threatened  to  wipe 
out  about  half  Seagate's  sales. 

Shugart  responded  decisively:  He 
moved  all  manufacturing  overseas  to 
Singapore.  That  vasdy  improved  pro- 
duction costs  but  forced  Shugart  to 
furlough  hundreds  at  Seagate's  Scotts 
Valley,  Calif  headquarters. 

"We  got  a  lot  of  bad  press  for  that,'" 
Shugart  recalls.  "But  if  we  hadn't 
done  it  we  would  have  lost  the  com- 
pany." A  raft  of  competitors  soon 
followed  Shugart's  lead. 

To  reduce  the  importance  of  any 
single  customer,  Shugart  altered  the 
company's  selling  strategy.  Seagate 
began  peddling  marked-down  disk 
drives  to  computer  resellers,  who  in- 
stalled them  in  stripped-down,  re- 
maindered personal  computers  they 
picked  up  at  steep  discounts  from  the 
likes  of  IBM  and  Compaq.  The  dealers 
discovered  that  it  was  cheaper  to  add  a 
Seagate  drive  to  a  stripped-down  ma- 
chine than  to  buy  and  resell  a  flilly 
equipped  model  from  IBM,  Compaq 
or  even  AST  Research.  By  1986  Sea- 
gate was  clicking  again,  reporting  a 
50%  growth  in  sales  from  the  year 
before. 

Today  industry  pundits  are  predict- 
ing that  brisk  sales  of  laptop  and 
notebook  computers  will  end  the  cur- 
rent slump.  Smaller  computers  re- 
quire disk  drives  that  are  3.5  inches  in 
diameter  or  smaller.  But  here  Shugart 
has  been  upstaged  by  his  former  part- 
ner. Finis  Conner.  The  two  first  met 
at  Memorex  Corp.  more  than  20  years 
ago,  when  Shugart,  a  veteran  IBM 
engineer,  headed  product  develop- 
ment and  Conner  was  a  gofer.  The 
two  men  left  in  1973  to  start  Shugart 
Associates,  a  manufacturer  of  floppy- 
disk  drives  that  was  eventually  sold  to 
Xerox  Corp. 

Shugart  and  Conner  then  founded 
Seagate,  but  by  1984  Conner  left,  and 
eventually  started  Conner  Peripherals 
Inc.,  which,  as  the  fastest-growing 
company  in  the  history  of  the  com- 
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puter  industry,  will  sell  $1.6  billion 
worth  of  disk  drives  this  year. 

Conner's  success  must  be  particu- 
larly galling  to  Shugart  since  Conner's 
departure  from  Seagate  was  an  acri- 
monious one,  and  their  feud  is  leg- 
endary. The  flashy  and  always  charm- 
ing Conner,  given  to  silk  suits  and  a 
lavish  lifestyle,  is  the  polar  opposite  of 
Shugart,  a  plainspoken  man  who  rare- 
ly turns  up  at  company  headquarters 
in  a  tie. 

Shugart  has  lately  narrowed  the 
product  development  gap  that  sepa- 
rates him  from  Conner.  "Seagate  has 
never  been  that  interested  in  getting 
products  out  of  the  lab  first,"  says 
Shugart.  "We  wait  until  we've 
squeezed  every  penny  of  cost  out  of  a 
product  before  we  bring  it  to  market. 
But  the  product  cycles  are  getting 
shorter  and  shorter.  Now,  we  can't 
afford  to  wait." 

Seagate  recently  introduced  a  raft 
of  new  products,  including  2.5-inch 
disk  drives  for  laptop  and  notebook 
computers.  That  puts  Seagate  about 
five  months  behind  Conner,  which 
was  the  first  to  ship  a  2. 5 -inch  drive. 
But  with  the  earlier-generation  3.5- 
inch  drive,  Conner  held  a  year  lead 
over  Seagate. 

Shugart  still  has  some  tricks  up  his 
sleeve.  Unlike  most  of  his  competi- 
tors, including  Conner,  Seagate  man- 
ufactures its  own  precision  compo- 
nents, like  the  recording  heads  that 
read  and  write  data  while  flying  over 
the  surface  of  a  spinning  disk. 

Seagate  also  has  the  broadest  range 
of  disk  drives  in  the  business.  When 
Seagate  acquired  Control  Data's  disk 
drive  business  in  1989,  it  picked  up  a 
range  of  high-capacity  disk  drives  for 
mainframes  and  supercomputers,  in- 
cluding the  $7,250  Sabre  7,  which 
stores  3.2  gigabytes  (billion  charac- 
ters) of  data  using  11  8-inch  platters 
and  19  recording  heads.  Even  though 
the  market  for  these  high-end  drives  is 
shrinking,  margins  are  fatter  than 
with  the  smaller  models. 

Times  are  tough  all  around  the 
computer  industry.  But  it's  not  yet 
time  to  write  Seagate's  obituary. 
"The  guys  at  Seagate  are  a  real  tough 
bunch,"  says  James  Adkisson,  who 
saw  his  own  venture,  San  Jose,  Calif, 
disk  drive  maker  Priam  Corp.,  file  for 
bankruptcy.  "They  always  seem  to 
come  out  of  these  things  on  top."  Hi 


If  at  first  you  don't  succeed,  lower  your  expectations 
and  try  again.  Tliat  seems  to  be  the  strategy  at  Zilog, 
the  semiconductor  company. 

Back  to  basics 


By  Julie  Pitta 

Silicon  Valley  trivia  fans  will  no 
doubt  remember  the  sad  tale  of  Zilog 
Inc.  That's  the  semiconductor  outfit 
that  in  1976  beat  Intel  with  an  8-bit 
microprocessor — dubbed  the  Z80. 
Litde  Zilog  was  rewarded  with  con- 
tracts ft-om  the  first  personal  comput- 
er and  videogame  makers. 

Alas,  the  Z80  was  to  be  Zilog's  last 
big  success.  When  IBM  went  shopping 
for  a  microprocessor  to  power  its  first 
personal  computer,  it  looked  at  Zi- 
log's Z8000,  the  16-bit  successor  to 
the  popular  Z80.  IBM  instead  opted 
for  Intel's  version.  Why?  Zilog  made 
it  hard  for  software  developers  to 
design  software  to  support  the 
Z8000.  Intel,  which  made  its  8086 
sixteen-bit  processor  easy  to  program, 
went  on  to  build  a  nearly  $4-billion-a- 
year  business  in  microprocessors. 

Zilog  went  nowhere  for  a  long 
time.  But  lately,  it's  made  something 
of  a  comeback  by  returning  to  its 
roots.  In  February  the  firm  raised  $20 
million  in  an  initial  public  offering, 
which  it  will  use  to  pay  down  debt  and 
expand.  Zilog's  products:  a  series  of 
special-purpose  logic  chips  based  on 
the  15 -year-old  Z80.  This  year  Zilog 
will  likely  sell  just  under  $115  million 
worth  of  these  chips  and  could  earn  a 
litde  more  than  $10  million. 

In  the  beginning,  Zilog  seemed  to 
have  everything  going  for  it.  Started 
in  1974  by  Federico  Faggin  and 
Ralph  Ungermann,  rvvo  star  engi- 
neers fi-om  Intel,  Zilog  soon  found  a 
sugar  daddy  in  Exxon  Corp.,  which 
first  invested  in  and  later  acquired  the 
fledgling  chip  company. 

However,  once  it  became  clear  that 
Intel  had  won  the  personal  computer 
logic  chip  battle  in  the  early  1980s, 
Exxon's  patience  with  Zilog  began  to 
wear  thin.  The  once  promising  ven- 
ture had  lost  millions,  Faggin  and 
Ungermann  had  left  to  start  other 


Edgar  Sack  of  Zilog 

"Oh,  you're  the  Z80  company. 


companies,  and  Zilog  was  adrift. 

Eventually,  one  of  the  executives 
assigned  to  Zilog  by  Exxon  saw  the 
value  of  the  firm's  one  and  only 
strength:  the  venerable  Z80.  Chief 
Executive  Edgar  Sack,  61,  a  16-year 
veteran  of  General  Instruments,  esti- 
mates that  more  than  500  million 
Z80s  have  been  shipped,  finding  their 
way  into  electronically  controlled  ap- 
pliances like  microwaves  and  TVs. 
"Everyone  always  says,  'Oh,  you're 
the  Z80  company,'  "  Sack  says.  Zilog 
engineers  were  sent  off  to  work  on 
specialized  versions  of  the  Z80  for 
consumer  products,  computer  peri- 
pherals and  communications  gear. 

Finally,  Exxon  put  Zilog  on  the 
block,  and  Sack  and  Chief  Financial 
Officer  William  Walker  promptiy  ar- 
ranged a  management-led  buyout, 
loading  up  with  $33  million  of  debt. 
With  Zilog's  new  strategy  working, 
the  firm  was  soon  throwing  off 
enough  cash  to  cover  its  costs,  which 
included  a  modest  budget  for  re- 
search and  development,  and  to  pay 
down  debt.  By  the  time  of  the  offer- 
ing, debt  was  down  to  $7.9  million. 

It's  no  Intel,  but  not  bad  for  a 
spoiled  company  that  would  have 
been  out  of  business  long  ago  had  it 
not  been  for  an  indulgent  parent.   Mi 
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Novellas 
momentum 
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Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


While  most  of  the  software  indus- 
try is  asking,  "Can  Microsoft  be 
stopped?''  Microsoft  has  a  question  of 
its  own:  "Can  Novell  at  least  be 
slowed  down?"  Unless  it  can  be, 
Microsoft's  domination  of  personal 
computing  will  be  threatened  as  net- 
works of  PCS  become  more  important 
in  business  than  isolated  machines. 
Another  way  to  put  the  question 
would  be:  Is  Novell  worth  its  present 
high  price  of  almost  30  times  earnings? 

My  guess  is  that  Novell's  momen- 
tum is  too  great,  even  for  Microsoft. 
For  the  next  few  years  Novell's 
NetWare  operating  system  will  con- 
tinue to  rule  in  local-area  networks  as 
totally  as  Microsoft's  DOS  does  in  the 
rest  of  personal  computing.  Micro- 
soft's LAN  Manager  will  have  its  place, 
but  Novell's  NetWare  will  keep  its 
lead.  It  will  own  perhaps  half  of  the  12 
million  network  connections,  the  so- 
called  nodes,  that  will  be  installed  in 
the  domestic  market  over  the  next 
four  years,  and  it  will  rapidly  increase 
its  penetration  overseas. 

My  confidence  could,  of  course,  be 
misplaced.  The  market  that  Novell 
serves  is  changing  rapidly,  and  the 
company  may  not  keep  up. 

There's  also  a  transition  issue.  No- 
vell owes  its  success  to  the  vision  and 
determination  of  its  chief  executive, 
Ray  Noorda,  but  his  one-man  man- 
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agement  style  is  dangerous  for  a  com- 
pany this  size.  It's  about  time  for  a 
successor  to  be  anointed. 

Also,  Novell  needs  to  attract  more 
independent  software  developers, 
and  its  new  distribution  alliance  with 
IBM  could  damage  its  relations  with 
others  who  sell  Novell  products. 

Novell,  however,  has  the  enormous 
advantage  of  market  leadership.  Its 
55%  share  of  all  local-area  network 
connections  gives  the  company  wide 
latitude:  Its  products  don't  have  to  be 
better  than  those  of  its  competitors.  It 
is  enough  for  Novell  not  to  fall  too  far 
behind.  Dealers  and  customers  who 
have  invested  in  the  training  and  ex- 
perience it  takes  to  master  any  net- 
work operating  system  aren't  likely  to 
switch  without  a  good  reason.  Thanks 
to  its  alliance  with  IBM,  Novell  also  has 
acquired  new  credibility  with  the 
chief  information  officers  who  are 
likely  to  be  making  networking  deci- 
sions for  large  companies. 

Last  year  Novell  misjudged  how 
upset  its  programmers  and  salesmen 
would  be  with  a  change  in  command, 
and  agreed  to  a  merger  with  Lotus 
Development.  The  deal  collapsed, 
but  Novell  seems  not  to  have  suffered 
any  serious  loss  of  momentum. 

Aside  from  that  incident,  Novell 
has  an  enviable  record  in  creating 
strategic  relationships.  Furthermore, 
Novell  is  now  big  enough  and  profit- 
able enough  to  match  research  and 
marketing  dollars  with  most  competi- 
tors. Aftertax  profits  amount  to  20 
cents  on  every  dollar  of  sales.  Wisely, 
the  company  has  concentrated  on 
software,  reducing  its  emphasis  on  the 
less  profitable  hardware  business. 

Novell's  hardware  revenues  proba- 
bly will  be  only  15%  of  sales  in  fiscal 
1991  (ending  Oct.  31),  down  from 
36%  in  1988.  As  a  result,  the  gross 
margin  will  rise  from  I988's  56%  to 
an  expected  80%  this  fiscal  year. 

This  growing  financial  strength 
provides   the   freedom   to   continue 


high  levels  of  R&D  spending.  It  also 
makes  it  easier  for  Novell  to  acquire 
any  technology  that  can't  easily  be 
developed  internally.  The  major  un- 
certainty in  the  coming  years  is 
whether  Novell  can  use  this  wealth  to 
prepare  for  the  next  phase  in 
networked  computing.  In  that  phase, 
known  as  client-server  computing, 
large  and  small  machines  work  closely 
together,  each  sharing  the  processing 
chores  as  well  as  the  information. 

So  far,  client-server  computing  is 
more  promise  than  reality.  Hardware 
shortcomings  and  a  lack  of  software 
have  prevented  all  but  the  most  cou- 
rageous companies  from  moving  crit- 
ical applications  down  to  personal 
computer  networks.  Yet  it  will  be 
important,  and  Microsoft  would  seem 
to  have  the  edge  in  client-server  com- 
puting when  it  does  arrive.  Micro- 
soft's DOS,  Windows  and  OS/2  oper- 
ating systems  already  span  both  cli- 
ents (the  desktop)  and  the  servers 
(usually  such  larger  systems  as  mini- 
computers or  mainframes).  However, 
the  failure  of  OS/2  to  take  off  on 
schedule  has  damaged  LAN  Manager's 
prospects  of  becoming  the  network 
operating  system  of  choice,  and  the 
slow  acceptance  of  OS/2  should  give 
Novell  the  time  it  needs  to  get  its  own 
client-server  technolog)'. 

If  Novell  domination  continues,  as 
I  believe  it  will,  credit  the  company's 
business  philosophy  as  well.  Novell 
operates  incrementally,  trying  to 
solve  customer  problems  as  they  arise. 
Microsoft,  by  contrast,  tries  to  ad- 
dress broad  technical  problems,  not 
immediate  customer  needs. 

A  potential  problem  with  the  step- 
by-step  approach  is  that  the  underly- 
ing design  of  NetWare  could  prove 
inadequate  at  some  point  as  the  net- 
works become  more  complex.  Or,  if 
Microsoft's  desktop-to-server  tech- 
nology is  widely  adopted,  Novell 
could  simply  be  squeezed  out.  At  this 
point,  though,  it  appears  that  Novell 
has  the  resources  to  ensure  that  its 
fiindamental  network  desigii  can 
evolve  to  meet  those  challenges.  And 
nobody  ever  went  broke,  as  far  as  I'm 
aware,  by  listening  to  his  customers. 

So  my  answers  to  the  questions  that 
began  this  airticle  are:  No,  Novell 
probably  can't  be  stopped;  and  no, 
the  stock  is  not  overpriced,  even  at  30 
times  earnings.  ^M 
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IntrodiKing  COMPUTERS  New  Test  lub. 
People  reading  it  have  one  thing  on  their  minds. 


The  COMPUTE  Test  Lab  is  the  first  hardware 
product  review  section  of  its  kind,  reporting 
technical  hardware  performance  data  simply 
and  clearly. 

Reviews  written  in  techno-speak  scare 
away  those  PC  buyers  and  purchase  influencers 
who  have  a  limited  amount  of  PC  knowledge. 

But  turning  to  COMPUTE,  they  get  friendly, 
easy  to  understand  advice  from  an  honest 


source,  and  that's  going  to  put  them  into  a 
receptive  mood-a  buying  mood. 

Advertising  in  COMPUTE  is  the  chance  to 
show  your  products  to  buyers  who  routinely 
invest  in  and  influence  the  purchase  of  new 
hardware  and  software. 

For  more  information  on  advertising  in 
COMPUTE'S  new  Test  Lab  Section,  call  Bernie 
Ttieobald  at  1-212-496-6100,  ext.  1584. 
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General  Mills  runs  its  restaurants  as  if  they  were 
factories.  It's  not  exactly  haute  cuisine,  but  it's  good  value 
for  customers  and  shareholders. 

Dinnerhouse 
technology 


By  John  Harris 

Irs  Sunday  night  in  the  Chicago 
suburb  of  Northbrook,  and  things  are 
hopping  at  the  local  Olive  Garden 
Italian  Restaurant,  where  the  average 
wait  for  a  table  is  45  minutes.  While 
they  are  waiting,  customers  can  watch 
a  grinning  pastamaker  churn  out  noo- 
dles, or  gaze  at  kitschy  Italian  village 
scenes  painted  on  the  restaurant's 
white  stucco  walls.  Then  comes  the 
dinner:  portions  so  enormous  that 
most  people  leave  with  a  doggy  bag  or 
two.  Average  tab:  $10  per  person. 

How's  the  food?  Not  memorable. 
The  salad  is  soggy  with  dressing,  the 
chicken  is  bland  and  the  fettuccine 
Alfredo  like  something  out  of  a  TV 
dinner. 

But  gourmet  food  is  not  what  at- 
tracts the  crowds  to  an  Olive  Garden 
restaurant.  They  come  for  the  value 
and  consistency  and  they  get  it.  "We 
serve  hot  food  hot,  cold  food  cold, 
and  keep  the  restrooms  clean,"  says 
Ronald  Magruder,  a  restaurant  exec- 
utive who  is  Olive  Garden's  president. 

These  are  not  good  times  for  restau- 
rants, but  Minneapolis- based  General 
Mills,  which  owns  the  Olive  Garden 
and  its  sister  Red  Lobster  chains,  has 
been  doing  well.  For  the  year  ended 
June  I ,  revenues  for  the  two  chains  hit 
about  $2.2  billion,  with  operating 
earnings  (income  before  depreciation, 
interest  and  taxes)  of  $172  million,  up 
12%.  The  256-restaurant  Olive  Gar- 
den chain  is  growing  by  50  new  outlets 
a  year.  Average  sales  per  restaurant  are 
$2.8  million  a  year  at  Olive  Garden 
and  $3  million  for  Red  Lobster,  both 
high  for  the  industry.  Same-store  sales 
are  growing  by  3%  a  year — this  when 
other  restaurants  are  struggling  to  stay 
afloat. 


Behind  all  the  kitsch  is  a  food  fac- 
tory where  economies  of  scale  and 
automation  are  brought  to  bear  in 
bringing  down  costs,  thus  making 
possible  bargain  prices  that  easily  off- 
set the  average  food.  It  is  a  common- 
place of  economics  that  productivity 
gains,  so  impressive  in  manufactur- 
ing, are  hard  to  come  by  in  the  service 
sector.  This  restaurant  operation  dis- 
proves the  rule. 

But  before  there  can  be  an  efhcient 
production  system,  of  course,  the 
concept  has  to  be  right.  General  Mills 
bombed  earlier  with  Chinese,  steak 
and  health -food  restaurants.  To  de- 
velop the  Olive  Garden  concept. 
General  Mills  spent  more  than  three 
years  and  millions  of  dollars. 

Surveys  told  General  Mills  that 
most  Americans  love  Italian  food. 
Then,  after  conducting  extensive 
market  research.  General  Mills  went 
to  work  designing  a  building,  creating 
a  menu,  refining  recipes  and  coming 
up  with  standard  production  meth- 
ods. The  tomato  sauce  it  picked,  for 
example,  was  least  offensive — and 
thus  most  broadly  accepted — because 
bland  food  will  find  more  customers 
than  will  food  with  fijU  flavors. 

At  General  Mills,  a  restaurant  is 
simply  the  end  of  a  long  assembly  line. 
At  the  beginning  of  the  line,  raw 
material  goes  in.  Red  Lobster  serves 
up  60  million  pounds  of  seafood  a 
year,  which  it  buys  from  all  over  the 
world.  At  General  Mills'  processing 
plant  in  St.  Petersburg,  Fla.,  shrimp 
arrive  frozen  in  boxes  from  Ecuador 
and  Thailand  and  are  loaded  onto  a 
conveyor  belt  to  be  peeled,  de-veined, 
cooked,  quick  frozen  and  packed. 
Other  seafood,  like  swordfish,  arrives 
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At  General  Mills' 
plant,  shrimp  are 
de-veined  (top), 
sorted  (above)  and 
frozen  (right) 
Process  controls 
for  family  dining. 


at  warehouses  around  the  country, 
where  it  is  inspected  and  flown  fresh 
daily  to  Red  Lobster  restaurants.  This 
processing  and  supply  system  saves 
about  25  cents  per  pound  over  the 
average  restaurant's  seafood  cost,  and 
insures  consistent  quality. 

At  the  Olive  Garden,  raw  materials 
are  even  more  simple.  Each  restaurant 
makes  its  own  pasta  daily  from  semoli- 
na, water  and  salt.  It  costs  Olive  Gar- 
den less  than  40  cents  a  pound — 
including  labor — compared  with  55 
cents  if  the  noodles  were  purchased 
already  prepared. 

Every  night,  each  restaurant's  com- 
puter tells  the  manager  what  to  expect 
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ABOVE: 

Red  Lobster's 
Jeffrey  O'Hara 
"You  know  what 
people  are  going 
to  eat. " 


RIGHT: 

Ronald  Magruder 
of  Olive  Garden 
Behind  all  the 
kitsch,  a  food 
factory  with 
economies  of 
scale  and 
automation. 


the  next  day,  based  on  what  was 
served  the  same  day  the  previous  week 
and  the  same  day  the  previous  year. 
"The  computer  will  tell  you  that  if 
you  serve  516  people  the  next  day, 
you  will  serve  these  items  in  these 
quantities,"  says  Jeffrey  O'Hara,  pres- 
ident of  Red  Lobster  USA.  "  'So  be- 
fore you  go  home,'  it  says, 'I  want  you 
to  pull  30  pounds  of  shrimp,  40 
pounds  of  pollack,  and  40  pounds  of 
crab  out  of  the  freezer.  Then  tomor- 
row morning  I  want  your  production 
people  to  make  85  scampi  dishes,  6 
stuffed  flounders,'  and  so  on.  You 
know  what  people  are  going  to  eat." 
O'Hara  figures  waste  has  been  cut 


by  $5  million  a  year.  Because  the 
system  also  uses  history  to  predict 
busy  periods,  improved  scheduling 
has  cut  labor  costs  to  1 6%  of  revenues, 
down  nearly  one  fijll  percentage  point 
in  a  year — more  than  $10  million.  In 
the  low-margin  restaurant  trade,  even 
small  savings  help. 

In  the  kitchen,  meals  are  prepared 
to  precise  specifications.  Swordfish  is 
cooked  no  more  than  four  to  five 
minutes  per  side  on  a  grill  set  to  blast 
at  450  degrees.  A  1 -pound  Maine 
lobster  is  steamed  for  ten  minutes,  no 
more,  no  less.  Cooks  place  food  on 
plates  according  to  an  illustrated  dia- 
gram that  specifies  how  many  sprigs 


of  parsley  should  be  on  the  plate,  and 
where.  Apart  from  insuring  consisten- 
cy and  controlling  costs,  clever  food 
placement  can  make  an  ordinary  por- 
tion appear  enormous. 

Quality  control  is  important.  Man- 
agers carry  thermometers  in  their  shirt 
pockets  to  run  spot  checks  of  food 
temperatures.  Clam  chowder  must  be 
no  cooler  than  150  degrees  when  it 
hits  the  table,  coffee  at  least  180 
degrees,  and  salads  no  warmer  than 
40  degrees.  If  temperatures  are  off,  it 
means  something  is  wrong — a  server 
may  be  slow,  soup  niay  be  steaming 
away  on  a  stove  that's  too  hot  or  air 
filters  may  be  clogged,  subtly  altering 
air  flow  in  and  out  of  the  kitchen. 

In  a  steel,  chemical  or  cement  plant, 
process  controls  like  these  would  be 
second  nature.  By  adapting  them  to  a 
service  business  General  Mills  has 
been  able  to  deliver  good  value  to  the 
customer  and  superior  profits  to 
shareholders.  ^M 
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America's  founding  fathers  built  plantations  here 
because  the  land  was  rich.  Today's  newcomers  build 
estates  here  because  they  are  rich. 

Seduced  by 
Charlottesville 


By  Kathryn  Harris 

Thk  rolling  pastureland  surround- 
ing Charlottesville,  Va.  was  home  to 
Thomas  Jefferson  and  James  Monroe. 
John  Kluge,  America's  richest  man, 
and  his  former  wife,  Pat,  both  live 
here,  and  the  Hollywood  crowd  has 
discovered  the  area.  Actress  Jessica 
Lange  and  playwright  Sam  Shepard 
have  a  spread  here.  So  do  actress  Sissy 
Spacek  and  her  husband,  director 
Jack  Fisk. 

What  makes  Charlottesville  so  de- 
sirable to  people  who  can  afford  to 
live  practically  anywhere,  as  long  as 


it's  near  an  airport.'' 

For  television  actor  Tim  Reid 
(Frank's  Place,  WKRP  in  Cincin- 
nati), it  was  a  schoolboy  memory  of  a 
field  trip  to  Monticello.  Reid,  who 
grew  up  in  Norfolk,  Va.'s  black  com- 
munity, still  recalls  the  awe  he  felt 
when  he  emerged  from  Jefferson's 
hilltop  home  and  caught  the  vista  of 
the  Blue  Ridge  mountains.  "It  really 
stunned  me,"  he  says. 

Pat  Kluge  liked  Albemarle  County 
(which  surrounds  Charlottesville)  so 
much  that  in  the  mid-1980s  she  and 


John  built  a  45 -room  Georgian  home] 
— Albemarle  House — on  10,000- 
plus  acres.  She  still  lives  there;  her 
former  husband  has  moved  to  Mor 
ven,  a  19th-century  house  on  the 
same  property. 

Charlottesville,  Pat  Kluge  told 
Forbes,  "is  a  great  family  place." 
Their  young  son  attends  a  private 
school  in  Charlottesville,  while  Pat 
works  in  an  unassuming  downtown 
office.  Recently,  she  bought  a  stake  in 
a  local  publishing  company;  she  also 
owns  a  security  alarm  firm  and  a  harp- 
sichord maker.  She  is  the  driving  force 
behind  the  Virginia  Film  Festival,  to 
be  held  this  year  Oct.  24-27. 

Virginians  are  preoccupied  with 
bloodlines,  equine  and  human.  To 
this  day  the  old  guard  can  be  down- 
right snobby,  but  their  grip  has  loos- 
ened. "Nothing  here  is  stuffy,"  insists 
Pat  Kluge.  Some  of  the  wealthiest 
homeowners  (including  her  ex-hus- 
band) open  their  gardens  to  the  pub- 
lic during  the  annual  Garden  Week  in 
April.  And  everyone  rubs  elbows  at 
local  restaurants  and  equine  events. 

Virginia  is  horse  countr)'.  Albe- 
marle County  boasts  two  hunt  clubs 
(Farmington  and  Keswick).  The  com- 


University  of  Virginia  students  in  period  dress  at  the  Jefferson-designed  Rotunda 
During  Garden  Week  in  April,  free  candlelit  tours  of  the  Lawn. 


Morven,  Johin  Kluge's  current  home 

The  garden  is  open  during  Garden  Week. 
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munity  has  four  polo  clubs,  including 
a  women's  team  started  three  years 
ago  by  writer  Rita  Mae  Brown. 

Visitors  to  Charlottesville  in  late 
April  or  early  fall  can  attend  a  Foxfield 
steeplechase.  The  most  expensive 
ticket — including  a  premiere  parking 
space  and  catered  lunch — costs  $180, 
but  most  people  are  content  to  pay 
general  admission  prices  ($10  at  the 
gate  and  $5  for  parking). 

For  those  who  want  to  visit,  not  live 
here,  the  Charlottesville  area  has  a  lot 
to  offer.  Twenty  years  ago,  before  the 
steeplechase  course  was  built  at  Fox- 
field,  a  novice  rider  could  still  go  to  a 
stable  there  and  rent  Sweet  William, 
an  aging  horse  that  had  been  a  favorite 
of  William  Faulkner's  during  his  years 
as  a  writer-in-residence  (1956-58)  at 
the  University  of  Virginia.  From  the 
stable,  you  could  range  freely  across 
neighboring  farms. 

Today  visitors  must  drive  farther 
out  of  town  to  find  a  livery  stable.  The 
best  bet:  Montfair  Stables  in  Crozet, 
15  miles  west  of  Charlottesville.  Trail 
rides  cost  $18  for  the  first  hour;  an 
overnight  trip  to  Pasture  Fence 
Mountain,  at  the  beginning  of  the 
Blue  Ridge,  costs  $125. 


Jefferson's  beloved  Monticello 

Pictured  before  the  start  of  roof  repairs,  due  to  end  in  1992. 


For  dining,  there  are  the  usual  col- 
lege-town restaurants,  opposite  the 
university's  campus.  Downtown,  Le 
Snail,  a  continental  restaurant,  re- 
quires jackets;  the  c;&o  Restaurant — 
in  an  old  building  overlooking  the 
train  station — offers  French  fare. 

The  real  find,  however,  is  Memory 
&  Co.,  which  evolved  from  a  cooking 
school  and  offers  dinner  only  four 
nights  a  week.  Prix  fixe  dinners  some- 
times cost  as  little  as  $  1 8 ,  and  the  wine 
selection  (including  a  local  white 
chardonnay,  Montdomaine)  is  the 
best  in  town. 

The  Boar's  Head  Inn,  once  the 
place  to  stay  in  Charlottesville,  has 
lost  some  of  its  charm  since  its  pur- 
chase by  the  University  of  Virginia 
Real  Estate  Foundation.  But  it  does 
offer  sports  and  health  facilities,  174 


Clifton,  once  Martha  Jefferson's  home 
Guest  rooms  start  at  $118  per  night. 


rooms  and  three  restaurants — not  to 
mention  hot-air  ballooning — and  is 
popular  for  corporate  retreats. 

Outside  town  are  many  country 
inns.  Best  choice:  Clifton,  near  Jeffer- 
son's birthplace  at  Shadwell,  a  few 
minutes'  drive  from  Monticello.  The 
gracefiil  home  once  belonged  to  Jef- 
ferson's daughter  Martha  and  her 
husband,  Thomas  Mann  Randolph 
Jr.  (an  early  Virginia  governor).  There 
are  eight  guest  rooms;  most  are  suites 
in  the  main  house,  but  a  delightfiil 
carriage  house  offers  a  loft  bedroom. 
Rates  range  from  $118  to  $178, 
breakfast  included. 

For  the  history  h\i^^  the  greatest 
thrill  is  experiencing  the  way  Char- 
lottesville weaves  its  rich  past  with 
everyday  events.  Clifton  is  just  one 
example;  tourists  on  a  motoring  holi- 
day can  take  home  plants  purchased  at 
Monticello  or  even  a  Christmas  tree 
from  James  Monroe's  former  home. 
Ash  Lawn- Highland.  Like  Monticel- 
lo, Monroe's  house  can  be  toured 
year-round  (and  it  is  instructive  to  see 
how  simply  the  fifth  president  lived). 

At  the  University  of  Virginia,  stu- 
dents still  vie  for  the  privilege  of  living 
on  "the  Lawn"  and  "the  Range, '^ 
where  single-occupancy  rooms  have 
no  bathrooms  but  lots  of  tradition. 
One  such  room — now  preserved  be- 
hind glass — was  occupied  by  Edgar 
Allan  Poe  in  1826. 

Interested  in  moving  to  the  area?  A 
handsome,  796-acre  spread  with  a 
ten -room  Colonial  home  can  be 
yours  for  $3.95  million.  IH 
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filiate  in  the  local  country,  and  once 
the  affiliate  is  self-suflficient  the  agen- 
cy steps  away. 

By  May  1989  Battey  had  sold  his 
house  and  was  on  a  plane  to  Bali, 
Indonesia — the  first  of  six  countries 
he  would  work  in  over  the  next  two 
years.  He  took  a  room  with  a  local 
family  and  became  one  of  only  4  in  the 
field  office  of  40  people  who  spoke 
English.  With  a  pocket  dictionary 
never  far  away,  Battey  dug  in  and 
learned  to  converse  in  Indonesian 
within  two  months.  That  came  in 
handy,  too,  on  one  of  his  first  cases. 

Pak  Tegeg,  a  wrinkled  man  now  in 
his  50s,  came  to  Opportunity  Inter- 
national in  1983  when  he  could  bare- 
ly feed  his  wife  and  1 0  children  from 
his  little  pottery  business.  Illiterate 
and  with  few  possessions,  he  was 
shunned  by  local  banks.  The  local 
loan  shark  charged  20%  a  month. 
Opportunity  International  first  lent 
him  $56  for  materials,  due  back  in 
monthly     installments.     He     never 


Pak  Tegeg,  an  early 
Battey  client 
Building  a 
thriving  little 
pottery  business 
with  the  help  of  a 
$56  loan. 


Chuck  Battey  back 
home  in  Kansas 
Beyond 
Wheaties: 
Taking  the  time 
to  learn  how  to 
live  in  the 
real  world. 


missed  a  payment.  By  1989  he  had  24 
employees  and  an  annual  income  of 
$2,600,  way  above  Indonesia's  per 
capita  income  of  $430. 

Tegeg's  business  was  then  large 
enough  to  qualify  for  a  bank  loan. 
Battey  would  help  Tegeg  apply  and 
guarantee  the  loan  for  the  first  year. 
Tegeg  balked.  The  money  from  Op- 
portunity "had  good  spirits  living  in 
it,"  and  he  wasn't  so  sure  that  would 
be  the  case  with  the  bank's  cash.  By 
then  Battey  knew  enough  Indonesian 
to  persuade  his  client  otherwise. 

Soon  Battey  was  on  his  way  to  the 
Philippines  to  expand  Opportunity's 
small  representative  office  in  Manila. 
He  chose  to  share  a  house  with  a 
family  of  17  in  a  poor  neighborhood. 
Potable  water  ran  only  occasionally, 
unlike  the  rats,  which  ran  freely  most 
of  the  time. 

One  of  Battey's  first  projects  was  to 
assist  some  seamstresses  in  San  Pedro, 
about  50  miles  north  of  the  capital. 
The  eight  women,  working  separate- 


ly, were  earning  pennies  on  each  of 
their  hand-sewn  children's  garments. 
Buying  materials  locally  in  small 
quantities  consumed  90%  of  their 
proceeds.  Battey  helped  convince 
them  to  join  together  and  buy  in  bulk 
direct  from  the  factory.  He  also  ar- 
ranged for  a  $  1 00  "solidarity"  loan  to 
buy  used  sewing  machines.  The  loan 
was  to  be  guaranteed  by  every  mem- 
ber of  the  group — if  one  defaulted, 
the  others  would  be  held  responsible. 
It  worked  so  well,  Battey  was  sent  to 
duplicate  the  program  in  Sri  Lanka. 

Then  it  was  back  to  the  Philippines, 
where  Battey  was  to  investigate 
whether  a  German  charit)'  should  fin- 
ish building  a  clinic  in  the  Sulu  is- 
lands. "A  clinic  seemed  like  a  good 
enough  idea,  why  not?"  thought  Bat- 
tey. His  arrival  was  greeted  with  as- 
sault rifies  and  grenade  launchers  as  a 
gun  battle  among  feuding  Muslim 
families  left  six  dead  and  ten  wounded 
within  100  yards  of  the  clinic.  Battey 
told  the  Germans  to  save  their  money. 
His  real-life  lesson  was  "what  looks 
good  on  paper — good  cause,  people 
need  clinic — is  not  that  simple." 

After  two  years  Battey  has  survived 
an  earthquake,  a  major  typhoon,  a 
military  coup  and  an  outbreak  of  ty- 
phoid fever.  In  April  he  arrived  back  in 
Kansas  City,  10  pounds  lighter,  des- 
perately missing  American  sports,  but 
with  the  experience  he  had  wanted. 
"What  surprised  me  is  how  much  I 
was  able  to  learn  professionally,  like 
motivating  a  non-American  culture." 

What's  next?  Probably  a  more  tra- 
ditional job  working  for  a  small  com- 
pany with  a  presence  in  the  Pacific 
Basin.  "I  now  feel  I  can  live  in  the  real 
world,  not  just  the  corporate  world," 
he  says.  Obviously,  there  are  lots  of 
important  things  you  can't  learn  at 
Dartmouth  or  Stanford.  ^ 
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Mickey's  Valentine 

Thanks  to  Dean  Valentine,  the  Walt 
Disney  Co.  is  no  longer  a  Mickey 
Mouse  outfit  in  television.  Disney  has 
had  plent\'  of  hit  movies  and  world- 
wide success  in  theme  parks.  But,  in 
recent  years,  when  it  came  to  televi- 
sion production,  the  company  always 
struck  out. 

Until  now.  In  mid-May,  when  the 
studios  tlogged  their  shows  to  the 
networks,  Disney/Touchstone  be- 
came the  top  supplier  of  television 
shows.  Five  of  its  11  existing  shows 
were  renewed,  including  Dinosaurs, 
the  Henson/ Jacobs  sitcom.  And  the 
netu'orks  picked  up  an  unprecedent- 
ed six  out  of  the  seven  pilots  Disney 
was  peddling  for  the  upcoming  fall 
season. 

Valentine,  37,  who  heads  network 
television  development  at  Disney,  is  a 
newcomer  to  TV.  A  former  editor  at 
Life  magazine,  he  left  Manhattan  in 
1986  to  become  director  of  comedy 
development  at  NBC.  In  1988  Disney 
asked  him  to  help  fix  the  studio's  A' 
troubles. 

With  audiences  souring  on  most 
shows,  the  top  three  networks  are 
scrambling  to  provide  viewers  with 
fresh  fare.  But  novel  shows  like  Twin 
Peaks  and  Cop  Rock  failed  last  year 
because,  as  Valentine  puts  it,  "they 

Dean  Valentine  of  Disney  Television 

Making  Mickey 

the  mouse  that  roars. 


were  so  hip  that  their  hipness  ended 
up  devouring  them." 

Valentine  believes  his  shows  sold 
well  because  they  are  different  with- 
out being  gimmicky.  "In  television," 
he  cracks,  "the  definition  of  'differ- 
ent' is  to  take  a  successtiil  show  and  do 
it  with  blacks  or  Chinese." 

So  Valentine  tries  to  go  against  the 
grain.  Example:  Tlje  Torkelsons, 
picked  up  by  NBc:,  chronicles  the  tra- 
vails of  a  dirt-poor  Oklahoma  family 
headed  by  a  single  mother.  "The 
show  came  out  with  a  ver)'  sweet  tone 
and  a  complete  lack  of  cynicism,"  says 
Valentine.  "Very  different  from  the 
'make-it-dark,  make-it-mean,  make- 
em-yell-at-each-other'  stuff  that's  out 
there  today." 

The  son  of  Romanian  immigrants, 
Valentine  says  he  never  outgrew  a 
childhood  love  for  television  that  be- 
gan with  The  Honeymooners  and  Su- 
perman. "I'm  not  one  of  those  New 
York  intellectual  snobs  who  hate 
commercial  lA',"  he  says. 

Although  Valentine's  passion  has 
put  Disney  at  the  top  of  the  heap  this 
season,  it  won't  translate  into  profits 
for  some  time.  The  big  money  in  TV  is 
in  syndication  rights,  which  can  be 
sold  only  if  a  show  lives  past  66  epi- 
sodes. One  season  down,  three  to 
go.  -Gretchen  Morgenson 


Railroad  queen 

"You  c;ant  be  romantic  about  rail 
roads,"  says  Marjorie  (Maggie)  Silver, 
president  of  Pinsly  Railroad  Co.  o 
Westfield,  Mass.  "It's  still  a  business 
and  you  have  to  look  at  the  future." 

A  tough  businesswoman.  Silver 
65,  is  about  to  double  the  size  of  he 
short-line  railroad  web  by  buying  fou 
Union  Pacific  branches  in  Arkansas 
for  $7  million,  including  equipment 
Short  lines  are  litde  tracks,  with  annu- 
al revenues  of  less  than  $19  million 
shed  by  the  big  railroads.  Once  shed 
they  can  be  more  profitable  because, 
as  "new"  railway  lines,  they  get  to  cut 
existing  union  workers. 

Silver,  who  joined  the  business  in 
1965,  took  over  the  firm  after  her 
father,  Samuel  Pinsly,  died  14  years 
ago.  She  sold  two  lines  out  of  the  four 
she  inherited,  abandoned  one,  then 
bought  three  in  Florida  and  one  in 
Massachusetts.  Pinsly's  revenues  will 
have  climbed  from  $1  million  in  1977 
to  $10  million  after  the  Arkansas  deal 
goes  through. 

Silver  gives  old-time  attention  to 
small-time  customers  by  adopting  the 
newest  technology.  When  she  took 
over  the  Florida  Northern  line  in 
1989,  for  example.  Silver  won  back 
customers  disgruntled  by  the  service 
they  got  from  the  former  owner,  CSX 


Maggie  Silver,  president  of  Pinsly  Railroad  Co. 

Long-term 

short-line  operator. 
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Transportation.  One  food  distributor 
along  the  line  never  knew  when  ship- 
ments would  arrive  and  was  ready  to 
quit  shipping  by  rail.  So  Silver  put 
cellular  phones  on  her  locomotives, 
allowing  the  crew  to  keep  the  distrib- 
utor regularly  informed  on  deliveries. 
A  number  of  large  railroads  are 
nearly  through  casting  oft~  their  short 
lines,  which  leaves  less  room  for 
growth  through  acquisition.  So  Silver 
has  added  terminals  to  hold  cargo 
loaded  off  the  rails  for  pickup  by 
brokered  trucks.  The  terminals  allow 
customers  without  their  own  rail  sid- 
ings to  ship  most  of  the  way  by  train. 
Says  Silver:  "We  created  our  own 
customers."  -Roula  Khalaf 


Case's  case 

With  bankruptcies  crawling 
through  the  courts  at  the  speed  of 
frozen  molasses — the  ltv  case  has 
dragged  on  for  five  years — a  Manhat- 
tan lawyer  has  devised  a  promising 
scheme  to  speed  up  the  business  of 
going  bust. 

"I  just  asked,  'Why  does  Chapter 
1 1  have  to  be  so  complicated?'  "  says 
Stephen  Case,  49,  a  partner  at  Davis 
Polk  &  Wardwell.  His  shortcut,  craft- 
ed with  former  associate  Mitchell 
Harwood  (who  has  since  moved  to 


Gibson,  Dunn  &  Crutcher):  Use  the 
Declaratory  Judgment  Act  to  speed 
up  the  bankruptcy  process. 

In  a  declaratory  judgment,  a  judge 
resolves  an  issue  by  fiat  before  the 
dispute  can  ripen  into  a  suit.  In  a 
traditional  bankruptcy,  a  troubled 
corporation  files  for  Chapter  1 1 ,  then 
drafi:s  a  reorganization  plan  to  be 
approved  by  a  bankruptcy  judge.  In  a 
prepackaged  deal,  a  plan  is  devised 
before  the  Chapter  1 1  petition  is  filed, 
and  a  judge  confirms  both  the  bank- 
ruptcy petition  and  the  reorganiza- 
tion plan. 

Under  Case's  approach,  the  debtor 
corporation  would  file  a  declaratory 
judgment  action  seeking  to  get  a 
judge's  stamp  of  approval  for  the  reor- 
ganization plan  before  the  company 
files  for  bankruptcy.  That  should 
dampen  any  dissent  among  creditors 
and  speed  the  debtor  into  and  out  of 
bankruptcy. 

Case  has  worked  on  such  big  busts 
as  Manville  Corp.,  Penn  Central  Co. 
and  W.T.  Grant  &  Co.  Although  his 
innovation  is  causing  a  stir  among 
bankruptcy  lawyers,  no  debtor  has  yet 
stepped  up  to  try  Case's  declaratory 
judgment  approach.  But,  says  Case, 
confidently:  "I  think  there's  a  50-50 
chance  someone  will  try  it  in  the  next 
year."  -James  LYONS 


Shop  along  with  Doc 

D(k;  Mc;Ghee  is  famous  in  the  re- 
cording industry  as  the  manager  for 
such  top  hard  rockers  as  Skid  Row, 
Motley  Crue  and  Bon  Jovi.  Now  he 
wants  to  make  it  big  in  television. 
McGhee,  40,  just  staick  a  deal  with 
the  Home  Shopping  Network  to  cre- 
ate an  entertainment  program — a  sort 
of  MTV  with  price  tags. 

The  show  will  run  concert  clips  and 
give  viewers  yet  another  way  to  buy  T 
shirts,  tapes,  collectibles  and  other 
musical  paraphernalia. 

McGhee  says  the  service  will  try  to 
match  advertisers  with  appropriate 
musical  performers.  Performers  like 
Julio  Iglesias  or  Frank  Sinatra  go  over 
better  with  Home  Shopping 
Network's  middle-of-the-road  audi- 
ence than  the  raucous  rock  acts  that 
McGhee  promotes.  "You  won't  see  a 
blender  ad,  then  Guns  N'  Roses," 
McGhee  jokes.  "That  wouldn't 
work." 

Eventually,  muses  McGhee,  he 
wants  to  go  interactive:  "The  goal  is 
to  end  up  with  an  entertainment 
channel  where  people  can  purchase 
goods  and  communicate  with  their 
favorite  stars." 

Hello?  Madonna?  Can  you  try  on 
that  little  skirt  with  the  green  dollar 
signs?  -Peter  Newcomb 

Rock  'n'.roll  manager  Doc  McGhee 

Coming  soon: 

music  video  shopping. 
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lo  most  of  us,  William  Shakespeare  is  the 
quintessential  playwright. 

But  when  the  Ballard  Realty  Company  of 
Montgomery  Alabama,  needed  tenants  for  a 
new  apartment  complex,  Mr.  Shakespeare 
proved  to  be  a  top-notch  salesman  as  well. 
With  every  signed  lease,  Ballard  Realty  offered 
free  membership  subscriptions  to  the  nearby 
Alabama  Shakespeare  Festival.  In  no  time, 
over  80%  of  the  company's  units  were  leased 
before  construction  was  even  completed. 

Throughout  the  country,  small  and  medium- 
sized  businesses,  like  Ballard  Realty,  are  discov- 

This  advertisement  prepared  as 


ering  what  blue  chippers  have  known  for  years: 
that  the  arts  can  help  create  a  positive  public  im- 
age, increase  a  company's  visioility  and  improve 
sales.  All  this  whUe  reducing  taxable  income. 

If  you  would  like  information  on  how  your 
company— no  matter  what  its  size— can  benefit 
through  a  partnership  with  the  arts,  contact  the 
Business  Committee  for  the  Arts,  Inc.,  1775 
Broadway,  Suite  510,  New  York,  New  York  10019, 
or  call  (212)  664-0600. 

It  may  just  be  the  factor  that  decides  whether 
this  year's  sales  goals        ■     i 
are  to  be  or  not  to  be.        i"! 

a  public  service  by  Ogilvy  &  Mather. 


BUSINESS  COMMITTEE 
FOR  THE  ARTS.  INC 


THE  FORBES  WALL  STREET  REV  EW 
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Robert  S.  Robbins,  a  market  strategist 
at  American  Express'  Robinson- 
Humphrey  unit,  is  betting  that  the 
expected  economic  recovery  is  bona 
fide  and  won't  fizzle  after  only  a  few 
months.  Robbins  sees  some  parallels 
between  the  present  situation  and 
economic  conditions  back  in  1982, 
when  the  stock  market  took  off. 

"Equities  have  the  best  of  both 
worlds  at  this  part  of  the  economic 
cycle,"  he  says.  "Inflation  is  low  and 
interest  rates  should  come  down  de- 
spite their  recent  uptick."  Robbins  is 
looking  for  an  earnings-driven  sum- 
mer rally,  and  concedes  that  many  of 
his  favorite  stocks — Nucor,  Dell 
Computer,  Home  Depot  and  U.S. 
Surgical,  for  instance — represent  an 
aggressive  portfolio  that  would  likely 
underperform  the  market  if  the  econ- 
omy were  to  backslide. 

The  Dow  industrials  lost  1 .2%  and 
slipped  below  the  3000  mark  for  the 
two  weeks  ended  June  13.  But  Dow 
component  Goodyear,  which  ap- 
pointed a  new  chief  executive,  rose 
27%.  Some  of  the  sharpest  setbacks 
were  suffered  by  health  care  issues. 
Amsco,  Genzyme,  Cetus  and  U.S. 
Healthcare  were  hit  with  double-digit 
losses.  Time  Warner  lost  one-fifth  of 
its  value  during  the  two-week  period 
and  now  trades  under  100.  In  1989 
Time  Inc.'s  board  rejected  a  $200- 
per-share,  all-cash  offer  from  Para- 
mount Communications. 
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Performance 

Price 

Total  return 

Last  4  weeks 
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1.8% 

Since  12/31/90 
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The  best  performing  stocks 


Company 

Price 

2-week  change 

P/E 

Avg  vol  (thou)  ^ 

Re!  vol  3 

Ivax 

26 '/2 

28% 

NM 

281 

2.6 

Goodyear  Tire  &  Rubber 

331/8 

27 

NM 

785 

2.5 

Geneva  Steel 

153/4 

16 

7 

92 

2.1 

Oracle  Systems 

9 
22 

16 
15 

22 
22 

1,547 

1.3 

Danaher 

128 

24 

The  worst  performing  stocks                                                                1 

Company 

Price        2-week  change 

P/E 

Avg  vol  (thou)  ^ 

RelvoP 

Calgon  Carbon 

221/4 

-21% 

22 

370 

2.3 

Time  Warner 

95 

-21 

NM 

659 

4.4 

Amsco 

15^/^ 

-20 

21 

80 

0.5 

Aldus 
Cincinnati  Bell 

44% 

19V4 

-16 
-15 

25 

14 

282 

94 

1.3 

2.6           ' 

Index  or  investment 
Wilshire  index 

6,000  stocks,  capitalization  weighted 

Wilshire  index 

6,000  stocks,  equal  weigtited 

Dow  Jones  industrials 

30  stocks,  divisor-adjusted  price  average 

S&P  500 

Capitalization  weighted  cross  section,  major  stocks 

NYSE 

Capitalization  weighted,  all  listed  common  stocks 

Amex 

Capitalization  weighted  total  return:  stocks,  warrants 

Nasdaq 

Capitalization  weighted,  all  issues  except  warrants 

Amex  international  market  index 

Capitalization  weighleo,  5U  largest  ADRs 


Price  or 

3,616 

24 

2965 
377 
207 
366 
491 
307 


rate 

.0 
.7 
.1 
.5 
.1 

1 

1 


2-week  change 

-2.1% 

0.2 
-1.2 
-2.4 
-2.1 
-1.0 
-2.4 
-2.8 


Index  or  investment 

Europe,  Australia,  New  Zealand  and  Far  East* 

(EAFE)  a  dollar  denominated  capitalization  weighted  index 

Institutional^ 

Approximately  200  stocks  with  high  institutional  ownership 

Individual' 

Approximately  200  stocks  with  low  institutional  ownership 

Russell  2000  index 

2000  small  market  value  stocks,  capitalization  weighted 

Gold'  (composite  quote  of  6  major  dealers) 

Yen'(per$U.S.) 

Commodity  index'  (CRB  futures  index,  1967=100) 

Oil' (W  Texas  Intermediate) 

T  bills' (90  days) 

Broker  loan  rate' 


Price  or  rate 

815.70 
124.92 
104.23 

174.71 

$369.60 

141.25 

214.90 

$19.70 

5.57% 

7,50% 


2-week  change 
-4.7% 
-2.2 

-0.4 

-1,2 

1.7 

2.5 

-0.3 

-7.5 

13  basis  points' 

unchanged 


Note:  All  data  for  periods  ending  6/13/91.  Wilshire  index  reflects  price  performance.  It  differs  slightly  from  market  value  of  outstanding  stocks  because  of  retirements  of  equity 
since  the  index  was  created.  Stocks  listed  above  have  market  capitalization  of  $500  million  or  more.  'Capitalization  weighted,  prepared  by  Wilshire  Associates,  Santa  Monica, 
Calif.  ^Average  daily  volume  over  recent  2-week  period.  'Average  daily  volume  over  the  last  2  weeks,  divided  by  the  average  daily  volume  during  the  preceding  3  months. "  Morgan 
Stanley  Capital  International  Perspective.  "'For  period  ending  6/14/91.  A.  Arbel,  Cornell  University,  using  Ford  Database  from  Ford  Investor  Services.  «•  Knight-Ridder  Financial 
Information.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  NM:  Not  meaningful. 
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WORLD  MARKETS  REVIEW 


BY  GUSTAVO  UMBO 


Foreign  vs.  U.S.  markets 
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Developed  markets    HHHH 

Mari(et. 

Total  return^ 
3  months     12  months 

1 

Hong  Kong 

8% 

22% 

12 

New  Zealand 

6 

-17 

7 

Singapore^ 

3 

2 

20 

Finland 
Netherlands 

-1 

-18 

34 

-1 

5 

18 

Germany 

-5 

-9 

16 

Japan 

-4 

-10 

-19 

-9 

4 

37       i 
23       \ 
17       1 
12     J 

Norway               -4 
Sweden              -3 
Spain                 -2 

Emerging  markets 


Total  return^ 
3  months     12  months     P/E 


Region 

Latin  America 

Asia 

Country 

Argentina 

Taiwan/China 

Philippines 

Turkey 

Zimbabwe 

Venezuela 


35% 

44% 

NA 

24 

-21 

NA 

81 

69 

5 

44 

-36 

33 

43 

-16 

30 

-28 

-6 
-5 


-22 

49 
324 


18 
14 
29 


Very  hot  in  recent  years,  foreign  stocks  are  up  only  9%  so 
far  this  year  in  dollar  terms,  according  to  a  Morgan  Stanley 
index  of  1,068  stocks  from  Europe,  Australia,  New  Zee 
land  and  the  Far  East.  That  compares  with  an  18%  rise/U)r 
the  S&P  500  index  of  U.S.  stocks. 

What  about  the  rest  of  the  year?  John  Abbink,  ft  vice 
president  at  Deutsche  Bank  Capital  Corp.  in  New  York, 
makes  the  case  for  a  resurgence  in  the  German  market. 
According  to  the  international  edition  of  the  Institunional 
Brokers  Estimate  System,  1991  earnings  estimates,  for 


Gerr 


-eemeacires  are  bein 


g 


than  those  of  other 
ther:  He  thinks 
ts  for  German 


European  corporations.^  Abbink  goes 
that  analysts  will  start  incr^awng  their  ft 
companies'  earnings. 

Outside  of  Europe,  Abbink  is  excited  ibout  Hong 
Kong,  Singapore,  Malaysia  and  Australia  becatase  of  their 
ties  to  the  U.S.  dollar  and  their  local  industrieB  that  serve 
the  American  market.  "They  will  benefit  from  a  strong 
dollar  and  an  eventual  economic  re«)very  in  the  U.S.," 
says  Abbink.  N^     ^^>C^__^   IV 


Who's  hot 

Who's  not 

^ 

Company/Country 

Business 

Price 

3-month 

price 

change 

P/E 

"■^■■-— ______ 

Business      ^^ 

m^'''' 

3-month 

price 

change 

Company/Country 

P/E 

L'Espresso  /Italy 
Genting/Malaysia 

broadcast, 

pub 

201/8 

44% 

51 

Janome  Sewing  Machine/Japan 

appliances^H^^K  6 

-45% 

62 

leisure 

4'/8 

35 

25 

Fasa  RenaulfSpain 

automobiles 

2 

10 '/8 

-38 

7 
13 

Bombardier  B/Canada 

aerospace 

19'/4 

32 

16 

Laidlaw  B/Canada 

trucking 

-35 

Nippon  Yakin  Kogyo/Japan 
Coca-Cola  Amatil/Australia 

metals 
beverages 

6  3/4 

61/2 

32 

30 

40 
34 

Continental/Germany 
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energy 

110 

51/2 

-31 

-29 

17       '. 
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Cheap  foreign  stocks 


High-yielding  foreign  stocks 


■i' 

Company/Country 

Business 

Price 

Earnings 

P/E 

Company/Country 

Business 

Price 

Yield 

P/E 

Bayer/Germany 

chemicals 

170 

$17.37 

10 

Sm|thittIae'Beecii3tivA(U  K 

health  care  prods 

133/4 

12.4% 

19 

Hanson/UK 

multicompany 

3V4 

0.36 

11/^ 

Maxwell  Communications)t!>|X 

printing,  pub 

35/8 
35/8 

9.8 
8.9 

11     ;; 
7 

BCE/Canada 

telecom 

37 

3.11 

r 

Westpac/Australia 

banking 

Sony/Japan 

electronics 
construction 

455/8 

263/4 

2.50 
1.23 

I8s^ 

22 

mmtmm* 

Pagurian  A/Canada         >/ 

financial  services 
metals 

6 

8.7 

13 
45 A 

Dragados/Spain 

2            8.4 

Note:  Data  for  period  ending  5/31/91.  Selected  stocks  have  a  market  capitalization  of  at  least  $300  million.  'EAFE  is  a  price  return  index  of  European,  Australian,  New  Zealand 
and  Far  Eastern  stocks  converted  into  U.S.  dollars.  ^Performance  numbers  reflect  both  local  price  change  and  currency  fluctuation.  Dividends  are  reinvested  after  subtracting 
foreign  withholding  tax.  ^Includes  Malaysia.  NA:  Not  available.  Principal  source:  Morgan  Stanley  Capital  International  Perspective.  Emerging  markets  data  provided  by 
International  Finance  Corporation  for  period  ending  4/30/91, 
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l11  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1%  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 


out  notice 


Forbes  Lake  of  the  Oi^rks 

Box    303,  Fort  Garland,  CO  81 133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 
Naine 


Addiess_ 


City/State/Zip 
Telephone 


or  phone  816/438-2801 


1005 


Jbum  I  ■['(,:_-  i  :   i .  required  by  Federal  law  and  read  il  before  signing  anything.  No  Federal  agency  has  judged  the  rr.erits  or  value,  if  any,  of  this  property.  Equal  Credit  and  Housing 

Opportuniiy  M  sidiuaKi.  ,i  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York.  The  filing  does  not  constitute  approval  of  the  sale  of  lease  or  offer  for  sale  or 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  ,  A  copy  of  the  ottering  statement  is  available,  upon  request,  from  Sangre  de 
Cnsto  Ranches    NYAaS  178 
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Sit  New  Beginning  Growth  Fund  was  beating  the 
market  even  when  small  companies  were  doing  poorly. 
What's  Doug  Jones  buying  now? 


New 
beginning 


By  Eric  S.  Hardy 

How's  THIS  for  good  timing:  The  Sit 
New      Beginning      Growth      Fund 
opened  its  doors  on  Sept.  2,  1982, 
just  two  weeks  into  a  (so  far)  nine 
year-long  bull  market. 

You  might  at  first  dismiss  as  mostly 
good  timing  that  the  fiind  has  aver 
aged  a  compound  annual  return  since 
inception  of  22%.  But  note  that  the 
fund's  emphasis  has  been  on  small  to 
medium-size  growth  companies, 
which  have  lagged  far  behind  big 
companies  in  this  bull  market,  only 
beginning  to  catch  up  last  fall.  So 
there  is  definitely  something  more 
than  luck  in  the  fimd's  beating — and 
beating  decisively — the  s&P  500  index 
of  large  companies. 

Two  people  can  take  credit  for  this 
fiind's  propitious  start.  One  is  Eugene 
Sit,  52,  who  was  running  the  pension 
advisory  arm  of  IDS  in  Minneapolis 
when  he  quit  in  1981  to  found  his 
own  investment  advisory  firm  there. 
The  other  is  the  man  he  hired  to  run 
the  growth  portfolio,  Douglas  C. 
Jones,  now  47. 

To  what  does  Jones  attribute  his 
success.''  To  a  willingness  to  break 
away  from  the  herd.  "One  niche  we 
try  to  exploit  is  stocks  that  are  under- 
analyzed  or  even  misunderstood  by 
other  investors,"  Jones  explains.  'Tf 
this  means  buying  something  with 
fairly  low  trading  volume,  or  some- 
thing with  no  track  record  like  an 
initial  public  offering,  it  would  not 
deter  us." 

Devon  Energy,  a  $31  million 
(1990  sales)  integrated  gas  company 
based  in  central  Oklahoma,  trades 
only  6,000  shares  in  an  average  day.  It 
has  been  one  of  the  60  or  so  issues  in 
Jones'  $125  million  portfolio  for  two 
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Fund  manager  Douglas  C.  Jones 
Favoring  the  misunderstood  and 
the  underanaiyzed. 


years.  A  year  ago  Jones  cashed  out  of 
much  of  the  common  with  a  50%  gain 
and  bought  convertible  preferred. 
Jones  thinks  there's  more  gain  to 
come,  notwithstanding  that  the  com- 
pany is  trading  at  nearly  twice  book 
value  and  lost  $  1 8  million  in  its  March 
quarter.  Jones  notes  that  the  loss  was 
the  result  of  a  one-time  $25  million 
writedown  of  gas  properties. 

Some  of  these  underanaiyzed  and 
misunderstood  companies  are  large 
ones  that  happen  to  have  small  floats, 
American  Television  &  Communica- 
tions Corp.  being  a  case  in  point. 
Time  Warner  owns  82%  of  it;  Jones' 
fund  has  a  $  1 .6  million  stake.  Similar- 
ly, Jones  has  positions  in  Arkla  Explo- 
ration, mostly  owned  by  Arkla,  the 
gas  company,  and  MBIA,  a  bond  insur- 
er whose  stock  is  mostly  held  by  the 
insurance  giants  that  founded  it. 
Jones  bought  into  mbia  this  spring  in 


a  secondary'  offering. 

Another  factor  contributing  to 
Jones'  good  results  has  probably  been 
his  bias  toward  energy  stocks.  No 
surprise  here:  Before  joining  Sit, 
Jones  was  an  energy  analyst  for  a 
Minneapolis  bank.  By  the  time  the 
fund  opened  for  public  money  (about 
a  year  after  it  was  incorporated),  the 
energy  boom  was  about  to  end  and 
the  stocks  were  already  down  sharply 
from  their  1980  highs.  That  meant 
there  were  bargains  available  for  those 
willing  to  go  against  the  herd,  which 
was  shunning  energy  stocks  almost 
indiscriminately. 

Jones'  energy  holdings  today  in- 
clude Burlington  Resources,  spun  off 
to  Burlington  Northern  shareholders 
in  January  1989;  Santa  Fe  Energy 
Resources,  a  spinoff  from  Santa  Fe 
Pacific  in  December  1990;  Mapco,  a 
coal  and  gas  company;  and  Valero 
Energy,  an  oil-refining  firm. 

More  recently,  Jones  made  another 
good  sector  play.  He  moved  heavily 
into  health  care  issues  starting  in 
1988,  and  he  now  has  28%  of  assets  in 
this  sector.  Among  the  holdings:  Acu- 
son,  a  leading  manufacturer  of  diag- 
nostic ultrasound  machines;  and  Am- 
gen,  which  has  a  U.S.  monopoly  for 
the  time  being  on  a  drug  to  improve 
blood  formation  in  kidney  dialysis 
patients.  In  both  cases,  Jones  says, 
earnings  growth  will  not  be  impaired 
by  the  cost  containment  solutions 
now  being  contemplated  by  insur- 
ance companies  and  the  U.S.  govern- 
ment. In  this  sector,  too,  Jones  is  not 
fearful  of  thinly  traded  stocks.  One  of 
his  newer  positions  is  in  Health  Risk 
Management,  a  health  insurance  con- 
sulting firm,  whose  market  capitaliza- 
tion is  a  tiny  $30  million. 

One  big  reason  for  the  stellar  rec- 
ord of  Jones'  fund  is  the  fact  that  it  has 
been  a  fairly  aggressive  fund  operating 
in  a  very  bullish  market.  Thus,  while 
the  Forbes  rating  system  gives  the 
flind  an  A  during  up  markets,  we  give 
it  only  a  C  in  down  markets.  That  is, 
Sit  New  Beginnings  Growth  Fund  has 
the  kind  of  portfolio  that  fares  poorly 
in  bear  markets.  But  it  seems  to  more 
than  make  up  for  that  weakness  by  its 
fair-weather  performance.  This  small- 
ish and  little -known  growth  fiind  is 
well  worth  considering  unless  you 
happen  to  be  very  bearish  about  the 
market.  WM 
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Mirroring  New  York,  the  Tokyo  market  has  favored 
small-cap  stocks  this  year.  Here's  a  handy  way 
to  play  that  sector. 

The  other 
small-cap  rally 


By  Richard  Phalon 

Though  the  triple  burden  of  tight 
money,  a  declining  yen  and  a  soften- 
ing economy  has  put  a  damper  on  the 
glory  days  of  the  Tokyo  Stock  Ex- 
change, there  is  one  hell  of  a  party 
going  on  in  the  back  room.  Look  at 
Japan's  fledgling  over-the-counter 
market,  home  to  some  400  compa- 
nies with  small  capitalizations.  It  is  up 
42%  so  far  this  year.  The  market  as  a 
whole,  measured  by  the  mainly  blue- 
chip  225  Nikkei  index,  is  up  only  6%. 

One  of  the  major  American  benefi- 
ciaries of  this  runup  is  the  $100  mil- 
lion Japan  OTC  Equity  Fund.  (See 
table.)  This  closed-end  ftmd  was 
brought  to  market  on  the  New  York 
Stock  Exchange  15  months  ago  by 
Nomura  Securities. 

The  ftmd  at  last  report  had  tamped 
most  of  its  money  into  a  total  of  33 
o-t-c  companies.  Designed  as  a  nearly 
pure  play  in  counter  stocks,  Japan  OTC 
has  a  lock  on  what  for  the  moment  is 
almost  the  only  game  in  town. 

What  fiieled  the  small-stock  boom 
in  Tokyo?  The  dynamics  are  the  same 
on  both  sides  of  the  Pacific.  "What 
we're  seeing  here,"  says  Nomura  Vice 
President  Haruo  Sawada,  "is  individ- 
ual investors  with  a  short  frame  of 
reference"  piling  pell-mell  into  stocks 
that  are  in  very  short  floating  supply. 

There  is  a  lot  to  be  said  for  shrewd 
management,  too.  Small  caps  were 
already  on  the  move  when  the  fiind 
set  up  shop  in  March  of  last  year. 
Sawada  and  his  fellow  portfolio  man- 
agers were  in  no  rush  to  buy  into  a 
rising  market.  Thus  they  were  still 
heavily  in  cash  a  year  ago,  when  ten- 
sions in  the  Middle  East  bowled  over 
big  and  small  caps  alike. 

Buying  on  the  down  side  into  such 
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solid  performers  as  Levi  Strauss  Japan 
(the  only  way  to  get  a  piece  of  the 
action  in  the  privately  owned  Ameri- 
can jeansmaker)  and  Torii  &  Co., 
Ltd.,  a  drug  producer,  the  ftmd  was 
70%  invested  by  November  and  85% 
invested  by  March  of  this  year. 

The  caution  with  which  the  fijnd 
eased  into  its  position  is  consistent 
with  its  conservative  approach  to  a 
basically  racetrack  market.  By  sticking 
with  comparatively  big  positions  in 
quality  issues  like  Mandom  Corp.,  a 
cosmetics  producer,  and  Canon 
Copyer  Sales  Co.,  a  distributor  for  the 
Canon  parent,  the  closed-end  is  hug- 
ging the  middle  of  the  road  in  one  of 
the  world's  most  volatile  markets. 

Even  so,  this  is  no  ftmd  for  the 
investor  with  a  nervous  stomach.  The 
shares  are  subject  to  wild  gyration, 
reflecting,  as  they  do,  volatility  not 
onlv  in  the  imderlying  portfolio  but 
also  in  the  premium  or  discount  at 
which  they  trade.  From  May  to  Sep- 
tember of  last  year  the  ftmd's  shares 


declined  55%  on  the  New  York  Stock 
Exchange,  moving  from  a  premium 
of  45%  over  underlying  net  asset  value 
to  a  discoimt  of  23%.  Then,  in  concert 
with  the  explosive  burst  of  the  Japa- 
nese market,  the  ftmd  rallied  90%  in 
the  first  two  months  of  this  year, 
moving  from  a  16%  discount  to  a  32% 
premium  at  the  same  time  that  it 
enjoyed  an  increase  in  net  asset  value. 
Currently  trading  at  around  IIV2, 
against  a  net  asset  value  of  $1 3 .03,  the 
fund  is  once  again  at  a  discoimt. 

The  discount  reflects  a  certain 
amount  of  investor  worry  over  the 
current  level  of  the  Tokyo  small-cap 
sector.  Sawada  admits  to  feeling  less 
than  comfortable  with  stocks  he 
would  like  to  buy  going  for  as  much  as 
60  times  earnings.  "It  makes  it  very 
difficult  for  us,"  he  says.  "There  is 
always  liquidity  when  a  stock  is  going 
up.  It  vanishes  when  the  market  goes 
down." 

Here's  a  fine  fimd,  but  this  isn't  the 
best  time  to  buy  it.  ■■ 


Who's  up  front? 

Company 

Assets 
($mil) 

Total  return* 
1991        Last 

to  12 
date        mos 

Maximum  Annual 
sales     expenses 
charge        per 
$100 

DFA— Japan  Small  Co 

$172 

16.2% 

-17.2% 

none        $0.83 

GT  Global  Growth— Japan 

69 

12.2 

1.8 

4.75%       2.25 

Japan  Fund 

364 

12.3 

-13.9 

none         1.23 

Japan  OTC  Equity 

103 

36.1 

9.8 

none         1.43 

Nikko  Japan  Tilt 

4 

6.8 

-10.7 

3.00         1.53 

*Ttirougti  May  31. 

^ 

Japan  OTC  has  so 
far  outperformed 
two  small-cap- 
oriented  funds 
(DFA  and  Nikko), 
and  the  larger-cap- 
oriented  Japan 
Fund  and 
GT— Japan. 
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Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


MNj^e  land  we're  offering  is  far 
■  from  the  crowds  and  rat  race  of 
JL  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  caU  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303    1WH5 
Ft.  Garland,  CO  81133. 


Obla(n  the  Property  Report  required  by  Federdl  law  and  read  it  belore  signing  anyttimg  No  (-ederal  agency  has 
judged  the  merits  or  value,  if  any,  ot  this  properly  Equal  Credit  and  Housing  Opportunity,  A  statement  and  offenng 
statement  :ias  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  constitute  approval 
of  the  sale  or  lease  or  offer  for  sal'i  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches,  NYA86  1 53.  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Comnnission  permits  this  property 
to  be  offered  ',o  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  siqnmg  anything,  NJA  #60686004  CO.  Florida  AD  20537. 
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MONEY  &  INVESTMENTS 


Unit  investment  trusts  provide  a  relatively  hassle-free 
way  to  invest  in  the  tax-free  market.  But  if  you  buy, 
prepare  to  hold  for  a  long  time. 

Tantalizing 
tmsts 


Ben  Weberman  is  a  columnist 
for  Forbes  magazine. 


For  investors  looking  to  build  a 
rounded  portfolio  of  tax-free  bonds 
for  the  long  haul,  a  good  way  to  do  it 
these  days  is  through  shares  of  tax- 
exempt  unit  investment  trusts. 

The  trusts  offer  the  advantage  of 
broad  diversification — geographic, 
type  and  quality.  And  there  are  plenty 
of  "single  state"  uiTs  for  those  inves- 
tors who  want  to  avoid  payment  of 
state  and  local  income  taxes. 

Moreover,  nearly  70%  of  the  new 
trusts  are  insured  by  one  or  more 
municipal  bond  insurers,  thus  provid- 
ing a  measure  of  protection  against 
possible  government  bankruptcies. 

The  tax-free  yields  on  new  long- 
term,  20-year  trusts  run  close  to 
6.65%;  about  6.36%  for  intermediate- 
term  10-year  trusts;  and  about  6%  for 
a  5-year  trust. 

Be  sure  to  rely  on  the  "estimated 
long-term  return"  concept.  "Current 
yield"  can  exaggerate  the  return 
greatly  because  this  figure  doesn't 
take  into  account  depreciation  of 
high-coupon  bonds  that  are  likely  to 
be  called  well  before  maturity. 

On  the  long-term  trusts,  you  give 
up  15  to  35  basis  points  of  yield  for 
insurance  of  interest  and  principal. 
But  that's  probably  a  worthwhile  con- 


cession, given  the  fiscal  quagmire  of 
Bridgeport,  Conn,  and  other  cities  in 
the  Northeast. 

One  negative  for  some  investors 
may  be  the  load,  or  sales  charge, 
which  runs  up  to  4.9%  for  long-term 
tRists.  But  this  isn't  onerous  if  you 
hold  the  tRist  until  it  expires,  or  when 
all  the  portfolio  bonds  have  been  paid 
oft'.  These  trusts  aren't  for  trading. 
Buy  them  and  hold  them. 

For  emergencies,  the  taists  do  have 
instant  liquidity  based  on  the  promise 
of  sponsors  to  buy  back  at  the  bid  side 
of  bonds  in  the  portfolio.  Be  warned 
that  a  promise  is  not  a  guarantee  in 
times  of  deep  trouble. 

There  is  also  an  active  secondary 
market  in  trusts,  some  of  which  have 
been  outstanding  for  ten  years  or 
more.  I'll  talk  about  these  in  a  subse- 
quent column. 

Meanwhile,  let's  look  at  some  of 
the  basics  of  the  primary  UIT  market. 
In  a  UIT,  the  portfolio  is  established  by 
the  sponsor  before  marketing  starts. 
Once  put  together,  issues  cannot  be 
traded.  As  issues  or  parts  of  issues  of 
the  portfolio  are  paid  off  by  call  or  at 
maturity,  principal  is  returned  to  the 
investor  along  with  periodic  interest 
payments. 

This  is  unlike  tax-free  bond  mutual 
ftinds  where  the  portfolio  manager 
continually  buys  and  sells  bonds  in 
line  with  a  market  and  trading  strate- 
gy. The  number  of  units  (shares)  is 
fixed  fi-om  the  start  and  usually  is  put 
together  to  begin  trading  at  close  to 
$1,000  a  unit.  The  precise  value  is 
based  on  what  each  issue  in  the  port- 
folio is  worth.  A  sales  charge  is  added 
to  the  initial  unit  share  value. 

A  trust  behaves  more  like  a  bond 
than  does  a  tax-free  bond  mutual 
fijnd.  The  trust  yield  to  the  investor  is 


fixed  except  for  changes  resulting 
from  called  securities.  A  mutual  fund 
return  varies,  with  a  lag,  as  the  portfo- 
lio is  traded  and  returns  rise  or  fall 
with  the  market. 

Major  sponsors  of  un  s  include  Van 
Kampen  Merritt,  Glickenhaus,  Nu- 
veen  and  five  large  wire  houses,  such 
as  Merrill  Lynch  and  Dean  Witter, 
joined  in  one  syndicate. 

As  an  example  of  current  offerings, 
vkm's  newest  long-term  national 
trust — number  268 — has  a  current 
yield  of  6.62%  based  on  semiannual 
payments  and  an  estimated  long-term 
return  of  6.68%.  The  portfolio  has 
31%  health  care  bonds  and  20%  hous- 
ing bonds. 

Glickenhaus'  mint  trust  number 
36  has  a  current  yield  of  6.66%  and  an 
estimated  long-term  return  of  6.71%. 
The  portfolio  includes  33%  in  health 
care  bonds  and  8%  in  single-family 
housing  bonds. 

In  the  case  of  Merrill  Lynch,  na- 
tional portfolio  series  167  carries  a 
current  yield  of  6.65%  and  an  estimat- 
ed long-term  return  of  6.66%.  Forty 
percent  of  Merrill's  portfolio  is  in 
health  care  bonds.  Since  it  buys  bonds 
already  insured  that  automatically 
carry  a  rating  of  triple  A,  the  credit 
breakdown  of  the  portfolio  cannot  be 
compared  with  others'. 

Long-term  trusts  representing  is- 
sues from  all  over  the  country  now 
have  an  estimated  long-term  return  of 
about  6.68%,  based  on  semiannual 
payments  for  Van  Kampen  Merritt's 
national  trust  number  268.  The  re- 
turn on  the  same  trust  when  monthly 
payments  are  selected  would  be 
6.63%.  A  typical  ten-year  Van  Kam- 
pen intermediate-term  trust  pays 
6.08%  on  a  bond-equivalent  basis  and 
6.05%  for  the  monthly  selection. 

Someone  who  wishes  to  buy  a 
shorter- maturity  trust,  say  five  years, 
would  get  only  5.61%  semiannual 
payments  or  5 . 5  7%  whe  n  the  monthly 
payment  option  is  chosen. 

An  alternative  way  to  achieve  simi- 
lar tax-free  diversification  without 
paying  big  sales  commissions  is 
through  no-load  mutual  funds. 

If  you  think  you  may  need  the 
money  in  a  year  or  two,  better  stick 
with  fijnds.  Unit  tmsts,  with  their 
high  commissions  and  relative  lack  of 
liquidity,  are  only  for  genuine  long- 
termers.  !■ 
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MONEY  &  INUESTMENTS 


Some  of  the  best  market  information  is  in 
specialty  publications.  Here  are  ten  great  ones 
and  how  they  can  help  you. 

Surveillance 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher  is  a  Woodside,  Calif. -based 
money  manager.  He  has  written  two  books:  The 
Wall  Street  Waltz  and  Super  Stocks. 


You  KNOW  how  essential  reading 
Forbes  is.  But  what  else  should  you 
be  reading?  As  a  professional  money 
manager  I  must  pore  through  all  the 
really  big  business  and  financial  maga- 
zines and  newspapers,  so  I  speak  with 
some  experience  in  the  field. 

Here  are  my  less-well-known  favor- 
ites and  what  it  is  about  them  that 
might  help  you  with  your  investing: 

Pensions  &  Investments^  a  biweekly 
from  Grain  Communications  ($135 
per  year — if  that  is  more  than  you 
want  to  afford,  most  libraries  have  or 
should  have  P&'I).  The  big  beasts  in 
Wall  Street's  herd  mentality  are  the 
1,000  largest  pension  plans  that  to- 
gether own  one -third  of  the  stock 
market,  plus  much  more.  P&I  is  the 
only  good  source  specializing  in  what 
these  Goliaths  are  doing.  From  it  you 
can  gather  the  guts  of  crowd  thinking 
plus  upcoming  trends. 

You  read  a  publication  like  this  as 
much  to  know  what  to  avoid  as  to 
know  what  to  do.  For  example,  P&'I 
regularly  chronicles  what  styles  of 
money  managers  the  plans  are  hiring 
and  firing,  so  you  can  sense  when  they 
are  taking  a  good  thing  too  far.  Case 
in  point:  Reading  between  its  lines 
convinces  me  that  foreign  equities 
will  lag  in  the  next  few  years — the 
contrarian  in  me  senses  that  the  big 
institutions  have  gotten  too  carried 


away  with  those  stocks  since  1989. 

You  can  also  see  what  they  aren't 
buying,  which,  if  it's  cheap,  is  often 
the  hot  fad  a  few  years  down  the  road. 
Reading  P&'I  keeps  you  tuned  in  to 
the  relatively  invisible  but  huge  insti- 
tutional world.  Otherwise,  darn  few 
of  you  will  recognize  exen  10%  of  the 
200  multibillion-doUar-plus  manag- 
ers. Who  is  Miller,  Anderson  &  Sher- 
rerd?  With  $20  billion,  it  just  might 
matter  if  mas  is  the  largest  shareholder 
and  then  sells  a  stock  you  own. 

Money  Market  Directory  ($895  per 
year;  ditto  on  studying  the  library's 
copy).  It  ranks,  slices,  describes  and 
localizes  the  big  plans  and  managers. 
Who  does  David  Dreman  or  Ken 
Fisher  really  work  for?  And  how  big 
are  our  firms?  What  managers  handle 
General  Motors'  plan?  Here  is  where 
to  find  out.  You  can  also  find  the 
scoop  for  relatively  small  pension 
plans  of  all  types  in  your  area.  Unless 
you  spend  at  least  a  few  hours  with  the 
Money  Market  Directory^  you  can't 
know  how  money  management  is 
evolving  in  the  arena  where  the  really 
big  bucks  change  hands. 

Morninffstar  ($490  per  year).  A 
rather  new  publication  in  a  two-part 
format,  it  is  far  and  away  the  best 
mutual  fund  coverage  ever  done. 
Awe-inspiring  is  the  only  way  to  de- 
scribe the  detail  it  offers  in  a  very 
concise  format.  What  have  been  the 
hot  and  hurting  fijnds  of  any  style  in 
recent  years?  Flasy.  But  you  can  also 
see  exactly  what  each  one  owns  and  all 
other  key  details  you  need — at  a 
glance — sort  of  the  Value  Line  of 
mutual  fimds. 

The  Economist  (SI  10  annually) 
gives  you  foreign  perspective  on  what 
is  going  on  here  and  around  the 
world,  which  helps  avoid  blind  spots. 

Another  form  of  blind  spot  can  be 
avoided  by  checking  Vickers  Weekly 
Insider  Report  ($40  per  year).  This 
catalogs  insider  buys  and  sells  in  an 


easy-to-follow  fashion.  There  is  a  long 
history  of  insider  selling  preceding 
stock  price  implosions. 

Electronic  Buyers'  News  ($89  per 
year  from  CMr  Publications).  This  one 
keeps  me  up  on  the  tech  world,  an 
ever  growing  slice  of  Main  Street,  and 
a  good  chunk  of  what  I  both  own  and 
recommend  in  Forbks. 

Wall  Street  Computer  Review  ($65 
yearly  from  Gralla  Publications).  This 
magazine's  coverage  ranges  from  re- 
tail packages  you  might  want  to  add 
to  your  Pc:  arsenal  now,  to  expensive 
new  professional  programs  and  gear 
that  offer  a  glimpse  of  what  may  be 
skinnied-down  and  available  to  you  in 
a  few  years — and  there  will  be  a  lot. 

The  annual  Nasdaq  Fact  Book  ($1^ 
from  Nasdaq  in  Washington,  D.C.) 
and  its  cousin  the  NYSE  Institutional 
Investor  Fact  Book  ($10  from  the 
stock  exchange).  Packed  with  data  on 
what  trades,  what  doesn't,  what's  big 
and  small  and  who  owns  it  all. 

The  Stock  Trader's  Almanac  ($28 
from  the  Hirsch  Organization  in  Tap- 
pan,  N.J.).  It  is  a  calenciar,  appoint- 
ment book,  monthly  analysis  of  his- 
torical market  trends  and  wealth  of 
investment  data,  as  well  as  daily  and 
lively  quotes  from  famous  financiers. 

So,  what  does  my  perusing  all  this 
paper  plus  our  own  research  tell  me 
now?  That  I  expect  small  stocks  to 
best  big  ones  and  statistically  cheap 
stocks  to  do  better  than  high-priced 
growth  issues.  Here  are  some  I  espe- 
cially like: 

Lowe's (3S),  Hechinjjer{l2,  o-t-c), 
E^head  (15)  and  Circuit  City  (19), 
all  of  which  are  specialty  retailers  and 
all  of  which  are  better  firms  with 
better  fiatures  than  Wall  Street's  rath- 
er dismal  view  of  them. 

Two  firms  that  aren't  valued  like 
growth  stocks  but  will  grow  nicely 
anyway  are:  /WP(  17)  and  FHP Inter- 
national {23,  o-t-c).  The  only  thing  1 
don't  like  about  hhp  is  the  chief  exe- 
cutive's beard.  Don't  know  why,  but  I 
have  always  had  bad  luck  with  beard- 
ed CKOs.  Still,  it's  America's  lowest- 
cost  health  maintenance  organiza- 
tion, and  if  you  can  do  that  coming 
from  California,  you  can  probably 
overcome  a  beard,  jvvr  is  cheap,  too, 
and  is  the  top  dog  nationally  in  tech- 
nical engineering  serxdces  for  big  cor- 
porate and  public  entities,  and  our 
world  will  be  ever  more  technical.  ■■ 
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The  consensus  stock  market  opinion  right  now  is  bullish, 
so  contrarians  say  you  should  be  bearish.  Not  so  fast. 

The  majority  is 
not  always  wrong 


BY  MARK  HULBERT 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


There  are  so  many  investors  out 
there  claiming  to  be  "contrarian'" — 
that  is,  betting  against  the  crowcl — 
that  you  begin  to  wonder  just  who's 
left  in  the  crowd.  This  phenomenon 
may  have  something  to  do  with  the 
fact  that  the  contrarian  letters  I  follow 
haven't  done  all  that  well. 

A  contrarian  money  manager  ar- 
gues that  his  outlook  is  the  opposite 
of  the  majority's  and,  therefore,  must 
be  right.  At  least  three  investment 
letters  now  cater  to  such  managers  by 
measuring  advisory  sentiment  and 
thus  determining  the  majority's  fore- 
cast: Investors  Intelligence,  Market 
Vane  and  Consensus.  These  letters' 
sentiment  data  appear  weekly  in  Bar- 
ron 's  and  are  constantly  referred  to  in 
financial  TV  programs.  But  that's  not 
all:  Many  advisers  themselves  have 
made  quite  a  reputation  by  pursuing 
contrarian  investment  strategies.  A 
notable  example  is  fellow  Forbes 
columnist  David  Dreman. 

The  true  contrarian  must  be  very 
uncomfortable  these  days.  What  used 
to  be  a  lonely  perspective  on  the 
financial  world  has  acquired  all  the 
characteristics  of  a  fad.  How  can  con- 
trarians do  the  opposite  of  the  major- 


ity when  so  many  investors  are  trying 
to  be  contrarians.^ 

Be  careful,  therefore,  about  be- 
coming a  knee-jerk  contrarian.  The 
"•majority,"  as  defined  by  contrarians 
(in  terms  of  published  opinions  from 
market  professionals),  isn't  always 
wrong.  In  fact,  as  I  have  found  from 
my  tracking  of  investment  letters  over 
the  last  1 1  years,  there  are  significant 
periods  in  which  this  majority  is  right. 
During  these  periods,  doing  the  op- 
posite can  be  very  costly  indeed. 

For  example,  the  consensus  stock 
market  opinion  from  market  profes- 
sionals was,  in  1985  and  1986,  ex- 
tremely bullish — and  right.  1  measure 
this  consensus  by  averaging  the  per- 
centage of  exposure  to  the  market 
among  all  the  investment  advisers  I 
track,  and  in  1985  and  1986  this 
average  rose  above  the  80%  exposure 
level.  This  was  higher  than  it  had  been 
at  any  point  up  until  then  in  the  1980s 
(and,  incidentally,  higher  than  it  has 
been  ever  since).  And,  as  we  all  know, 
those  were  two  great  years  to  be 
invested  in  stocks.  The  s&p  500  pro- 
duced a  cumulative  total  return  of 
56%  over  those  two  years. 

Those  were  horrible  years  for  most 
contrarians,  however.  Investors  Intel - 
lijjence,  for  example,  whose  market 
timing  advice  is  based  heavily  on  a 
contrarian  reaction  to  its  reading  of 
sentiment  among  investment  letters, 
spent  most  of  the  time  in  cash.  (1  have 
no  performance  data  for  the  other  two 
letters  that  compile  sentiment  data.) 

While  the  1985-86  period  is  a  par- 
ticularlv  good  illustration  of  the  pit- 
tails  of  contrarian  market  timing,  it  is 
not  unique.  Over  the  last  six  years, 
during  which  time  the  S&P  500  pro- 
duced a  near  18%  compoimd  annual 
total  return.  Investors  Intelligence^ 
mutual  ftmd  portfolio  was  less  than 


40%  invested  on  average.  While  the 
letter's  high  cash  position  kxjked 
good  during  the  1987  crash  and  last 
year's  correction,  the  letter  ended  up 
missing  out  on  more  upside  than  it 
gained  by  being  out  of  the  market 
during  the  declines. 

As  it  turned  out,  Investors  Intelli- 
£ience''s  mutual  fiand  portfolio  has 
beaten  the  market,  but  this  result  can 
be  traced  entirely  to  superior  hand 
selection,  not  at  all  to  contrarian  mar- 
ket timing.  The  letter's  timing  deci- 
sions, taken  alone  and  applied  to  an 
index  fiind,  would  have  lagged  a  buy- 
and-hold  position  by  an  annual  aver- 
age of  three  percentage  points. 

The  price  Investors  Intelligence  pdid 
for  its  contrarianism  was  lost  opportu- 
nity. But  an  even  greater  price  was 
paid  by  those  contrarians  who  decid- 
ed that  the  opposite  of  the  majority's 
bullishness  wasn't  cash  but  going 
short.  Joe  Granville's  Granville  Mar- 
ket Letter  was  short  for  most  of  1985 
and  1986  (though  for  more  reasons 
than  just  a  contrarian  reaction  to  the 
bullish  majorit)'),  and  his  stock  port- 
folio shed  a  third  of  its  value. 

So,  it  is  clear  that  the  majority  isn't 
always  wrong.  Nor  is  it  as  easy  as  it 
sounds  to  decide  what  the  consensus 
is  that  one  is  supposed  to  go  contrary 
to.  Consider  the  situation  currently 
facing  the  contrarian:  According  to 
Investors  Intellijjencc''s  tally  of  adviso- 
ry sentiment,  39%  of  advisers  are  out- 
right bullish,  34%  are  bullish  but  ex- 
pecting a  correction,  and  26%  are 
bearish.  What  is  the  "opposite"  of 
that?  One  contrarian  scenario  might 
be  that  the  Dow  will  head  straight  up 
without  a  meaningftil  correction,  but 
another  would  be  that  it  will  take  a  big 
plunge  right  away  before  resuming  its 
rise.  What  does  a  contrarian  do  with 
this  "consensus".^  If  contrarian  the- 
ory can't  help  you  decide  between 
being  very  bullish  and  very  bearish, 
then  how  helpful  is  it? 

Even  if  the  majorit}'  were  always 
wrong,  therefore,  the  contrarian  still 
would  have  a  tough  job  in  timing  the 
market;  he  would  have  to  figure  out 
which  course  of  action — out  of  the 
many  possible  opposites — to  take.  If 
contrarianism  means  being  skeptical, 
questioning,  reluctant  to  be  swept 
along  with  a  tide,  fine.  But  remember 
that  it  is  more  usefiil  as  an  attitude 
than  as  a  religion.  ^ 
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Medical  care  is  one  of  the  last  businesses  where  fixed 
rates  defy  competition.  Change  is  coming  fast,  with 
beahsh  implications  for  most  health  care  providers. 

Competition 
Cometh 


BY  FREDERICK  E.ROWE  JR. 


Frederick  E.  (Shad)  Rowe  Jr.  is  the  general 
partner  of  Dallas'  Greenbrier  Partners, 
a  hedge  fund. 


Wall  Si  reet  spends  a  great  deal  of 
time  and  money  attempting  to  antici- 
pate business  trends.  Too  bad  The 
Street  didn't  pay  more  attention  to 
the  major  trends  in  the  stock  brolcer- 
age  business  since  the  unfixing  of 
commissions  in  May  1975.  What  hap- 
pened to  the  brokerage  business  after 
the  unfixing  of  commissions  should 
have  provided  Wall  Street  with  early 
clues  to  the  direction  that  businesses 
in  general  would  take. 

Until  May  1975,  commission  rates 
on  stock  brokerage  trades  under 
$300,000  were  fixed.  Brokers  distin- 
guished themselves  from  their  com- 
petition by  the  quantity  and  quality'  of 
their  research,  extravagant  free  trips 
for  institutional  customers  and  every 
other  form  of  give-up  except  price. 

What  a  different  world  it  is  today. 
The  commissions  institutions  pay  are 
down  perhaps  80%  from  those  of  16 
years  ago.  After  the  trade  has  been 
completed,  the  institution  graciously 
tells  the  broker  how  much  commis- 
sion it  will  pay.  The  broker  smiles, 
gratefijl  for  any  small  blessing.  Beg- 
gars can't  be  choosers. 

Scheduled  commission  rates,  of 
course,  still  exist  in  the   brokerage 


business,  although  each  year  fewer 
and  fewer  people  pay  those  commis- 
sions. Scheduled  rates  will  continue 
to  exist  until  the  last  naive  and  trust- 
ing soul  departs  this  earth. 

What  happened  first  to  Wall  Street 
has  now  happened  to  most  of  Ameri- 
can industry'.  All  businesses  have 
scheduled  rates,  and  those  rates  are 
increasingly  being  ignored  by  those 
businesses'  customers.  Price  competi- 
tion is  the  name  of  the  game,  and 
success  goes  to  low-cost  producers 
who  offer  their  customers  the  greatest 
values.  In  retailing  look  at  Wal-Mart, 
and  in  manufacturing  look  at  Toyota. 
Likewise,  scheduled  rates  in  publish- 
ing, advertising,  travel,  manufactur- 
ing, etc.  are  increasingly  irrelevant 
and  subject  to  negotiation. 

Health  care  cannot  long  resist  the 
trend.  Price  competition  is  coming. 
The  modus  operandi  in  the  industry 
has  been  a  sort  of  costs-be-damned 
"medical  arms  race"  centered  on  the 
financial  enhancement  of  doctors. 
Since  the  tab  was  being  picked  up  for 
the  most  part  with  other  people's 
money  (the  government's  or  insur- 
ance companies'),  nobody  paid  atten- 
tion. That  is  changing  in  a  way  that 
parallels  what  happened  in  the  stock 
brokerage/investment  business. 

Procedural  versus  cognitive  com- 
pensation: Executing  a  stock  trade  is  a 
procedure.  So  is  removing  a  gall  blad- 
der. When  a  broker  executes  excessive 
trades,  it  is  called  churning.  There  is 
an  inherent  conflict  of  interest  be- 
tween the  client  and  broker.  And 
since  brokers  are  human,  they  fre- 
quently yield  to  temptation.  Doctors 
are  also  human,  and  it  is  accepted  that 
at  least  30%  of  all  surgery  performed 
in  this  country  is  unnecessary.  En- 
couragingly, Medicare  is  reducing  the 


amount  of  money  it  pays  for  proce- 
dures and  increasing  the  amount  it 
pays  for  office  visits.  More  money  for 
thinking  and  less  for  slicing.  But  this  is 
only  the  tip  of  the  iceberg. 

There  has  been  a  gigantic  shakeout 
in  the  stock  brokerage  business  over 
the  last  16  years.  While  most  firms  are 
prospering  with  this  bull  market,  the 
business  in  general  has  been  very  diffi- 
cult. The  growth  and  the  relative 
prosperity  of  the  money  management 
business  on  the  other  hand  has  been 
astounding.  People  with  money  are 
paying  more  for  thought  and  results 
and  less  for  trades  (procedures).  In 
relative  terms,  there  are  far  more  pros- 
perous money  managers  than  there 
were  16  years  ago  and  far  fewer  pros- 
perous stockbrokers. 

What  American  businesses  seem  to 
be  saying  with  respect  to  their  medical 
costs  is,  ''Look,  we  arc  sick  of  having 
our  accounts  churned.  What  we  want 
to  know  is,  'What  will  it  cost  to  take 
care  of  our  people?'  "  And  the  result  is 
that  businesses  are  beginning  to  pay 
for  results.  Diffi;rent  ofl'shoots  of 
managed  health  care  continue  to  ex- 
pand. Thus,  if  a  patient  has  a  bad  back, 
a  health  care  provider  will  have  the 
same  incentive  to  prescribe  therapeu- 
tic exercise  as  he  will  to  prescribe  back 
surgery.  The  incentive  for  health  care 
managers  is  to  convince  employees 
not  to  smoke  rather  than  prescribing 
combinations  of  impossibly  expensive 
therapies  for  lung  cancer. 

As  surgeons,  testing  labs,  surgical 
centers  and  others  who  profit  from 
procedures  increasingly  find  that  they 
have  time  and  excess  capacity  on  their 
hands,  they  will  compete  on  price. 
And  while  the  prices  for  medical  pro- 
cedures may  not  come  down  as  much 
as  stock  brokerage  commissions,  they 
will  come  down.  As  medical  consum- 
ers, we  all  will  benefit. 

The  stock  market  implications  for 
those  who  provide  health  care  proce- 
dures are  bearish.  The  implications 
for  managers  of  health  care  are  some- 
what more  bullish,  although  that 
bullishness  is  already  reflected  in  the 
lofty  price/earnings  ratios  that  the 
group  commands.  In  general,  price 
competition  is  at  last  about  to  pro- 
duce a  shakeout  in  the  health  care 
industry.  The  odds  favor  the  bears.  I 
would  wait  until  the  dust  settles  be- 
fore buying  health  care  stocks.       ^M 
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Should  you  play  it  safe  now  that  the  Dow  has 
crossed  3000?  No.  If  history  repeats,  the  market 
could  go  a  lot  further  as  the  recovery  unfolds. 

Beyond  3000 


Charles  E.  Babin  is  managing  director  of  BRS 
Capital  Management,  Inc.,  an  investment 
management  firm  in  Boston. 


However  equity  managers  go  about 
setting  strategy,  they  are  ever  mindful 
that  investors  can  be  fickle.  During 
bear  markets,  absolute  performance 
counts.  But  in  bull  markets,  managers 
stand  or  fall  based  on  their  results 
relative  to  the  competition. 

Unhappily,  such  pressures  foster 
mediocrity.  As  long  as  everybody's 
performance  is  more  or  less  the  same, 
the  odds  of  losing  clients  are  slim.  On 
the  other  hand,  there  is  a  serious 
business  risk  associated  with  diver- 
gent strategies  gone  wrong. 

This  may  well  explain  why  so  many 
Wall  Street  experts  missed  the  rally 
that  began  last  October  and  that  has 
carried  the  Dow  Jones  industrials 
from  2365  to  past  3000.  As  I  men- 
tioned in  my  Oct.  1,  1990  Forbes 
column,  consensus  thinkers  were 
convinced  that  there  would  be  an 
economic  domino  effect  from  the 
wrecking  of  the  Kuwaiti  oilfields.  The 
logic  seemed  impeccable:  Runaway 
oil  prices  would  fuel  inflation,  exacer- 
bate the  economic  downturn  and 
keep  the  stock  market  weak. 

But  signals  from  the  credit  markets 
were  at  odds  with  the  consensus. 
What's  more,  the  precedent  of  the 
market's  good  performance  during 
previous  oil  shocks  was  reassuring. 
Faced  with  this  somewhat  confused 
situation,    many    money    managers 


adopted  a  defensive  position,  think- 
ing it  the  safest  thing  to  do.  It  was  a 
mistake.  Trough  to  peak,  the  Dow 
Jones  industrials  jumped  27%. 

In  my  opinion,  today's  market  line 
looks  too  pat  and  could  prove  just  as 
costiy.  Pessimism  seems  again  the  or- 
der of  the  day.  Just  one  month  after 
the  Dow  closed  at  its  alltime  high  of 
3004  (Apr.  17),  the  gloomsters  were 
back.  All  it  took  was  a  correction  of 
less  than  5%.  To  paraphrase  a  recent 
Wall  Street  Journal  column:  The  mar- 
ket's in  a  catch  22  situation.  If  the 
economy  recovers,  interest  rates  will 
rise  to  choke  ofFflirther  appreciation. 
But  if  the  recovery  fails  to  materialize, 
that  would  be  even  worse  because  the 
rally  was  based  on  the  assumption  that 
a  recovery  was  at  hand. 

Maybe  so.  But  there  are  solid  rea- 
sons to  believe  that  the  rally  isn't  over. 
Start  by  examining  the  Dow's  appre- 
ciation during  previous  bust-to- 
boom  cycles.  As  shown  in  the  table, 
since  1950  there  have  been  six  occa- 
sions when  the  economy  recovered 
from  negative  growth  years.  Interest- 
ingly, real  GNP  growth  was  supernor- 
mal on  all  but  two  of  those  occasions 


Is  the  rally  over? 

Recovery 

Real 

Dow  Jones  industrial  average 

year 

GNP 

recovery 

prior 

growth 

year 

year 

appreciation 

1983 

3.6% 

20.3% 

19.6% 

1981 

1,9 

-9.2 

14.9 

1976 

4.9 

17.8 

38,3 

1971 

2,8 

6.1 

4,8 

1959 

5.8 

16,4 

34,0 

1955 

5.6 

20.8 

44,0 

Average 


12,0 


25,5 


Despite  a  600-point  rise  in  tlie  Dow,  a 
return  to  supernormal  GNP  growth  in 
1992  could  spell  continued  prosperity. 


(1971  and  1981 ).  What's  more,  1981 
was  peculiar  in  two  other  respects:  It 
was  sandwiched  between  two  reces- 
sion years;  and  it  witnessed  two  nega- 
tive GNP  c]uarters. 

Notice  that  the  recovery  years  were 
preceded  by  bull  markets,  even 
though  the  economy  was  mired  in 
recession — not  unlike  1991 .  With  the 
exception  of  1981,  the  momentum 
stretched  into  the  recovery  periods. 
So,  the  market  has  been  acting  true  to 
form  in  this  rally:  It  started  up  even 
though  the  economy  languished. 
And,  if  history  is  any  guide,  we  can 
expect  it  to  continue  rising  even  after 
the  economy  shows  clear  indications 
of  recovery. 

How  far  can  the  market  go?  In  the 
past  when  economic  growth  exceed- 
ed 3%,  the  Dow's  average  return  was 
nearly  19%.  Today's  consensus  1992 
GNP  forecast  calls  for  an  anemic 
2.5%  real  growth,  but  a  reliable  early 
indicator — credit-market  behavior — 
suggests  a  banner  year  ahead,  possibly 
4%-plus.  History  could  repeat — 
which  suggests  the  market  could  go  a 
lot  further  as  the  economy  rebounds. 

Other  signs  suggest  that  stock 
prices  aren't  overheated.  As  I  detailed 
in  my  Apr.  15  column,  the  market's 
capitalization  relative  to  the  economy 
approximates  its  historical  norm.  Nor 
is  3000  on  the  DJI  as  high  as  it  may 
seem.  Remember,  the  Dow  peaked  at 
2722.42  in  August  of  1987  just  prior 
to  Black  Monday,  which  means  the 
index  has  gained  barely  10%  in  3V2 
years,  hardly  a  sparkling  performance. 
In  fact,  the  Dow's  cumulative  return 
for  the  period  fell  short  of  that  earned 
on  riskless  Treasury  bills. 

Finally,  cynics  are  betting  that  pres- 
idential candidate  Bush  will  make  ev- 
ery effort  to  orchestrate  1992's  num- 
bers. In  their  view,  George  Bush 
would  love  to  count  3000  Dow 
"points  of  light"  among  his  first-term 
accomplishments,  and  items  like  capi- 
tal gains  tax  reform  might  be  just  the 
ticket  in  an  election  year. 

Sure,  strategies  that  buck  the  con- 
sensus are  risky.  But  no  risk,  no  re- 
ward. Beating  the  average  perfor- 
mance demands  a  willingness  to  lean 
against  conventional  wisdom  when 
conditions  warrant  it.  Today  is  no 
exception.  In  a  year  or  so  investors 
could  easily  view  3000  as  the  Dow's 
new  "support"  level.  ^M 
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FORBES  MARKET 


FINANCIAL  SERVICES 


CORPORATE  ITEMS 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 


My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)— including  some 
very  famous  names 
-which  I  believe 
MARTIN  ZWEIG  could  "take  a  bath." 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance  of 
my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


»1  IN  PROFITS  for  the  whole  decade 
through  12/90  among  all  advisory 
services  tracked  by 
Hulbert.  (Past  results 
do  not  guarantee 
future  results.)  Call  to- 
day for  bonus  Per- 
formance Ratings  and 
gift  book  with  your 
Zweig  Forecast  trial 
Time  IS  crucial.  EXTRA  BONUS 

Three-Month  Trial  $55. 
One  Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  1 1 793-0926 


FINANCIAL  SERVICES 


Introductory  Trial 

Value  Line 
Only  $65 


An  introductory  subscription  to  The 
Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors 
Reference  Service — 'Value  Line's  most 
recent  ratings  and  reports  on  1700 
stocks.  You  will  also  receive  analyses 
of  about  130  stocks  each  week  for  10 
weeks  for  $65.  Available  only  once 
every  two  years  to  any  household.  30 
day  Money-Back  Guartintee.    '\6itt/' 

Call  ToU-FreeV 
1-800-833-0046 

(Ext.  2686- Dept.  316C08) 

American  Express,  MasterCard  or 

Visa.  7  days  week,  24  hrs.  a  day. 


BUY  LOV\/! 


INVESTMENT  CALIBER  STOCKS 
UNDER  $5.00  A  SHARE 

HIGH  POTENTIAL 

For  Sample  Nevk'sletter  Write: 

PENNY  STOCK  ANALYST 

P.O.  Box  333 
Woodstock,  MD  21163-0333 


SHARING 


IS  CARING 


FRANCHISING 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

Ffoncorr 

New  York  Chicago         Los  Angeles 

7V  Pj'i-  »v»nuf  ;0?00  CovtrnoFi  Dnvf      6033  W   Ceniup,  Blvfl 

Nt.  york    NY    10017      OK-npij  Fidds    1160461     Lot  Angel«l    CA  SOOIS 

(212)  922-3600    (708)  461-2900     (213)  336-0600 

1-800-877-1103 


FRANCHISF  YOUR 

BUSINESS  $2,900 


IN  30  DAYS 

I  Year  Free  Consultation 

Top  Franchise  Pros. 


i^ 


J  FRANCHISES 


THAT 
^SELL 
609-662-6446 


CAPITAL  AVAILABLE 


CAPITAL  AVAILABLE 


For  viable  expansion  projects  and  excit- 
ing start-ups.  $250,000  USD  and  up 
Brokers  Welcome  'y 

INTERCONTINENTAL 

CONSULTANTS 


Save 

50% 


FREE  CERTIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 

SEND  FOR  FREE  COLOR 
BROCHURE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NUMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaloosa,  Alabama  35403 


BUSINESS  OPPORTUNITIES 


Network  Marketing  at  its  finest: 
"Ttie  Safe  Way  To  Wealth" 

Our  group  provides  corrprehensive  executive 
training  and  support  using  professional  in- 
house  materials  We  get  predictable  results  of 
time  freedom  and  extraordinary  income  We 
are  looking  tor  sincere  professionals,  seeking 
a  viable  alternative  to  a  franctiise  or  ttie  40 
year  employment  plan.  Financial  retirement 
possible  m  2-4  years 

Contact  Tony  Musso,  IMS  inc. 
1-800-845-8901 


INCORPORATE  IN  DELAWARE! 


Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  St)elf  Corporations. 
Vdaumrc    Ca'^Wrlte  for  FREE  KIT: 

m^RvLStrv        PO-  Box  ''84-FB 
i^W    ■■    Wilmington,  DE  19899 

HS    iJki  800-321-CORP-302-652.6532 


S    OVER  ONE  BILLION    $ 

WORTH  OF  BUSINESSES.  FARMS  &  RANCHES 
FOR  SALE  BY  OWNERS 

MANY  OFFERING  OWNER  FINANCINGi 
To  List  or  Buy  Call  Toll  Free  1-800-999-SALE 
.^^ni^.    NO  BROKERAGE  FEES 


m 


GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 


wmE^EEsa 


MIRACLE  POLISHING  CLOTH 

Cleans/polishes  ANY   surface  like   magic 
Instanllyi  Terrific  10  second  demonstrationi  Fast 
$3  49  seller  pays  $2  90  profit'  Big  volume  Cham 
Store  item  Exclusive  territory 

FREE  SAMPLE  ""IX^'' 

D9C      1312-FB      WASHINGTON  AVENUE 
nOCO     ST  LOUIS.  MO  63103-1989  USA 

Phone  or  write:  314-241-8464 


(407)  788-6267 


Highly  skilled  and  successful 

Rare  Coin  firm  (Est.  1965)  is  looking 

for  a  major  Investment  Fund/Partner  to 

take  advantage  of  opportunities  in  the 

depressed  U.S.  Coin  market. 

We  will  assume  part  of  the  risk  and 

profit  only  if  you  do.  Reply  in 

confidence  to  Box  #32  Forbes  Magazine. 

60  Fifth  Ave.  New  York,  N.Y.  10001 


I 


EDUCATIONAL  SERVICES 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

foi  Wort  Lite  and  Acadeirnc 

£ipt(«na  No  Classroom 

Ariendanw  l^uirw] 


1  •  800-42^-3244 


or  send  detailed  resume 
ror  Free  Evaluation 

PaciHc  Western  University 

wo  N   SePlI^«U  aivO     Ofpl    18S   Los  AngiKs   CA  90049 


FREE  COLLEGE  TAPE 


•  EXTERNAL  DEGREES • 

Business  &  Public  AOmmistrilion 

CrifT>inai  Justice  Mgt .  Theology  LAW 

TOLL  FREE24  hr«.  (800)  759-OOOS 

LA  SALLE  UNIVERSITY 

Mandeville,  LA  70470  4000 


FORBES  MARKET/ 
CLASSIFIED 

Advertising  closing  date  is 
one  month  preceding  date  of 
issue. 

Frequency  discounts  avail- 
able. Payment  must  accom- 
pany order  unless  irom 
accredited  agency. 

FOR  ADDITIONAL 

INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 

FORBES  MARKET/ 

CLASSIFIED 

60  Fifth  Ave.,  N.Y.,  NY  10011 

(212)  620-2440 


FORBES  MARKET 


THE  POKE  BOAT^ 

ITS  EVEKiTHING  A  CANOE  ISN'T 

it  weighs  only  28  f\  Call  toll-free 
pounds  For  less  /  \  1  -800- 
;han  $800  you  /  \  354- 
con  buv  /  V 
morettian  y/  ^  0190. 
a  canoe      /u     ^^s^^   \\ 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemstones  Free  wholesale  calalog  since 
1%7!  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Mam  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to 

Free  Business  Catalog 

US   Government  Printing  Office 

Office  of  Marketing— Stop  SM 

Washington,  DC  20401 


FORBES  BINDERS 


CASE 


B 


SAVE  YOUR  COPIES  OF  FORBES 

These  custom-made  cases 
and  binders  protect  your 
valuable  copies  from  dam- 
age. They  hold  about  hall  a 
years  issues  IVIade  from  re 
inforced  board  covered  with 
leather-like  material  in 
red  Title  is  hot-stamped 
in  gold.  Binders  have 
special  spring  mechanism 
to  hold  snap-in  rods.  BINDER 

Cases;! -$7.95  3-$21  95  6-$39.95 
Binders:  1 -$995  3-$27  95  6-$52  95 
OaDER  FROtuI  Jesse  Jones  IntJuslries,  Dept  FB, 
499  Easi  Erie  Ave  ,  Phila  ,  PA  19134  Enclose 
name,  address  (no  P  O  Box)  &  payment  Add  $1  per 
unillorP&H  Oulside  USA  $2  50  pet  unit  (U  S  lunds 
only)  Pa  residents  add  6%  sales  tax  Credit  card 
orders  cam -800-972-5858  (mm  $15)  Please  allow 
4  to  6  weeks  for  delivery  Satisfaction  Guaranteed. 


PERSONAL  CARE 


STOP  SWEAT 
6  WEEKS 

Drionic'''  is  an  in- 
credibly more  effec- 
tive v\/ay  to  combat 
excess  sweat  — 
without  ctiemicals. 
Electroniip  treatment 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
10  medical  books. 
Send  for  free  information. 

GENERAL  MEDICAL  CO.  Dept   FOB-46 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


HISTORICAL  DOCUMENTS 


ANIHVeSTMlMTs 
IN  HISTORY        " 

Rare  \uli«raphs.  Letters  and 

HisKifK  Dixumcnt^ 

Aiailablc  Free  Reptiri 

Hi5tor\-Maker^'" 

54.l'i\  EmervmWai.Depl  \}3 

IndpK .  I\  46226 

,117  542-9480  E\l  1.13 


CHARITABLE  DONATIONS 


MUSEUM  OF  AMERICAN 
FINANCIAL  HISTORY 

We  solicit  gifts  of  your  financial 

archives  and  other  items,  for 

educational  use.  Fully  deductible  at 

market  value,  in  1991.  Please  write 

before  sending  anything.  Publishers 

of  Friends  of  Financial  History, 

quarterly,  $25  US.  $35  elsewhere. 

26  Broadway  NY  10004/908-4519 

New  York  State  Not  For  Profit 


REAL  ESTATE 


Own  Spectacular  Land, 

40  acres  in  the  Colorado 

Rockies.  $30,000  and  up,  1% 

down,  9%  financing.  Write: 

Forbes  Wagon  Creek  Ranch 

Box  303,  Fort  Garland,  CO  81133 
(719)  379-3263 


TICKET  BROKERS 


Preferential  Seating^ 

TONIGHT-EVERY  NIGHT 

•HANTOM 

OF  THE  OPERA 

MISS  SAIGON 

Tickets  for  all  Sold  Out  BROADWAY 
SHOWS.  SPORTING  EVENTS  &  CONCERTS 

,    T(---j/---j    Businas EnlerlainmenI Consultants 

^i^1-800-STAGE90 


MAIL  ORDER 


"Elevette" 

Practical 

Luxury. 

Enjoy  the  practical 
luxury  of  "Elev- 
ette", the  custom- 
built  residential  ele- 
vator that's  ideal 
for  those  who 
can't  or  shouldn't 
climb  stairs.  Write 
today  for  more 
information: 


INCLINAIOR 

I  1  A  M  E  R  I  C  A 


COMPANY     OF 

Dept  7 
PO.Box  1557 
Harrisburg.  PA 
17105-1557 


EXECUTIVE  GIFTS 


•  16"  to  22"  models  ore  fiond- 
crotted  from  solid  mohogony  wild 
hondpainled  moHiings  and  detoils 

•  Over  160  models  in  stock 

•  Priced  from  $99  50 

•  Solisfoctionguoronteed 

Call  1-800-950-9944 


l42SSN<»*;9lhS»rt 
S(oll5doltA,rj<jHiA2IS260 
(4(01 991 IB41    .:_     ^ 


FINANCIAL  SERVICES 


i     INVEST  IN 
MONOPOLIES! 


Or  near  monop- 
olies. Compan- 
ies ttiat  have 


/- 


zeroor  very  lit-     'ri> 
tie  competition;   c 
are  able  to 

grow  even  during  reces- 
sion; expand  very  fast 
and  are  not  well  known 
yet  on  Wall  Street. 

To  receive  reports  on 
ttie  companies  Andrew 
Lanyi  believes  may  be- 
come  tomorrow's  l)lue 
chips,  call  us  toll-free  at 
1-800-526-9401. 

l\u-  l.iinyi  Division  of 

l,ii(U'nl)urj»  Ihiilinann  &  Co. 

540  Madison  Avenue 

New  York.  NY  K)022 


EXECUTIVE  GIFTS 


SAVE  UP  TO  60% 

Take  advanUgt'  of  one  of  ihc  failesl  growing 
sports  in  ihc  world  and  bi-gin  building  clubs  for 
bijsinfs,s  and  plt-a-surtv 

IT  (iiilfs  vcars  ol  cxpurifnce  and  knowledge 
l)r(mdcs  yon  a  full  line  of  original  "pro-line" 
(|ualily  cornpoiicnus  and  fini.shcd  clubs,  whilf 
saving  you  up  to  60%  with  factory  direct 
wliok-sale  prices, 

Heforcyou  "invesi  "in  a  new  sel  of  clubs,  take 
a  look  at  UKioIf  components.  They'll  speak  for 
themselves,  and  vou! 


UTGOlf 

1-800-666-6033 

Jl*«isllillll><,ulh 
Sail  Uki-  Lil\.  [  lah 
l-H(l|.'ri.|HW() 

MiMrrtcirdSHSAaireplril 


COMPUTERS 


llfffTlflRYmflC 


INDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy*  Computers 

Radio  Shack*^  ptiones  .  .  .  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy  Kaly  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


Forbes:  Capitalist  Tool 


®  REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 
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EDITED  DY  THOMAS  JAFFE 


The  reluctant  hero 

Last  hall  New  York- based  money 
manager  Edwin  Walczak  was  getting 
killed  in  financial  stocks,  which  made 
up  nearly  40%  of  Vontobel  USA  Fund, 
the  $200  million  (assets)  portfolio  he 
runs.  But  rather  than  take  his  losses, 
Walczak,  37,  averaged  down.  Still, 
the  ftind's  performance  was  down 
over  10%  in  1990. 

The  further  they  fall,  the  further 
they  can  bounce  back,  and  today 
Walczak  looks  like  a  hero.  So  far  in 

1991  his  fund  is  ahead  30%;  the  S&P 
500  is  up  just  16%. 

Now  Walczak  is  taking  some  prof- 
its. Through  May,  he  was  hilly  invest- 
ed; now  he's  gone  to  10%  cash.  He 
trimmed  holdings  in  Golden  West 
Financial  (recent  price  35%),  Freddie 
Mac  (821/4),  Comerica  (61 1/4)  and 
Manufacturers  National  (63^4).  In 
the  nonfinancial  area,  he  cut  back  in 
Kmart  (47'/2)  and  Union  Pacific 
(90%),  and  got  out  of  Harnischfeger 
(2IV2)  and  Springs  Industries  (30%). 

Walczak  is  not  in  love  with  cash, 
but  he's  having  trouble  finding  un- 
dervalued stocks  in  which  to  reinvest. 
"We're  being  asked  to  look  at  1993  to 
1995  as  the  period  when  stories  will 
come  to  fruition,"  he  savs.  "I'd  rather 
not  be  a  hero;  I'd  rather  find  some- 
thing I  like  on  1992  numbers."  He's 
playing  it  safe  by  adding  slightly  to 
smaller  positions,  such  as  Unocal 
(24%),  Columbia  Gas  System  (36¥4) 
and  Reynolds  Metals  (57%). 

Walczak's  also  cautious  because  he 
thinks  interest  rates  may  have  made 
their  lows  for  the  current  economic 
cycle.  Long  bond  yields,  recently 
around  8.5%,  have  risen  some  25  basis 
points  since  the  beginning  of  the  year. 

"■Rising  rates  wouldn't  be  such  a 
problem  for  equities  if  the  market  was 
cheaper,"  Walczak  says,  "but  the  S&P 
500  now  sells  for  about  14.5  times 

1992  earnings  estimates.  When  stocks 
are  up  a  lot  and  interest  rates  are 
rising,  air  pockets  can  develop.  Hence 
my  decision  to  trim  and  take  profits 
whenever  appropriate." 

Miiltimedia's 
$17  million  man 

It  takhs  a  true  believer  to  recom- 
mend a  media  stock  these  days.  Meet 
true  believer  Barr)'  Lucas,  of  New 
York's    First    Manhattan.    He    likes 
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S481  million  (sales)  Multimeciia  Inc. 
Recent  o-t-c  price:  28%.  The  Green- 
ville, S.C.-based  companv  publishes 
12  daily  and  49  nondaily  newspapers, 
owns  fi\e  T\'  and  eight  radio  stations, 
operates  cable  systems  ser\'ing 
350,000  subscribers  and  produces 
and  syndicates  T\'  programs  such  as 
the  Donahue  and  Sally  Jessy  Raphael 
sho\\'s.  It  has  also  produced  a  heart- 
stopping  balance  sheet.  In  1985,  after 
leveraging  up  in  a  recapitalization  to 
fend  off  Jack  Kent  Cooke,  Multime- 
dia ended  up  with  $576  million  of 
negatixe  net  worth. 

But  Lucas  sa\'s  the  company  has 
been  delevcraging.  After  paying 
down  $430  million  of  debt,  last  July  it 
redeemed  $480  million  of  16%  de- 
bentures and  restructured  its  remain- 
ing loans.  There  are  currently  $400 
million  of  senior  notes,  with  average 


Phil  Donahue 

Just  one  of  Multimedia's  attractions. 


interest  rates  under  11%,  and  another 
$370  million  of  bank  debt.  He  esti- 
mates the  equit}'  deficit  will  have 
shrunk  to  $377  million  by  year-end. 

With  advertising  revenues  weak, 
much  of  Multimedia's  earnings 
growth  is  a  result  of  its  cutting  interest 
expense.  The  gains  are  substantial: 
Lucas  estimates  earnings  will  be 
$1 .50  a  share  this  year,  up  from  $1 .32 
in  1990.  He's  looking  for  $1.85  in 
1992.  Lucas  projects  next  year's  oper- 
ating cash  flow  at  $224  million,  or  $6 
a  share.  Interest  co\'erage  is  running  at 
about  2.6  times.  Also,  Lucas  expects 
the  company  to  slash  debt  by  another 
$130  million  by  the  end  of  1992.    • 

In  late  1990  Multimedia  acquired 
51%  of  Cleveland  vx  station  WKYt: 
from  NBC  for  about  $65  million.  Al- 
though it  paid  a  rich  13  times  cash 
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flow  for  control  of  WKYC,  Multimedia 
is  known  for  expanding  revenues  and 
cutting  costs — something  it  did  with 
KSDK,  its  NBC  affiliate  in  St.  Louis. 

One  potential  cloud:  Phil  Dona 
hue's  contract  expires  in  1992.  Some 
think  he  won't  renew.  If  Donahue 
departs,  Lucas  anticipates  1993  earn- 
ings will  be  flat,  at  $1 .85  a  share.  But  if 
he    stays,    bump    that    estimate    to 
$2.35 — making  Donahue  a  $17  mil 
lion  man,  from  the  Multimedia  share 
holders'  point  of  view. 

The  stock  recently  split  3-for-i; 
there  are  34  million  common  shares 
outstanding.  Insiders  own  14%. 


Copper-bottomed  stock 

OvHRTHH  LAST  year  and  a  half  or  so, 
few  groups  have  been  more  lethargic 
than  the  copper  stocks.  Take  Phelps 
Dodge  Corp.,  the  second -largest  pro- 
ducer of  copper  in  the  Western  world 
(behind  Chile's  state-owned  opera- 
tion). In  1990  the  Phoenix-head- 
quartered company  earned  a  record 
$455  million,  or  $13.12  a  share,  on 
sales  of  $2.6  billion.  Yet  the  shares 
basically  traded  flat  year  over  year.  At 
a  recent  nysf  price  of  66V4,  the  stock  is 
only  around  10%  higher  than  at  the 
beginning  of  1990.  But  if  one  looks 
beyond  this  year,  when  earnings  will 
hit  their  trough  for  the  current  eco- 
nomic cycle,  a  strong  case  can  be 
made  that  Phelps  will  recover  exceed- 
ingly well  from  1992  on. 

Phelps  Dodge,  says  analyst  Peter 
Anker  of  First  Boston,  is  well  posi- 
tioned if  copper  prices — lately  around 
$1  per  pound — rise.  Meantime,  it  has 
cushioned  the  downside  in  the  event 
prices  fall.  Thanks  to  increased  capital 
and  labor  productivit)',  Phelps'  min- 
ing costs  have  dropped  from  91  cents 
per  pound  in  1981  to  about  55  cents, 
and  should  decline  another  10%  to 
15%  by  the  mid-1990s. 

Near  term.  Anker  admits  copper 
prices  will  be  under  pressure  because 
of  slight  excess  capacity'.  Production 
in  the  West  will  grow  roughly  8% 
through  1992,  with  nearly  half  of  that 
increase  coming  from  C^hile's  Fscon- 
dida  mine.  But  supply  and  demand 
continue  in  relatively  tight  balance. 
Anker  does  not  expect  Phelps  to  post 
fa\'orable  year-o\'er-year  quarterly 
earnings  comparisons  until  1992. 
Still,  he  notes  the  stock  sells  for  a 
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cheap  7  times  the  $10  a  share  he 
t  expects  the  company  to  earn  this  year, 
and  for  only  5.5  times  the  $12  a  share 
he's  looking  for  in  1992. 

Hope  springs  eternal 

Some  stocks  have  a  habit  of  disap- 
pointing. Take  McDermott  Interna- 
tional, Inc.,  the  $3.1  billion  (sales) 
builder  of  offshore  oil  platforms  and 
power  generation  systems  for  the  util- 
ity industry.  Although  its  main  mar- 
kets have  been  in  a  recession  since  the 
early  Eighties,  the  stock  has  rallied 
several  times  in  recent  years  on  expec- 
tations of  a  big  recovery.  Alas,  the 
bulls  are  still  waiting.  The  New  Or- 
leans-based company  has  run  in  the 
red  since  1987.  For  the  fiscal  year 
ended  Mar.  31,  1991,  it  lost  $1.97  a 
share  from  continuing  operations. 

With  NYSE-listed  McDermott  lately 
trading  at  22%,  near  its  12 -month 
low,  the  bulls  are  again  talking  turn- 
around. They  expect  McDermott  to 
earn  roughly  70  cents  a  share  in  the 
current  fiscal  year,  and  $1.50  to  $2.20 
in  fiscal  1993.  Meanwhile,  they  note, 
there's  always  McDermott's  healthy 
4.5%  current  yield  to  tide  you  over. 

The  bulls  point  out  that  McDer- 
mott's offshore  rig  work  backlog  has 
risen  to  $2.4  billion,  from  $1.7  billion 
in  March  1990.  The  bulls  also  expect 
Babcock  &  Wilcox,  McDermott's  en- 
gineering and  construction  subsid- 
iary, to  clean  up,  thanks  to  the  1990 
Clean  Air  Act.  Some  think  the  utilities 
will  spend  more  than  $100  billion  this 
decade  on  pollution- related  improve- 
ments, renovation  and  new  construc- 
tion— with  as  much  as  25%  to  40%  of 
this  spending  to  take  place  by  1995. 
Babcock  is  in  the  running  for  an 
estimated  $200  million  scrubber  con- 
tract from  Public  Service  of  Indiana. 

McDermott  may  indeed  turn  this 
time.  But  it  could  take  longer  than  the 
bulls  expect,  especially  if  the  capital 
projects  they're  counting  on  to  pro- 
duce McDermott's  big  earnings  gains 
come  later  in  the  next  cycle. 

McDermott  is  considering  an  equi- 
ty offering,  asset  sales  and  the  restruc- 
turing of  its  debt.  (There  are  44  mil- 
lion common  shares.)  With  so  much 
unclear,  and  McDermott  trading  at 
32  times  anticipated  earnings,  any 
disappointment  could  trip  the  stock 
once  again.  tM 

Forbes  ■  July  8,  1991 


^i^ii  ^ 


\ViV^^^^- 


\\\\^ 


THE  BAWL  STREET  JOURNAL. 


KICCIAKPI 


^  "Instead  of  'living  beyond  our  means',  Peter,  can't  you  refer  to  It  as  'deficit  spending'7' 

Are  you  interested  in  making  a  killing  in  Wall  Street?  But  you're  afraid  they'll 
convict  you  if  you  shoot  your  broker?  Then  consider  a  humorous  alternative. 

The  Bawl  Street  Journal  is  published  only  once  per  year.  It  comprises  eight 
pages  of  cartoons,  advertisements,  gag  articles  and  spoofs  on  Wall  Street 
people  and  investment  firms. 

A  $3  investment  w/ill  bring  some  joy  and  laughter  to  help  vent  the  thousands  of 
dollars  spent  to  create  anguish  and  frustration.  For  your  copy  of  this  year's 
paper,  act  today  as  the  The  Bawl  Street  Journal  is  printed  in  limited  edition.  No 
papers  will  be  available  after  the  initial  printing  is  sold  out  or  after  July  10,  1991, 
whichever  comes  first. 

This  is  the  only  opportunity  to  purchase  papers.  Use  the  coupon. 


Circulation  Manager 

P.O.  Box  445,  Wall  Street  Station 

New  York,  NY.  10005 

NAME 


Please  send  me. 


-copy(ies)  of  the  1991  edition  ot 


The  Bawl  street  Journal.  Enclosed  is  my  check  payable 
to  The  Bawl  Street  Journal  Corp.  @  $3  per  copy 
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How  many  public  sector 
union  employees  does  it  take  to  change  it? 
One.  ^d  twenty-five  to  supervise. 


Unbelievable.  From  1980-89,  the  number  of  workers  on  state 
payrolls  grew  twice  as  fast  as  the  population  at  large.  In  Illinois, 
4  times  as  fast.  6  times  as  fast  in  Massachusetts.  7  in  Connecti- 
cut. And  14  in  New  York. 

While  overall  union  membership  is  down  a  third  from  its 
1975  peak,  public  sector  unions  have  gained  1.2  million  mem 
bers  in  the  past  decade.  What  are  we  getting  from  all  these  new 
people?  Not  much.  Just  look  at  the  garbage  piled  up  on  our 
sidewalks.  The  crime  problem  in  our  towns  and  cities.  Kids 
who  can't  read  or  write. 
In  a  May  13th  cover  story,  Forbes  told  its  readers  that 
public  sector  unions  have  been 
using  funds  to  hire  more  and  more 
supervisors.  Instead  of  people 
who  actually  do  the  work. 
And  it's  not  just  happen 
ing  in  big  cities  like  New  York. 


State  and  local  governments  everywhere  must  wake  up  to  the 
faa  that  public  employee  union  demands  could  eventually 
bankrupt  them. 

Maybe  it's  time  the  politicians  paid  more  attention  to  Forbes. 
They'd  learn  what  our  readers  already  know:  That  Forbes'  gutsy 
reporting  gives  them  insights  they  can't  get  anywhere  else.  Not 
from  Business  Week.  Not  from  Fortune. 

Telling  it  like  it  is  also  attracts  advertisers.  They  know  that 
as  ad  budgets  get  squeezed,  editorial  quality  is  more  important 
than  ever.  Small  wonder  that  only  one  magazine,  a  weekly, 
carried  more  ad  pages  last  year  than  biweekly  Forbes.  And  that 
we've  won  eight  major  awards  for      J^q  ff||(s,  J^q  StOrV* 
excellence  in  the  past  eighteen 
months  alone. 

Want  your  ads  to  work  harder.^ 
Run  them  in  Forbes.  The  magazine 
that  sheds  light  on  every  subject. 


Fbrbes 

Capitalist  Ibol 

Forties  Magazine-60  F.Hh  Ave    N  Y  ,  NY  10011 
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"The  more  things  change  . . ." 
70  years  ago  in  Forbes 

(From  ihh  issue  oh  July  9,  192 1 ) 


Budget  Director  Charles  G.  Dawes. 


"President  Harding  has  not  been 
able  to  turn  national  depression  into 
national  prosperity,  and  Congress  has 
not  acted  with  the  efficiency  and  dis- 
patch which  pre-election  promises  led 
the  people  to  expect.  This  much, 
[  however,  can  be  said  for  President 
Harding:  Nearly  all  his  selections  for 
important  offices  have  been  unusually 
commendable.  .  .  .  [His]  choice  of 
Charles  G.  Dawes  as  Director  of  the 
Budget  is  most  encouraging." 

"Fall  prices  for  men's  clothing  will  be 
from  30%  to  40%  below  those  of  last 
fall,  according  to  Frederick  Voiland, 
vice  president  of  the  National  Associ- 
ation of  Retail  Clothiers.  He  predicts 
that  $25  will  again  be  the  popular 
price  for  a  'fairly  good  overcoat.'  " 

60  years  ago 

(From  THE  ISSUE  OF  July  1,  1931) 
"If  you  want  to  get  a  package  from 
Portland,  Me.  to  New  York  in  a  hurry 
now,  don't  use  the  mails.  Send  it  by 
freight!  This  is  no  criticism  of  our  mail 
service.  .  .  .  But  since  June  15,  freight 
service  between  these  two  cities  is 
even  faster.  New  England  goods 
[leaving]  Portland  at  4: 15  in  the  after- 
noon, just  before  the  end  of  the  busi- 
ness day,  are  unloaded  in  New  York 
before  five  o'clock  in  the  morning." 
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"Ford  and  Chevrolet  in  the  first  five 
months  of  1931  divided  a  full  two 
thirds  of  total  North  American  pro- 
duction between  them,  almost  equal- 
ly. Ford's  total  was  459,312  cars  and 
trucks,  against  797,092  in  the  previ- 
ous year.  Last  year  Ford  was  responsi- 
ble for  40.8%  of  total  volume  in  the 
five  months,  compared  with  33.2% 
this  year.  The  Chevrolet  total  for 
1931  was  435,904  units  against 
500,637  a  year  ago." 


years  ago 


50 

(From  ihe  issue oe  July  1 ,  1941 ) 
"With  more  than  60%  of  the  petro- 
leum production  of  the  world  within 
U.S.  borders,  the  oil  industry  has 
been  and  still  is  plagued  by  over- 
production. Yet  it  is  reasonably  cer- 
tain that,  in  one  form  or  another,  oil 
and  gasoline  supplies  of  the  Atlantic 
seaboard  states,  and  possibly  of  other 
parts  of  the  country,  will  be  rationed 
before  winter.  How  severe  the  short- 
age will  be  is  still  uncertain." 


Working  on  barrage  balloons  at  Goodyear. 


"Everything  containing  metal  soon 
will  be  brought  under  complete  prior- 
ity control.  .  .  .  Through  Reconstruc- 
tion Finance  Corp.  subsidiaries,  gov- 
ernment will  have  a  virtual  monopoly 
over  all  strategic  imports,  including 
wool,  silk  and  rubber." 


years  ago 


25 

(From  THE  ISSUE  OE  July  1,  1966) 
"The  one  place  where  big  companies 
usually  lag  is  in  conceiving  and 
launching  new  products.  The  big 
company's  more  complex  administra- 
tive machinery,  and  its  need  to  protect 


As  President 
Bert  Cross  saw 
it,  his  job  was  to 
keep  3M  a 
research-driven 
company. 


what  it  has  already  acquired,  often 
make  it  withhold  the  tender,  loving 
care  a  fragile  new  product  needs.  .  .  . 
Which  makes  even  more  impressive 
the  record  of  St.  Paul-based  Minneso- 
ta Mining  &  Manufacturing  Co.  It's  a 
big  company.  Sales  hit  $1  billion  last 
year,  up  nearly  $100  million  over  the 
year  before  and  more  than  3^2  times 
the  level  of  a  decade  earlier.  It  is  also 
profitable,  boasting  a  26%  operating 
margin  and  a  20%  return  on  equity 
last  year.  .  .  .  Last  year  a  full  25%  of  its 
sales  and  35%  of  its  profits  came  from 
items  new  since  1960 — not  [merely] 
new  packages,  or  product  variations, 
but  brand  new." 

"The  simple  truth  is  that  the  old 
American  love  affair  with  the  automo- 
bile is  'turning  into  something  of  a 
love -hate  relationship.  It  is  no  longer 
singlfc-minded  puppy  love.  It  is  be- 
coming ambivalent." 


10 


years  ago 


(From  THE  ISSUE  OE  July  6,  1981) 
"No,  we  didn't  have  a  clue  that  the 
Israelis  intended  to  obliterate  that 
Baghdad  nuclear  operation.  Our 
readers,  however,  ought  not  to  have 
been  surprised  that  Israel's  leaders 
considered  Iraq  to  be  their  most  dan- 
gerous enemy.  While  reporting  a  cov- 
er story  from  Baghdad  last  summer, 
Lawrence  Minard,  our  European  bu- 
reau manager,  wrote  that  the  govern- 
ment of  Iraqi  dictator  Saddam  Hus- 
sein 'is  a  cross  between  Oriental  des- 
potism and  1920s-style  Chicago 
gangsterism.'  We  said  this  at  a  time 
when  much  of  the  world's  press  was 
suggesting  that  the  Iraqi  ruler  was 
relatively  benign  and  tilting  toward 
the  West."  MB 
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The  smart  ones  ask 
when  they  don 't  know. 
And,  sometimes,  when 
they  do. 

Most  oldsters  are 
fascinated  by  the 
Future,  while  the  younjf 
love  to  look  back 
to  earlier  days, 
especially  their  own. 

Hopeless  cases: 
Executives  who  assert 
themselves  by  saying 
No  when  they  should 
say  Tes. 

Nothing  is  sometimes  the 
ri^ht  thin£i  to  say. 

-Malcolm  Forbes 


A  Text ... 

Verily,  verily,  I  say 
unto  you,  He  that  believeth 
on  me,  the  works  that  I 
do  shall  he  do  also; 
and  greater  works  than 
these  shall  he  do;  because 
I  go  unto  my  Father. 
-John  14:12 


Sent  in  by  Reverend  Norbert  H. 
Miller,  Hillpoint,  Wis.  What's 
your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the 
Business  of  Life  is  presented  to 
senders  of  texts  used. 


The  nation  makes  music — 
the  composer  only  arranges  it. 

-Mikhail  Glinka 

Music:  An  incitement  to  love. 

-Latin  proverb 

To  play  great  music,  you 
must  keep  your  eyes  on  a 
distant  star. 

-Yehudi  Menuhin 

An  unalterable  and 
unquestioned  law  of  the 
musical  world  required 
that  the  German  text  of  French 
operas  sung  by  Swedish 
artists  should  be 
translated  into  Italian 
for  the  clearer 
understanding  of  English- 
speaking  audiences. 
-Edith  Wharton 


Music:  The  only  cheap  and 
unpunished  rapture  upon  earth. 

-Sydney  Smith 

A  verbal  art  like  poetry  is 
reflective;  it  stops  to  think. 
Music  is  immediate;  it  goes 
on  to  become. 
-W.H.  Auden 

Whether  the  angels  play  only 
Bach  in  praising  God  I  am  not 
quite  sure;  I  am  sure,  however, 
that  enfamille  they  play 
only  Mozart. 
-Karl  Barth 

Bach  almost  persuades  me  to 
become  a  Christian. 
-Roger  Fry 

If  the  king  loves  music,  there 
is  little  wrong  in  the  land. 

-Mencius 

There  are  three  things 
I  have  always  loved 
and  never  understood — 
art,  music,  and  women. 
-Le  Bovier  de  Fontenelle 


I  know  only  two  tunes:  One  of. 
them  is  "Yankee  Doodle"  and 
the  other  isn't. 
-Ulysses  S.  Grant 

Opera  in  English  is, 
in  the  main,  just  about 
as  sensible  as  baseball 
in  Italian. 

-H.L.  Mencken 

One  can't  judge  Wagner's 
Lohengrin  after  a  first 
hearing,  and  I  certainly 
don't  intend  hearing  it 
a  second  time. 
-GioACCHiNO  Rossini 

Wagner's  music  is  better 
than  it  sounds. 

-Mark  Twain 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Send 
check  and  order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


If  an  opera  cannot  be  played 
by  an  organ-grinder — as 
Puccini's  and  Verdi's 
melodies  were  played — 
then  that  opera  is  not 
going  to  achieve  immortality. 
-Sir  Thomas  Beecham 

I  can  hold  a  note  as  long 
as  the  Chase  National  Bank. 

-Ethel  Merman 

I  occasionally  play  works 
by  contemporary  composers, 
and  for  two  reasons.  First, 
to  discourage  the  composer 
from  writing  any  more, 
and  second  to  remind 
myself  how  much  I 
appreciate  Beethoven. 
-Jascha  Heifetz 

I  wish  the  government  would 
put  a  tax  on  pianos  for  the 
incompetent. 

-Dame  Edith  Sitwell 

Music  is  the  brandy 
of  the  damned. 
-George  Bernari:)  Shaw 
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The  world's      ^ 
274  richest 
business  people- 
including 
shipping 
tycoons, 
hotel  magnates, 
plantation  owners, 
drug  dealers  and 
mere  coupon 
clippers    — 
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OPEN  IN  CASE  YOU  \YANT  THE 

.  DIFFERENCE  50%  OF  THE 

^     FORTUNE  500  HAVE  CHOSEN. 


years. 

With  assets  that  have 
reached  $55  biljion.  And 
with  the  real  Travelers  dif-  , 

ference . . .  35,000  employees 
dedicated  to  customer 
satisfaction. 

This  is  how  we  make  a  real  differ- 
ence for  you . 

By  identifying  ways  of  preventing 
losses  and  controlling  insurance  costs. 

By  ensuring  the  health  of  your  work  force 
with  one  of  America's  largest  managed  care. 
networks.  ■ 

By  providing  you  with  a  full  portfolio  of 
pension  investment  options  and  flexible 
record-keeping  services. 

By  making  sure  that  those  who  carry  The' 
Travelers  for  their  business  insurance  needs 
do  so  with  confidence.  ^jp 

That's  The  Travelers  Way  ^ 

The  Tra\'elers  Companies,  Hartford,  Conr^ecticut  0618S, 

.„TheTravelersr7 


'imm^m-- 


,;!  =  •■■ 


Schwab  wrote  the  book  on  how 
to  find  a  Financial  Advisor. 


As  your  capital  multiplies,  so  does 
the  time  and  skill  it  takes  to  invest. 

If  you're  like  many  investors,  you 
might  prefer  professional  guidance. 
At  Schwab,  we  recommend  getting 
objective  advice  that's  free  of  sales 
pressure.  So  we  wrote  this  book  to 
help  you  find  an  expert— one  who's 
concerned  with  your  best  interests. 

The  Charles  Schwab  Guide  to 
Selecting  a  Financial  Advisor  gives 
you  the  information  you  need  to  single 
out  which  advisor  feels  right  to  you. 

Here  are  the  key  questions  to  ask. 
Plus  a  few  tips  to  help  you  assess 
whether  their  style  and  strategies 
are  compatible  with  your  financial 

goals. 

This  guide  also  includes  a  directory 
with  addresses,  phone  numbers  and 
stated  investment  philosophies  of  over 
250  advisors. 

If  you'd  appreciate  help  managing 
your  money,  call  now  for  your  free  copy 
of  the  new,  expanded  edition  of  The 
Charles  Schwab  Guide  to  Selecting 
a  Financial  A  dvisor. 

'Charles  Schwab  &  Co.,  Inc.  does  not  endorse  or 
recommend  any  particular  advisor  None  of  these  Financial 
Advisors  are  employed  by  Charles  Schwab  &  Co.,  Inc. 

Call  now,  toll-free: 

800-228-3393 


Charles  Schwab 


Member  SlPC/New  York  Slock  Exchange,  Inc.     ®  1991  Charles  Schwab  &  Co.,  Inc.     All  Rights  Reserved 
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MONITORS'                             MODEMS 

PORTABLES 

NETWORKING 

AIRBORNE 


HYUNDAI  PCs 

FOR  THE  LONG  HAUL. 


THEY  KNEW  WE  COULD  DELIVER  THE  GOODS 


Airborne  Express'  is  the  world's  fastest  growing  overnight  air  express  company. 
As  experts  in  moving  documents  and  packages  they  had  strong  ideas  about  what  the>^ 
needed  when  it  came  to  moving  information. 

Airborne  Express  examined  a  number  of  different  PCs  to  see  how  they  weighed  up. 
Hyundai'  came  through  with  flying  colors.  Airborne  installed  Hyundai  computers  at  their 
private  airport  and  central  sorting  facility  in  Wilmington,  Ohio.They  also  specified  Hyundai 
for  the  Libra  II  computerized  shipping  system  they  offer  to  high-volume  users. 

Hyundai  has  the  broadest  line  of  PC-compatible  computers  and  peripherals 
available.  From  powerful  desktop  machines  to  the  latest  portable  technology.  All 
competitively  priced.  All  with  an  18-month  warranty.  And  all  available  from  a  first-class, 
nationwide  network  of  dealers,  who  also  provide  comprehensive  product  support,  including 
a  24-hour  "Service-on-Site"  option. 

If  your  company  needs  information  systems  for  the  long  haul,  take  a  look  at 
Hyundai.  They  carry  a  lot  of  weight  with  Airborne  Express. 
Hyundai  Electronics  America,  166  Baypointe  Parkway,  San  Jose,  California  95134. 
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Harry  Seneker 


Billionaife  hunter 

How  DC)  YOU  recognize  a  billionaire  when  you  see  one?  How  does 
Forbes  search  the  earth  to  identity'  the  274  people  or  tamilies  whose 
w^*alth  is  of  such  a  tiimension  as  to  be  globalh'  important?  It's  not 
easy.  Nobody  hands  you  the  stor\'.  A  lot  of  tliese  folks  would  just  as 
soon  remain  anonymous.  Finding  them  and  estimating  their  wealth 
and  influence  is  an  arduous  task,  directed  by  Senior  Editor  Harold 
Seneker.  Here's  how  Harn'  describes  the  process: 

"It  starts  with  computer  searches.  This  year  Naomi  Prall,  of  the 
FoRi?ES  libran,',  organized  our  annual  scan  of  tlie  major  business  press 
around  the  world  for  hundreds  of  suspects,  some  already  certified 
billionaires,  others  said  to  be. 

"Then  comes  the  real  eftbrt.  Acquiring  docu- 
ments; tracking  down  sources;  contacting  and 
grilling  them;  picking  up  leads  on  new  suspects 
and  ordering  up  yet  more  searches  on  those. 
Forbes  reporters  visit  world  financial  centers  for 
leads  while  others  work  the  telephones  into  the 
small  hours  to  conduct  telephone  interviews 
with  people  in  time  zones  where  our  night  is 
their  day.  Much  of  the  work  fell  on  tlie  able 
shoulders  of  Amy  Feldman  and  Toddi  Gutner, 
but  they  were  greatly  assisted  by  15  other  good 
reporters — see  credits  on  page  98 — and  all  the 
resources  of  Forres  magazine. 

"Next  comes  the  v\'eighing  of  what  we've  found.  How  do  we 
know  this  land  in  Britain  is  worth  this  price?  Is  the  source  reliable? 
From  experience,  we  know  that  press  reports  are  leads,  not  evidence. 
Find  a  reputable  property  appraiser  who  knows  the  property  and  its 
neighborhood.  Have  we  allowed  enough  for  debt  on  the  propert)'? 
More  searching  of  the  suspect's  history,  and  the  property's.  Find 
more  sources.  Repeat  tfiis  thousands  of  times  for  hundreds  of 
prospective  billionaires,  not  all  of  whom  will  prove  out. 

"Satisfied  that  our  suspect  is  worth  at  least  a  billion  or  two,  we  turn 
to  the  important  questions.  What  is  he,  or  his  company,  doing,  and 
why?  This  takes  yet  more  detective  work,  leading  us  down  all  sorts  of 
b^'ways — some  of  them  blind  alleys,  others  well  worth  exploring. 
Then  comes  the  distilling,  wTiting  and  editing  of  this  accumulated 
wisdom,  and  agonizing  decisions  about  what  will  be  left  on  the 
cutting-room  floor.  But  what's  left:,  we  think,  is  not  just  a  list.  It's  a 
mosaic  of  the  global  economy.  Our  special  report  on  the  world's 
billionaires  starts  on  page  98. 

"Almost  before  this  issue  reaches  readers,  we'll  start  again,  for 
1992." 

It  seems  only  yesterday 

Thirty  years  and  going  on  800  issues  of  Forbes  ago,  my  name  first 
appeared  in  the  adjoining  column  as  Editor.  An  editor  is  a  kind  of 
proxy  for  the  reader,  seeking  information  and  helping  form  judg- 
ments about  events  and  people  that  matter  to  the  reader.  Thanks  to 
all  you  Forbes  readers  for  letting  me  serve  as  your  proxy  for  so  long 
during  so  much  significant  and  fascinating  history. 
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HisTOHic.  Classic.  Bold. 
The  pasha*  watch 
BY  Cartilr. 
athibuthtothe 
e.xceptional  men  of 
this  era.  Crafted  from 

a  GOLD  INGOT  TO  BE 
watertight  and  POWERFUL, 
THE  CaRTIER  pasha  IS 
designed  TO  CAPTURE 

the  spirit  of  those  who 
thrive  on  the  prospect 
of  challenge,  of  conquest 
Decidedly  in  time 

WITH  OUR  time,  pasha 
IS  THE  ultimate  WATCH. 
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Buffetted 

Riding  Warren  Butfett's  coattails  is 
nsk\'  tor  those  who  grab  on  too  late. 
Last  month  FORl^HS  warned  that  there 
might  be  a  r'ough  ride  at  PS  Group,  a 
moneylosing  San  Diego  holding 
company  (June  24).  Investors  had 
rushed  into  PS  after  Buffett's  Berk- 
shire Hathaway  bought  a  22%  stake  at 
around  33  a  share  last  year;  the  stock 
hit  72  bv  mid- June.  But  Forbes  cast  <;, 


skeptical  eye  on  the  compan\'s  Re- 
contek  subsidiary'  and  its  unproven 
process  for  extracting  usable  metals 
from  hazarcious  vvaste. 

The  market  woke  up.  i\s  collapsed 
to  a  recent  43,  anci  the  firm  postponed 
an  oftering  of  1 .5  million  new  shares. 
Buffett  still  has  a  $12  million  paper 
profit  and  can  afford  to  be  patient. 

Then  there's  Wells  Fargo  &  Co. 
(Apr.  15).  Concern  over  the  San 
Francisco  bank's  heavy  exposure  to 
California  real  estate  drove  the  stock 
down  to  42  last  year.  Then  Buffett 
bought  a  10%  stake  at  58  a  share,  and 
the  shares  ran  up  to  98  by  last  month. 
On  June  25  the  bank  increased  its 
second-quarter  loan  loss  reserx'cs  by 
$350  million.  The  stock  crumpled  to 
651/4.  Buffett  still  has  a  $36  million 
profit,  but  latecomers  aren't  so  lucky. 
-John  Taylor 

Cocaine  &  Co. 

With  c;oc:aink  king  Pablo  Escobar 
working  on  his  suntan  in  a  C^olombian 
"prison,"  the  businesslike  Cali  cartel 
has  usurped  his  throne.  Pegged  by 
Forbes  as  "the  cocaine  trade's  up- 
and-comers"  (July  23,  1990),  the 
group  controls  some  70%  of  the  U.S. 
market,  up  from  50%  a  year  ago, 
estimates  the  Drug  Enforcement  Ad- 
ministration. The  cartel — led  by  Gil- 
berto  and  Miguel  Rodriguez  Ore- 
juela — has  90%  of  the  European  mar- 


ket and  is  moving  into  Japan,  where 
coke  fetches  $60,000  a  kilo,  twice  the 
U.S.  and  Fluropean  price. 

Unlike  Escobar  and  the  Ochoa 
brothers  of  the  Medellin  cartel,  who 
were  undone  by  their  taste  for  mur- 
der, the  Rodriguez  brothers  have 
used  their  cocaine  profits  to  build  a 
conglomerate,  including  two  banks,  a 
drugstore  chain,  28  radio  stations  and 
the  Cali  soccer  team.  It's  too  soon  to 
be  sure  if  Rodriguez  and  his  cohorts 
are  indi\idual  billionaires.  But  Forbes 
estimates  that  the  Cali  cartel  has 
racked  up  profits  of  $1 .5  billion  in  the 
past  two  years.  It  won't  be  long  before 
thev  crack  the  list.      -Claire  Poole: 


Duty  bound 


Japanese  are  no  longer  shopping  till 
they  drop — knocking  master  retailers 
Robert  Miller  and  Chuck  Feeney  off 
Forbes'  list  of  billionaires.  The  duo 
built  Duty  Free  Shoppers  Group  Ltd. 
into  the  world's  top  operator  of  air- 
port and  downtown  duty-free  stores 
by  feeding  Japanese  tourists'  cravings 


Japanese  at  DFS'  Waikiki  store  in  1988 
Fewer  showing  up  by  the  busload. 


for  luxun'  goods  like  Hermes  scarx'es 
and  Rolex  watches  (Oct.  24,  1988). 

But  Japanese  wallets  have  snapped 
shut.  The  number  of  Japanese  travel- 
ing in  groups,  the  core  of  DFS'  busi- 
ness, has  halved.  Most  independent 
travelers  are  younger  Japanese  who 
have  less  money  for  des'  expensive 
Items  and  are  less  de\'oted  to  omiyajjc, 
or  buying  souvenirs  for  friends.  With 
travel  down  because  of  the  Gulf  war 
and  local  retailers  cutting  prices,  des' 
sales  dropped  about  15%  in  the  past 
year,  to  some  $2.3  billion.  The  firm 
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A  FEW     • 
JOMPELUNG 
REASONS  FOR 
lUBLE-HULLED 
)IL  TANKERS.  , 


Last  year,  Du  Pont  announced 
that  its  energy  unit,  Conoco, 
would  pioneer  the  use  of  new 
double-hulled  oil  tankers  to 
help  safeguard  the  environment. 

:     Estimates  indicate  that  they'll 
cost  50  million  dollars  each- 
iabout  15%  more  than  conven- 
pional  oil  tankers.  And,  they'll 
Icarry  about  10%  less  oil. 

f    But  estimates  also  indicate 
they  could  eliminate  or  signifi- 
cantly reduce  the  damage  from 
oil  spills,  saving  thousands  of 
sea  birds,  otters,  sea  lions, 
^nhins  and  other  sea  life. 

lie  reaction  has  been  over- 
imingly  positive. 


"There  may  be  one  place  that  pampers  you 
more  than  the  Beverly  Hills  Hotel. 

But  do  you  really 
want  to  live  with  your  mother  again?" 


%. 


t 


Iki^ 


TTie  Beverly  Hills  Hotel  and  Bungalows 

9641  Sunset  Boulevard,  Beverly  Hills,  CA  90210  (213)  276-2251 

Direct  Reservations  (800)  283-8885  •  Cable:  BEVHILL  •  Telex:  188586  •  TWX  910-490-2580 


You  concentrate  on  your  thoughts, 
let  Olympus  take  the  notes. 

When  thoughts  come  faster  than  you  can  remember  them,  pick  up  an  Olympus 
Pearlcorder.  You'll  find  a  recorder  with  clarity  that  leaves  no  margin  for  error. 

The  Olympus  Pearlcorders.  From  the  people  who  invented  the  Microcassette, 
they're  a  very  good  way  to  hear  yourself  think. 

Call  1-800-221-3000,  ext.  51  for  a  free  Taping  Tips  brochure.  Or  write 
Olympus  Corporation,  Crossways  Park,  Woodbury,  N  Y  1 1797-2087. 

our  M  PUS 

Pearlcorder 


MICROCAS56TT6  "  R ECOR DEHS 


Still  dominates  the  $14  billion  indus- 
try, but  DFS'  lofty  20%  profit  margins 
have  been  squeezed  by  overpaying  for 
airport  concessions. 

DFS  is  closing  its  Lxjndon  stores  and 
scrapping  expansion  plans  in  Europe. 
Miller,  who  lives  in  Hong  Kong,  has  a 
40%  stake  now  worth  some  $775 
million.  Feeney — who,  unlike  Miller, 
is  still  a  U.S.  citizen — will  make  The 
Forbes  Four  Hundred  list  with  his 
equal  stake.  -ToDDi  Gutner 

Diamond  in  a  trough 

Tandy  Corp.  no  longer  seems  like  the 
"undervalued  jewel"  Forbes  called  it 
(Nov.  26,  1990).  Smitten  by  the  com- 
pany's prowess  in  manufacturing 
good,  cheap  personal  computers, 
Forbes  reckoned  that  Tandy  stock,  at 
23%  a  share,  was  a  bargain. 

The  stock  is  still  cheap,  but  it  may 
not  be  a  bargain.  Last  month  the  Fort 
Worth -based  company,  whose  earn- 
ings have  been  declining  all  year,  an- 
nounced that  net  profits  for  its  fourth 
quarter  of  fiscal  1991  may  be  less  than 
half  the  $57  million  earned  in  1990's 
fourth   quarter.   Tandy   blames   the 


overall  computer  industry  slump. 

But  the  trouble  runs  deeper.  Com- 
puter buyers  have  outgrown  the  rudi- 
mentary service  and  selection  at  Tan- 
dy's Radio  Shack  stores.  They  favor 
"superstores"  staffed  by  informed 
salespeople  and  stocked  with  the  lat- 
est machines  and  software.  By  1994 
Tandy  plans  to  open  100  superstores, 
packed  with  PCs  and  accessories  from 
Tandy,  IBM,  Apple  and  Compaq.  But 
it  will  have  to  move  faster  than  that  to 
keep  up  with  cutthroat  competition. 
The  stock  is  up  to  26%,  about  1 1 
times  trailing  earnings.  ^M 
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American  Re's  products  and  services 
are  only  available  at  the  above  location 


Today  you  need  a  reinsurer  with  financial  stability 

treaty  and  facultative  capacity  and  a  strong  international 

presence  in  order  to  respond  to  your  clients'  global  needs. 

American  Re  has  been  in  business  for  over  70  years,  and  we 

have  offices  in  26  locations  worldwide  staffed  by  local 

experts.  We  have  the  capability  to  create  customized 

programs  that  keep  you  current  in  a  changing  world. 

Upgrade  your  global  strategy  Talk  to  American  Re. 


AMERICAN 

RE-INSURANCE  COMPANY 

555  College  Road  East.  Princeton,  NJ  08543-5241   (609)  243-4200 
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Marc  Rich  solos 

All  TEAMS  break  up  eventually,  and  so 
it  is  with  commodities  traders  Marc 
Rich  and  Pincus  (Pinky)  Green.  The 
above -the -law  duo,  sheltering  in  hos- 
pitable Zug,  Switzerland,  ended  their 
longtime  partnership  last  summer,  ac- 
cording to  U.S.  government  sources. 
Green,  57,  had  a  quadruple-bypass 
operation  last  year,  and  Rich,  56, 
reportedly  bought  out  Green's  inter- 
est for  $1.5  billion.  Terms:  $750  mil- 
lion down  (that's  before  the  taxes  the 
Swiss  will  be  sure  to  get),  and  the 
other  half  to  be  paid  out  over  the  next 
ten  years.  The  two  have  been  on  the 
lam  from  the  U.S.  since  1983  for  tax 
evasion  and  myriad  other  charges. 


Trader  Marc  Rich:  one  divorce  too  many? 


Rich  is  said  to  be  easing  out  of  metals 
and  focusing  his  efforts  on  oil  trading. 
Rumor  has  it  that  the  disreputable 
Rich  is  separating  from  his  wife,  Den- 
ise,  a  successfiil  pop  songwriter  and 
singer.  Denise  Rich  denies  the  rumor. 
Maybe  Marc  can't  afford  two  divorces 
at  once.  -Wendy  Tanaka 


What  fine  print.^ 

Is  THE  Treasury  Department  guilty  of 
misleading  advertising  on  its  Series 
EE  Savings  Bonds?  So  claims  a  recent 
complaint  to  the  Federal  Trade  Com- 
mission by  Peter  A.  Roberts  of  Col- 
lege Savings  Bank  in  Princeton,  N.J. 
Roberts  objects  to  the  language  in 
recent  ads  for  the  college  savings 
bonds  claiming  they  are  "now  tax  free 
for  college  education."  The  ads  fail  to 
mention  that  tax-free  applies  only  to 
families  with  incomes  of  under 
$63,000  (adjusted  annually  for  infla- 
tion). Even  worse,  there's  nothing  in 


the  ads  to  indicate  that  the  accrued 
interest  over  the  life  of  the  bond  is 
included  in  income  when  figuring  thd 
$63,000  restriction.  Considering  that 
$63,000  isn't  all  that  much  for  two 
earners,  middle-income  parents  who 
thought  they  had  enough  for  their 
kids'  college  could  get  a  very  unpleas- 
ant surprise.  The  Treasurer's  press  of- 
fice declines  comment  on  the  matter 
until  it  sees  the  formal  complaint. 

Note  that  Roberts  does  have  an  ax 
to  grind.  His  bank  sells  a  competing 
product  called  the  CollegeSure  CD, 
which  is  directly  linked  to  the  rise  in 
college  costs  (Forbes,  Oct.  5,  1987). 
Roberts  complains  that  since  Trea- 
sury began  using  the  strong  come-on 
this  spring,  sales  of  the  EE  bond  have 
taken  off,  and  he's  felt  the  hit. 

Back-o£fice  blunder 

Wall  Street  has  been  buzzing  about 
the  mess  at  Securities  Settlement 
Corp.  The  firm  is  owned  by  a  corpo- 
rate holding  company,  Jesup,  Jo- 
sephthal  Securities  Group,  which  also 
owns  the  Jesup,  Josephthal  &  Co. 
brokerage. 

Securities  Setdement  was  one  of 
The  Street's  bigger  back-office  firms, 
doing  stock  executions  and  clearing 
work  for  about  30  broker-dealers.  But 
by  the  end  of  May  almost  all  of  Secu- 
rities Settlement's  customers  had  de- 
parted and  the  firm  is  being  wound 
down  under  the  supervision  of  the 
New  York  Stock  Exchange. 

Deadbeat  customers  did  in  Securi- 
ties Setdement,  insists  a  source  close 
to  the  company.  There's  already  plen- 
ty of  civil  litigation,  including  multi- 
million-dollar suits  brought  by  such 
big  players  as  County  NatWest  and 
Gordon  Capital.  It  remains  to  be  seen 
whether  Securities  Settlement  will 
have  enough  money  to  cover  its  liabil- 
ities. Those  liabilities  include  a  rough- 
ly $20  million  subordinated  loan  still 
owed  by  Securities  Settlement  to  Chi- 
cago's   big    Continental    Bank.    A 


spokesman  for  Continental  says  that 
as  a  matter  of  policy  the  bank  com- 
ments on  neither  its  loss  reserves  nor 
its  customers. 

A  piece  of  Madonna? 

Miramax  Films  has  been  the  hottest 
little  independent  film  distributor  in 
the  game,  with  hits  like  the  Oscar- 
winning  My  Left  Foot  and  Cinema 
Paradiso,  and  the  Madonna  docu- 
mentary Truth  or  Dare.  The  word  in 
Tinseltown  is  that  Miramax  is  looking 
to  sell  half  the  company  for  $50- 
million-plus  in  order  to  push  its  luck 
with  additional  ventures.  Allen  & 
Co.'s  Stanley  Shuman  is  handling  the 


A  Miramax  asset;  baring  all  for  investors 


hunt.  So  far,  no  one  has  jumped  at  the 
bait,  so  an  inidal  public  offering  may 
be  in  the  works. 

Robert  and  Harvey  Weinstein,  the 
owners,  aren't  saying  much.  "We're 
exploring  opportunities,"  says  Bob 
Weinstein.  -Lisa  Gubernick 

Ici  on  parle  £rancais 

Resolution  Trust  Corp.  Regional 
Director  Michael  Martinelli  spent 
$26,000  of  taxpayers'  money  to  deco- 
rate the  Kansas  City  office  with  40- 
odd  pieces  of  original  art  and  prints. 
Martinelli  told  the  press  he  was  trying 
"to  keep  morale  up"  among  his  em- 
ployees, dismissing  criticism  with  the 
quip:  "C'est  la  guerre!" 

Senate  Minority  Leader  Robert 
Dole,  whose  district  includes  that  rtc 
office,  dashed  ofia  letter  to  the  RTC, 
fulminadng:  "If  Mr.  Martinelli 
.  .  .  can  defend  such  outrageous  prac- 
tice with  a  few  French  words,  I  think  it 
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would  be  appropriate  for  the  RTc:  to 
say  'Bon  Voyage'  to  Mr.  Martinelli/' 
A  few  days  later,  the  Ric;  announced 
Martinelli's  recall  to  Washington. 
The  agency  added  that  it  will  investi- 
gate other  charges  of  misspending  at 
the  office.  -JOHL  Millman 

LastWLAF? 

You're  forgiven  if  you  missed  the 
World  Bowl  on  June  9.  That  was  the 
championship  game  of  the  World 
League  of  American  Football,  the 
new  minor-league  offshoot  of  the 
NFL,  in  which  the — get  this — London 
Monarchs  crushed  the  Barcelona 
Dragons,  21-0.  The  game  drew  a 
measly  2.1  rating  for  ABC,  while  the 
league's  ten-game  regular  season 
posted  an  average  1.9  rating.  That 
anemic  performance  has  ad  agency 
types  wondering  if  the  fledgling 
league  will  be  around  once  its  TV 
contracts  expire  after  next  season. 

The  ratings  came  in  around  40% 
below  what  the  network  had  guaran- 
teed, say  agency  sources.  Worse,  they 
drifted  down  over  the  course  of  the 
season.  "'The  network  is  going  to 
have  trouble  selling  it  next  year," 
opines  one  agency  buyer.  Mediaweek, 
a  trade  magazine,  estimated  that  abc: 
lost  $6  million  on  the  World  League 
this  season,  abc  admits  it's  disap- 
pointed with  the  ratings,  but  a  spokes- 
woman says  bravely  that  the  league 
"just  needs  some  fine-tuning." 

A  league  spokesman  says  boosting 
TV  ratings  by  50%  to  75%  is  doable 
with  improvements  in  the  action  and 
promotion.  Can  anybody  name  a  sin- 
gle player  in  the  league? 


World  League  title  game:  anyone  watching? 


Forbes  ■  July  22,  1991 


The  nevi"  Rolodex®  Ele^G^bic  Organizer 
holds  1,000  cocktail  napkins. 


What's  the  best  way  to  keep  track  of  people?  Get  a 
new  Rolodex  Electronic  Organizer.  And  leave  an 
impression  on  them.  Instead  of  on  a  cocktail  napkii 


Available 
wherever 
office  products 
are  sold. 


ROLCIDE 

Our  organization  is  dedicated  to  vours. 


Outstanding 
Growth 


If  you  had  invested  $10,000  in 
Twentieth  Century's  Grovi^ 
Investors  fund  in  1976,  your 
investment  today  would  be 
worth  $214,013!  For  more 
complete  information  about 
Twentieth  Century's  no-load 
mutual  funds,  including 
charges  and  expenses,  call 
for  a  prospectus. 

A  $10,000  investment 
on  March  31,  1976 


Twentieth  Century 
Growth  Investors  Fund 


Total  valtte  on  March  31,  199i -$214,013 
Average  Annual  Total  Return 

lYear    24.0% 

5  Years    15.7% 

10  Years    14.0% 

15  Years    22.6% 


Call  toll-free: 

1-800-345-2021 

Data  quoted  represents  past  performance.  Investment  return 
and  principal  value  will  fluctuate  and  redemption  value  may 
be  more  or  less  than  original  cost.  Please  read  the  prospectus 
carefully  before  investing. 


Assumes  reinvestment  of  all  distributions. 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


No -Load  Family  of  Funds 


.'  1991  Twentieth  Century  Services,  Inc 


"Either  you  shape  the  future, 
or  the  future  shapes  you." 


"Change  or  be  changed.  Act  or  be  acted 
upon.  Your  success  depends  upon  which  you 
choose. That's  why  we  are  continuing  a  course 
of  successfully  managed  change,  transform- 
ing the  old  Greyhound  Corporation  into  an 
even  more  dynamic  new  business  force:  The 
Dial  Corp!  We  divested  11  less  profitable  sub- 


sidiaries, totaling  almost  $3  billion  in  revenues 
\Ne'ye  acquired  new  companies  with  yearly! 
revenues  of  $1.4  billion  with  excellent  growth; 
and  profit  potential.  The  result  is  a  strong,  cor 
sumer-oriented,  multiservice  corporation.  In 
short,  we've  repositioned  ourselves  to  lead  thf, 
way  in  consumer  products,  services,  transpon 
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■ation  manufacturing  and  financial  services. 
Because  at  The  Dial  Corp,  we  not  only  have  a 
yision  of  the  future,  we  also  have.the  will  and 
■d'he  ways  to  shape  it." 


'John  W  Teets,  Chairman,  President 
and  Chief  Executive  Officer 


The  Dial  Corp 

Prof  it  Through  Leadership 


RtADtRS  SAY 


Why  have  over  20,000 
American  businesses 

started  buying 

office  supplies  from 

Wholesale  Supply 

Company? 


Take  a  look  at  a  ^^lall  sample  ol  our  pncmg  and  see 

how  much  you  should  h;  saving. 

Your  Pnce 

HP  Laser  U  Cartridge               as  low  as  $  69.99       | 

Maxell  .'S.25"  DSDD  Disk,  Bx/lO 

5.76 

1"  Black  Binder 

.89 

Top  Loading  Sheet  Proleclors,  Bx/.SO 

4.2.S 

Standard  Staples.  Bx. 

.46 

X  1/2"  X  11"  Legal  Pads,  Dz. 

3.25 

#1  Paper  Clips,  Bx/ 1000 

.82 

655YW  Posl-it'"  Notes.  Dz. 

7.59 

Binder  Clips.  Small.  D/. 

..^5 

because  we  offer  more 
for  a  whole  lot  less! 
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CiUI  now  tor  a  tree  catalog. 

1-800-962-9162 

AdCiKlcOlO? 


1-800-356-3704 


Call 
FORBES  SUBSCRIBER  SERVICE 
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Order  A  New  Subscription. 
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or... 

mail  this  coupon 
with  current  address  label 
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NEW  SUBSCRIPTION 

1  Year  (27  issues)  -  $52 

Li  3  Years  (81  issues)    $104 

In  Canada.  $79  Can.  a  year.  Subscriptions 
overseas,  add  $57  to  U.S.  annual  rate. 
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Seeing  green 


Sir:  Rc  your  article  '\sds  Jr."  (June 
10)  about  a  new  student  mo\'ement 
claiming  environmental  issues  but  fo- 
cusing on  bashing  capitalism.  Groups 
like  SEAC  disturb  me  because  they 
make  all  uni\'ersit\'  students  look  like 
idiots.  Most  unbelievable  to  me  is  that 
Peter  Coors  met  with  the  students  at 
all.  I  would  have  sent  them  cases  of 
Budweiser  with  best  wishes. 
-Dhbor.\h  Miner 
Rntitnuh  Coini. 


Bashing  the  corporation. 


Sir:  Three  cheers  for  Peter  Coors' 
willingness  to  talk  with  the  '■''extrem- 
ists.''' If  Mr.  Coors  and  more  like  him 
concern  themselves  not  only  with 
their  business  profits  but  also  with  our 
responsibilities  to  wildlife  and  the  en- 
vironment, there  is  no  need  to  worry 
about  any  resurgence  of  the  sds. 
-Richard  K.  Fox 
Groton,  Mass. 

Remedy 

Sir:  Re  Fact  and  Comment  (June  10). 
Most  quality  physicians  disclose  their 
ownership  interests  in  health  care  fa- 
cilities to  which  they  refer  patients,  as 
recommended  by  AMA  guidelines. 
However,  you  are  incorrect  in  imply- 
ing that  lack  of  disclosure  increases 
health  care  costs.  Shifting  patients  out 
of  an  expensive  hospital  environment 


into  a  less  expensive  outpatient  envi- 
ronment does  reduce  costs.  If  physi- 
cian ownership  accelerates  the  use  of 
such  cost-saving  facilities,  so  be  it,  we 
all  benefit. 

-John  R.  Runningen 
Health  Care  Analyst 
The  Robinson-HuMphrev  Co.,  Inc. 
Atlanta,  Ga. 

The  graduate 

Sir:  Perhaps  colleges  can  do  more  to 
run  thcmseKes  more  economically, 
but  your  articles  "'College  education 
without  the  frills'"  and  ''The  perils  of 
socialized   higher  education'"    (May 
27)  miss  a  more  important  point:  Not 
all  teachers  and  students  are  equally 
good.  Perhaps  we  should  always  eat  at 
McDonald's  because  our  dollar  buys 
more  per  poimd  there  than  elsewhere. 
-Douglas  F.  While 
Director  of  Development 
and  Alumni  Relations 
Holdcrness  School 
Plymouth,  N.H. 

Sir:  The  skyrocketing  costs  of  some 
private  schools  will  not  be  corrected 
by  a  free  market;  they  are  the  result  of 
it.  If  parents  were  as  interested  in  what 
went  into  their  child's  mind  as  they 
are  about  the  institution's  name  on 
their  diploma,  tJiey  would  discover 
the  many  York  Colleges  that  exist 
across  the  country.  However,  in  our 
current  educational  and  cultural  ''''free 
market,"   no   big-name   school  will 
ever  go  looking  for  students. 
-Mark  Ogi.and  Hand 
Associate  Director  of  Development 
Fuller  Theolojjical  Seminary 
Pasadena,  Calif. 

What  shortage.^ 

Sir:  Forbes  has  perpetuated  the  myth 
that  there  is  a  shortage  of  trained 
American -born  engineers,  scientists 
and  mathematicians  (''Train  'em  here, 
keep  'em  here,"  May  27).  In  tact  there 
is  an  oversupply,  but  many  American - 
born  professionals  leave  the  field  be- 
cause of  lack  of  respect  for  the  profes- 
sion as  well  as  substandard  wages. 

Until  companies  pay  wages  com- 
mensurate with  the  level  of  education 
for  the  profession,  and  Congress  re- 
peals such  anti -engineer  legislation  as 
the  recent  law  requiring  higher- paid 
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computer  professionals  to  be  ineligi- 
ble for  overtime  pay,  more  American - 
born  professionals  will  leave  the  field, 
and  our  national  competitiveness  will 
more  and  more  depend  upon  foreign- 
born  engineers. 
-Phillip  H.  Slaughter 
Gainesville,  Ga. 

What  the  customer  wants 

Sir:  Re  "What  800  companies  paid 
their  bosses,"  May  27.  Of  the  800 
companies  listed,  only  6%  are  headed 
by  CEOS  who  have  a  background  in 
sales.  Part  of  what  is  wrong  in  Ameri- 
can business  and  why  we  are  being 
outgunned  by  foreign  competition  in 
so  many  consumer  products  is  that 
too  many  companies  are  run  by  bean 
counters  and  legal  eagles  who 
wouldn't  know  a  customer  if  they 
tripped  over  one. 
-Jerry  Weiner 
Baltimore,  Md. 

Sir:  In  a  letter  (June  24)  on  "What 
800  companies  paid  their  bosses,"  a 
physician  makes  the  common  error  of 
comparing  the  average  compensation 
of  CEOS  ($1,592,000)  with  the  aver- 
age of  U.S.  physicians  ($155,800). 
The  doctor  is  comparing  the  top  frac- 
tion of  1%  of  managers  with  the  aver- 
age physician. 

It  would  be  interesting  to  compare 
the  incomes  of  the  top  one-quarter  of 
1%  of  physicians  with  the  CEOs. 
-Arnold  E.  Reingold 
Northbrdok,  III. 


Positively  no  false 
positives* 

Sir:  Re  "Where's  the  bug?"  (June 
10).  I  want  to  reassure  your  readers 
that  false  positive  PCR  results  for  Lyme 
disease  are  not  occurring  at  our  lab- 
oratory and  that  contamination  with 
genetic  material  has  never  occurred  at 
a  Roche  Biomedical  Laboratories  fa- 
cility. False  positive  pcr  results  may  be 
a  risk  at  research  laboratories  as  the 
technology  is  developed,  but  once 
transferred  to  the  clinical  laboratory 
setting  false  positive  results  are  ex- 
tremely rare. 

-Thomas  H.  Callaway,  M.D. 
Director  of  Clinical  Studies 
Roche  Biomedical  Laboratories,  Inc. 
Research  Triangle  Park,  N.C. 
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THE  LEGEND  RESTORED.  REOPENS  SEPTEMBER  1991 . 

RAFFLES  HOTEL.  1  BEACH  ROAD,  SINGAPORE  0718  TEL   :!37  1886,  TELEX   20396  RINTL,  FAX;  3,19  7650 
UNITED  STATES,  TEL    1800  232  1886  OR  1800  345  3457. 


FIDELITY  EMERGING  GROWTH  FUND 
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Target  America's 

Fastest  Growing 

Companies 

Today's  new  products  and  technologies  could  be  the  path  to  tomorrow's  growth 
opportunities.  Now,  the  new  Fidelity  Emerging  Growth  Fund  gives  you  a  way  to  tap 
the  potential  of  some  of  today's  fastest-growing  companies.  This  aggressive  fund 
invests  primarily  in  stocks  of  small  companies  expected  to  achieve  rapid  growth 
in  earnings  or  revenues.  Share  price  may  be  volatile. 

Call  today  and  learn  how  emerging  growth  companies  may  fit  with  your  long- 
term  investment  goals.  Start  with  just  $2,500;  $500  for  IRAs. 

No  Sales  Charge  Thru  1991! 

^ 


Call  24  hours  1-800-544-8888    tlR^ 


Fidelity  Emerging  Growth  Fund.  For  more  complete  information,  include 
ing  management  fees,  expenses,  and  sales  charge,  please  call  or  write  for  a  free  prospectus. 
Read  it  carefully  before  you  invest  or  send  money.  You  may  have  a  gain  or  loss  when  you  sell 
your  shares.  The  fund  will  impose  a  .75%  redemption  fee  on  shares  held  less  than  90  days, 
i^idelity  Distributors  Corporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX 
75266-0603. 
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The  Range  Rover  Hunter.  Let  your  friends  drool  over  it. 


Wh 


hen  we  liuilt  the  Range  Rover 
Hunter,  we  built  it  with  one  road  in  mind. 

Off-road. 

It's  equipped,  as  a  result,  to  excel  in 
places  where  pavement,  concrete,  and 
asphalt  turn  to  rock,  mud,  and  snow. 

At  the  heart  is  Range  Rover's  powerful 
V-8  engine,  fully-articulated  suspension, 
and  permanent  four-wheel  drive. 

It  comes  with  textured  fabric  uphol- 
stery to  keep  you  from  sliding  around  in 


your  seat.  Regardless  of  how  vicious  the 
terrain. 

There's  a  stowage  net,  door-mounted 
puddle  lamps,  and  a  myriad  of  other 


RANGE  ROVER 


useful  features. 

Even  a  dog  guard  for  those  special 
friends  who  behave,  well,  like  animals. 

To  see  the  Hunter,  simplv  call 
1-800  FINE  4\VD  for  the  name  of  a 
Range  Rover  dealer  near  you. 

At  around  836,500,  the  Hunter 
fetches  somewhat  less  than  other  Range 
Rovers. 

That,  however,  is  something  your 
friends  needn't  ever  know. 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


HE  WON'T  BE  BLUFFED 


The  U.S.  is  threatening  Saddam  Hussein  with  a  renewal 
of  hostilities  from  the  air  if  Iraq  doesn't  immediately  com- 
ply with  the  terms  of  the  cease-fire,  particularly  with  regard 
to  storing  and  inspecting  nuclear  weapons  materials. 
We  had  better  be  prepared  to  follow  through  with 


action.  Saddam  shows  all  the  signs  of  not  taking  our 
threats  seriously  in  the  wake  of  our  tepid  response  to  his 
massacres  of  the  Kurds  and  Shiite  Muslims. 

This  time  the  bombing  shouldn't  be  halted  until  this 
Stalinesque  butcher-aggressor  is  removed  from  power. 


YUGOSLAVIA 


HERE'S  A  LETHAL  laboratory  of  what  happens  when  the 
combustible  elements  of  economic  stagnation  and  xe- 
nophobic nationalism  are  mixed  together. 

The  turmoil  in  Yugoslavia  is  a  grim  warning  to  Eastern 
Europe  and  the  Soviet  Union.  It  also  has 
relevance  for  other  parts  of  the  world, 
particularly  the  Middle  East  and  Africa. 

The  extreme  nationalism  arises  from 
more  than  40  years  of  communist  rule. 
All  nationalistic  impulses,  including  the 
benign,  were  suppressed.  The  smother- 
ing of  civil  society  meant  that  people 
didn't  develop  the  everyday  habits  of 
voluntarily  working  together  for  com- 
mon goals,  in  everything  from  sports  to 
charities  to  social  clubs  to  political  ac- 
tivities. They  thus  never  developed  the 
skills  of  civil  discipline  and  tolerance. 
The  result  now  is  political  immaturity. 
As  the  restraints  of  the  old  regime  wither  away,  sup- 
pressed emotions  explode.  Politics  can  become  an  exer- 
cise of  extremes. 

Fanning  these  emotions  is  economic  decline.  The  sense 


Blood  on  the  borders 


that  things  are  getting  worse  makes  people  more  suscepti- 
ble to  demagogic  appeals;  fear  breeds  the  urge  to  lash  out 
at  others.  The  economic  crisis  means  that  the  West  shares 
a  responsibility  for  what  is  happening  in  Yugoslavia  and 
what  could  happen  in  other  parts  of 
Eastern  Europe  and  the  Soviet  Union. 

We  constandy  advocate  "free  markets" 
but  do  too  litde  to  help  these  people 
achieve  them .  We  haven't  assisted  them  in 
stabilizing  their  currencies,  lowering  their 
taxes,  removing  bureaucratic  restraints  on 
entrepreneurs,  teaching  them  basic  skills 
such  as  accounting  or  emphasizing  the 
importance  of  establishing  the  rule  of  law. 
We  have  taken  no  extraordinary  steps  to 
rapidly  open  our  markets  to  them. 

Compare  the  sweeping,  exciting,  inno- 
vative ways  we  responded  to  the  chaos,  the 
turmoil  of  post- World  War  II  Europe  and 
Asia  to  the  way  Washington,  Western  Europe  and  Japan 
have  reacted  to  the  convulsions  in  Eastern  and  Central 
Europe  and  the  Soviet  Union.  The  contrast  is  pathetic. 
And  now  the  blood  begins  to  flow. 


TRUE  MARXISM 


Poland  has  hit  upon  a  wonderfially  simple  idea  to 
quickly  privatize  a  significant  portion  of  its  state-owned 
companies:  Put  these  assets  in  mutual  fiinds  and  give 
their  shares  to  all  adults. 

This  move  will  truly  give  ownership  to  the  people, 
something  communism  promised  but  never  fijlfilled. 
More  important,  it  will  help  ameliorate  the  hugely  debili- 


tating feeling  among  the  people  that,  so  far,  the  spin-ofFof 
state  assets  has  benefited  old-line  communists,  that  the 
fruits  of  change  have  thus  far  gone  to  the  wrong  crowd. 

The  Polish  proposal  poses  immense  practical  problems, 
but  the  idea  is  politically  brilliant — and  necessary. 
Wouldn't  it  be  a  fabulous  gesture  for  the  U.S.  to  offer  the 
technical  assistance  to  make  this  idea  a  reality.^ 


HUMANITARIAN  MOVE 

In  THE  WAKE  of  a  TV  expose  about  alleged  baby  selling  in      to  victimize  couples  who  have  acted  in  good  faith. 
Romania,  U.S.  officials  have  cracked  down  on  issuing  Under  the  late  dictator  Ceausescu,  Romania  banned  all 

visasfor  Romanian  babies  adopted  by  U.S.  parents.  We're      birth  control,  with  a  result  that  over  100,000  children 
overreacting.  There  may  be  abuses,  but  that's  no  reason      were  dumped  into  hideous  orphanages.  When  their  plight 
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became  known  here,  numerous  Americans  responded  by 
going  to  Romania  to  adopt  some  of  these  kids. 

Not  surprisingly,  some  Romanian  con  artists  tried  to 
make  a  quick  buck  by,  in  effect,  "arranging"  adoptions  for 
big  fees.  As  a  result,  Romania  has  suspended  adoptions, 
and  the  U.S.  is  suddenly  becoming  persnickety  "about 
issuing  visas  to  dozens  of  parents  in  Romania  who  already 
have  legally  adopted  babies.  This  sudden  bureaucratic 


crackdown  is  misplaced.  The  victims  are  these  children, 
who  desperately  need  new  homes  with  loving  parents. 

Why  can't  President  Bush  have  officials  issue  humanitar- 
ian paroles  to  prevent  inhumane  delays  in  getting  these 
children  to  the  U.S.,  particularly  for  those  cases  that  have 
already  met  Romania's  adoption  rules  and  for  those  par- 
ents who  have  already  received  approval  from  the  Immi- 
gration and  Naturalization  Service  to  adopt  these  kids.^ 


SHAME  ON  THEM 


The  Department  of  Veterans  Affairs  and  the  National 
Museum  of  Health  and  Medicine  should  have  their 
knuckles  rapped  for  two  ghoulish  decisions. 

The  Vets  recently  gave  permission  to  exhume  the 
remains  of  Zachary  Taylor,  the 
12th  President  of  the  U.S.  A 
one-time  University  of  Florida  hu- 
manities professor  thought  Taylor 
was  the  victim  of  arsenic  poison- 
ing. She  had  no  proof,  only  a 
hunch.  Yet  on  that  flimsy  basis, 
this  federal  agency  complied  with 
an  exhumation  order  from  a  pub- 
licity-seeking coroner  from  the 
county  where  Taylor  is  buried.  Of 
course,  no  poisoning  was  found. 

Since  it's  the  dog  days  of  summer  for  news,  this  grave 
tampering  with  Taylor's  remains  generated  a  lot  of  publici- 
ty. That  made  the  professor  happy — she's  doing  a  biogra- 
phy on  Taylor.  The  county  coroner  was  pleased,  too,  with 


all  of  those  clips.  But  why  the  Veterans  Affairs  Department 
went  along  with  this  caper  is  a  true  mystery. 

Along  the  same  lines,  the  National  Museum  of  Health 
and  Medicine  wants  to  clone  Abraham  Lincoln's  genes, 
^_____^_^^^^^  ^  using  samples  of  Lincoln's  body 
i  tissue.  The  purpose  of  this  exer- 
I  cise  is  to  see  if  Lincoln  suffered 
from  an  obscure,  often  fatal  ge- 
netic disease  called  Marfan's  syn- 
JK-i^'  *  drome.  The  purpose  of  this  stunt 

2ga/  ^^^  is  more  noble  than  the  Taylor 
^^^  ^^B  one:  to  draw  attention  to  a  dis- 
M^t^^m  ^^^^  that  afflicts  some  40,000 
^      M^^M     Americans  and  to  help  raise  mon- 


You  can't  even  spin  in  your  grave  anymore 


ey  to  fight  it.   But  the  exercise 
raises  a  serious  ethical  question 
about  using  corpses  of  famous  people  (it's  bad  enough 
for  some  when  they're  alive)  for  fund  raising. 

Unless  there's  a  truly  compelling  reason  to  exhume 
them,  the  dead's  remains  should  be  left  to  rest  in  peace. 


IMAGINE— A  MOTHER-IN-LAW  FOREVER! 


The  New  York  Times  recently  reported  that 
there's  a  possibility  of  resurrecting  dino- 
saurs. "A  few  [scientists]  have  begun  to 
conclude  that  it  can  no  longer  be  dismissed 
out  of  hand.  With  luck  and  ingenuity,  they 
say,  geneticists  might  one  day  recover 
enough  dinosaur  DNA  to  create  a  beast  that 
is  reasonably  close  to  the  original." 

The  possibilities  this  opens  up  are  truly 
mind-boggling.  If  dinosaurs  can  be  revived, 
why  not  other  extinct  species?  How  about 
resurrecting  dead  people.''  One  can  hear  it 
now — the  California-like  hype  of  preserving 


Amusement  parks  may 
soon  have  the  real  thing. 


pieces  of  your  body  for  your  next  life. 

This  brings  to  mind  the  story  of  how  a 
widow  exacted  revenge  on  her  stingy  hus- 
band. Some  people  today  are  making  prbvi- 
sions  for  the  freezing  of  their  bodies  after 
they  die,  on  the  premise  that  scientists  will 
eventually  discover  a  way  to  bring  them  back 
to  life  as  long  as  their  bodies  haven't  decom- 
posed in  the  meantime.  This  husband  had 
made  such  arrangements.  The  widow's  re- 
venge: She  pulled  the  plug  on  his  freezer. 

If  these  dinosaur  scientists  are  right,  even 
that  may  not  be  enough. 


RESTAURANTS— GO,  CONSIDER,  STOP 

Tlyese  reviews  are  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  Associate  Publisher  Jeff  Cunnin^fham. 


•  Savoy— 70  Prince  St.  (Tel:  219-8570).  This  chic, 
wee  SoHo  eatery  is  already  popular  enough  not  to  accept 
credit  cards.  Cuisine  is  exotic  down-home,  e.g.  roast 
chicken  with  romescu  sauce  and  posole  stew,  and  grilled 
lamb  chops  with  eggplant  moussaka  and  baby  artichokes. 
Alcohol  limited  to  beer  and  wine. 

"44"^4  West  44th  St.  (Tel:  944-8844).  Ultra- 
contemporary  scene,  ultra  mediocre  food.  Service  was 
slow  to  the  point  that  our  waitress  said  she  would  give  us 
free  desserts  for  our  patience.  We  were  charged  for  them. 

•  Lola— 30  West  22nd  St.  (Tel:  675-6700).  Charm- 
ing Chelsea  eatery  whose  specialty  is  Caribbean.  Menu  is 
loaded  with  deliciously  spiced  entrees. 


•  Positano— 250  Park  Ave.  South  (Tel:  777-6211). 
Though  the  food  is  good,  the  models  who  pick  at  it  are 
more  memorable. 

Odeon — 145  West  Broadway,  at  Thomas  St.  (Tel: 
233-0507).  A  once-hip  hangout.  Food,  mediocre. 
Smoked  salmon  omelet  slightly  undercooked;  endive, 
beet  and  walnut  salad  nothing  exceptional. 

•  Cafe  Luxembourg— 200  West  70th  St.  (Tel:  873- 
7411).  This  trendy  Upper  West  Side  bistro  has  survived 
to  become  a  mainstream  classic.  Roasted  chicken  with 
mixed  potatoes  and  spinach,  sublime;  special  roasted 
monkfish  with  saffVon  and  lentils,  a  happy  balance  of  fish 
and  spice.  Desserts  the  only  letdown.  ^M 
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EVERY  ENEMY  FIGHTER 

DOWNED  IN  DESERT  STORM  NIC^S  DOWNED  BY  AN 

AIRCRAFT  BUILT  BY  MCDONNELL  DOUGLAS. 

EVERY  SINGLE  ONE. 


All  35  enemy  fighters  downed  during  Desert  Storm  were  downed  by  either 

an  F-15  or  F/A-18  built  by  McDonnell  Douglas.  In  addition,  our  Apache 

helicopters;  SLAM,  Harpoon,  and  Tomahawk  missiles;  KC-10,  F4,  AV^-8B, 

AHIP  and  other  electronic  systems  all  played  crucial  roles  in  the  victory. 

We're  proud  of  the  men  and  women  who  served  in  the  Persian  Gulf. 

Aijd  we're  proud  that  our  products  served  them  so  well. 

A  company  of  leaders. 


.^^-^ 


Eca*  the  price 

ofoneA'iiONTOOO 
you  can  save  $4,000,000 
(now  thati  a  lot  of  pizza!) 

Compared  to  a  huge  $4,100,000  mainframe,  the  new  AViiON  7000 
Open  System  gives  you  1 1 7  MIPS  of  mainframe  power-for  a 
starting  price  of  less  than  $100,000.  That  saves  you 
a  lot  of  doueh!  How  did  we  do  it?    ^^^  ^".^'■^iKrTOOO 


Data  General 


Life  just  got 

a  whole  lot  easier! 


m^Xc 


We  created  a  system  that 

has  a  brain  you 

'       can  fit  in  a  pizza  box! 

But  you  get  major 

mainframe  power.  «^,^^.«^^^^«^«e.^.««^^ 
And  our  new    -^^«--^-'^'=^^^«^»^ 

disk  array  technology  I  '^,^ 

can  offer  you  up  to 

48  gigabytes  of 

cost-effective,  fault 

tolerant  storage.  These  terrific 

UNIX-based  systems  support  the 

leading  databases,  business  applications 

and  communications  software. 

So  if  you  want  to  go  easy  on  your  budget,  call 

1-800-DATA  GEN 

And  then  go  order  a  pizza- 
you  deserve  it! 


AViiON  IS  a  trademark  o(  Data  General 
©1991  Data  General 


Other  Comments 


Failed  Symbol 


Is  NOTHING  sacred  in  these  lean  times? 
New  Hampshire's  Mount  Washing- 
ton Hotel,  site  of  the  1944  Bretton 
Woods  conference  that  established 
the  global  monetary'  system,  hit  the 
auction  block  on  June  26.  The  birth 
place  of  both  the  International  Mon- 
etary Fund  and  the  World  Bank  [fell] 
victim  to  the  savings  and  loan  crisis. 
The  FDIC  became  an  unwilling  ma- 
jority owner  of  the  famous  old  hotel 
by  bailing  out  the  failed  Eliot  Savings 
Bank  of  Boston.  Perhaps  the  Mount 
Washington  will  become  a  retire- 
ment home  for  S&L  directors. 
-Amy  Bernstein, 
17.5.  Nems  &  World  Report 

Reality  Sets  In 

The  scene  of  the  first  shooting  be- 
tween the  federal  army  and  the  militias 
[in  Jezersko,  Yugoslavia  was]  like 
.something  out  of  the  U.S.  Civil  War, 
where  civilians  gathered  for  picnics  to 
watch  the  early  battles.  Here,  the 
drama  was  watched  by  several  Yugo- 
slavs trying  to  return  to  their  country 
from  Austria;  the  cooks,  waitresses 
and  a  few  guests  at  restaurants  on  both 
sides  of  the  border;  several  tourists 
caught  on  the  Yugoslav  side;  and  a 
dozen  Austrian  customs  officers. 

Slovenes  watching  the  action  were 
horrified,  as  the  consequences  of  their 
independence    grab    became    clear. 


"Yesterday  we  had  a  big  parry,  and 
today  we're  fighting,"  moaned  Boga- 
taj  Vejko,  a  truck  driver  from  near 
Ljubljana.  He  talked  to  a  group  of  the 
federal  soldiers,  and  discovered  that 
some  were  conscripts  from  Slovenia. - 
"This  is  what  we  have  come  to,"  he 
said.  "Slovenes  shoo  tingat  Slovenes." 
-Roger  Thurovv, 
Weill  Street  Journal 

Mother's  Cover 

[Mv  MOTHER]  KNEW  that  there  was  go- 
ing to  come  a  moment  when  I  would 
have  to  climb  on  her  shoulders  and  the 
shoulders  of  all  the  things  she  had 
done  for  me,  and  leap  out  into  a  life  she 
couldn't  imagine,  and  ifshe  wanted  to 
send  me  out  wrapped  in  platitudes,  in 
an  athletic  body,  with  a  respect  for 
money,  it  was  because  she  thought 
that  was  the  warmest  covering. 
-First  Love  and  Other  Sorrows, 
by  Harold  Brodkey 

Powerful  Impact 

In  late  1989  the  U.S.  and  Japan 
signed  an  agreement  to  increase  great- 
ly the  number  of  flights  between  the 
two  nations.  A  majority  of  the  passen- 
gers [are]  Japanese  coming  to  Ameri- 
ca. The  Japanese  government,  protec- 
tionist in  so  many  other  ways,  is  active- 
ly encouraging  overseas  tourism,  in 
part  to  reduce  the  trade  surplus. 
What  [do]  those  Japanese  tourists 


"Then  it's  agreed.  Judgment  Day,  whenever  it  comes,  will  fall 
on  a  Thursday,  so  that  they'll  get  the  long  weekend." 


think  when  they  get  the  impact  of 
America  firsthand?  Particularly,  Japa- 
nese women.^  American  women  have 
good  jobs.  They  are  first-class  citi- 
zens. How  long  will  it  take  for  that 
idea  to  flood  over  Japan.^  At  the  end  of 
the  day,  might  we  not  be  talking 
about  the  even-greater  Americaniza- 
tion of  Japan?  Can  that  do  anything 
but  help  American  business? 
-Ben  Wattenberg, 
The  First  Universal  Nation 


The  list  of  Gorbachev's 
economic  advisers  is 
longer  than  the  list  of 
Italian  Prime  Ministers 
over  the  last  10  years. 
-Otto  Lambsdorf, 
Free  Democratic  Party 
leader.  New  York  Times 

Rise  and — Shine^ 

It  is  impossible  to  feel  the  equal  of 
someone  who's  been  awake  longer 
than  you. 
-Mary  Gori:)ON,  Final  Payments 

Now  You  See  It . . . 

A  ERiEND  TELLS  of  an  incident  which 
occurred  at  a  Bonanza  Steakhouse  in 
Conway,  Ark.  One  of  the  diners 
couldn't  finish  her  steak.  She  asked 
the  waitress  for  a  doggie  bag. 

At  the  next  table,  a  man  who  had 
just  received  his  order  abruptly  got  up 
and  disappeared.  He  had  taken  only  a 
couple  of  bites.  The  woman  with  the 
doggie  bag  thought  'what  a  waste.' 
She  reached  over  and  dropped  his 
steak  into  her  doggie  bag. 

A  moment  later  the  man  reappeared 
with  a  bottle  of  A-1  Sauce.  He  stared 
with  disbelief  at  his  plate.  He  went  to 
get  the  manager.  The  lady  saw  that  she 
had  made  an  embarrassing  mistake. 
She  put  the  steak  back  on  the  man's 
plate.  When  the  gentleman  agitatedly 
came  back  with  the  manager,  his  steak 
was  back  where  it  belonged  and  the 
woman  was  headed  out  the  door. 
-"Jab's  Gab," 
Benton  County  {M.O.)  Enterprise  ^ 
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WHAT  YOU'RE  LOOKING  AT  IS  70  YEARS 
OF  EXPERIENCE  IN  A 1  YEAR  OLD  BODY 


Qantas  may  be  70  years  old,  but  you'd  never  know 
it  looking  at  that  body. 

That  sleek,  trim,  Boeing  747  400  is  one  of  the 
newest  intercontinental  passenger  jets  in  the  sky.  And 
one  of  the  many  young  aircraft  in  Qantas'  modern  fleet 
(our  average  fleet  age  is  just  6.6  years). 

So  don't  expect  to  find  any  wrinkles.  Especially  in 
our  service. 

Linking  Australia  with  the  rest  of  the  world  for 
well  over  a  half  century,  Qantas  has  mastered  the  art  of 
making  long  distance  travel  seem  noticeably  shorter 
And  noticeably  easier,  offering  more  nonstop  flights 
from  North  America  to  more  locations  in  the  South 
Pacific  than  any  other  carrier 

Combine  all  that  experience  with  all  that 


youth  and  what  do  you  get? 

You  get  ranked  one  of  the  top  three  airlines  in 
the  world  by  the  readers  of  CondeNast  Traveler.  And 
named  the  number  one  airline  from  North  America 
to  the  South  Pacific  by  the  readers  of  Financial  Worid. 

What's  more,  in  addition  to  offering  our  own 
frequent  flyer  plan,  Qantas  is  a  partner  in  the  American 
Airlines  A!(\dvantage*  program.* 

So  next  time  you're  flying  to  Australia  and  the 
South  Pacific,  call  your  travel  agent  or  Qantas. 

We  may  not  look  it,  but  we've  been  preparing 
for  your  trip  a  very  long  time. 


^ 


THE  SPIRIT  OF  AUSTRAUA 


•American  Airlines  reserves  the  right  to  change  the  AAd vantage  program  without  notice. 


In  the  U.S.  call  1-800-227-4500. 


@l<)9]  Non"'*' 


■S!.c«»*.."""- 


For  100  years,  in  even 
the  most  uMsettliii0 

coKiditioMsJ^e 
Thorougiibredandits 

predecessor  compa- 
nies iiavekvi^^^"^    ■■BBHHI 

I       iQOn  For  a  stp-fci^-stp  aooudt.  pimsf  write  t/t? 

f)fllflMC6-  '•^   '"  address  Mow  ^r  a  copy  of  tAf/990Nor^;* 

^•^^  Souldern  A«««ol  Report 

Norfolk  Soutfiem  j 

„„a„dr«„««of«ore.^<."S^^^ 
Mlior,.  Norfolk  Sout(-erHSta«<k<." 

i,oo«K.MarM..M*;^ 
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Tto#«l^^'^^'^'*^' 


THERE'S  NO  SUCH  tHING  AS  THE 
WRONG  TIME  OR  PLACE  FO 


Flying  directly  to  less  popular 
long-haul  destinations  has  never 
been  profitable. 

Until  now. 

Off-peak  flights  to  major 
hubs  have  always  been  less 
profitable. 

Until  now. 

The  new  Airbus  A340,  now 
being  built,  can  fly  either  type  of 


route  cost-effectively  because  you 
only  need  to  fill  144  seats  on  an 
A340-300  to  break  even. 

What's  more,  it  gives  you 
scope  to  avoid  crowded  hubs 
and  fly  directly  to  less  congested 
airports,  offering  new  opportuni- 
ties to  extend  route  networks. 

In  addition  to  all  this,  with  a 
full  passenger  load,  the  A340-300 


can  carry  more  revenue-earning 
cargo  than  a  typical  long-haul 
jumbo. 

Figures  like  these  speak  for 
themselves. 


)  AIRBUS  INDUSTRIE 


CommentaiT 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


WASHINGTON  GAMES  CAN  DESTROY  SDI 


The  classic  Washington  game  played  daily  in  Congress 
goes  like  this:  A  strong,  principled  position  is  set  out  by 
one  side.  Fierce  opposition  develops.  This  leads  to  the 
principled  position's  being  given  up,  and  eventually  an 
"acceptable  package"  is  put  together.  Most  members  of 
Congress  can  vote  for  this  package  without  being  on  the 
"unpopular"  side  of  anything. 

The  evil  in  all  this  is  that  the  "acceptable  package"  is 
usually  mush  that  accomplishes  virtually  nothing  and 
inevitably  costs  quite  a  lot  of  money.  In  short,  the  search  is 
not  really  for  a  solution  to  problems  but  for  a  solution  that 
can  garner  the  most  votes  with  the 
least  political  pain.  Remember  the  tax 
"simplification"  act,  which  made  tax 
returns  far  more  difficult  to  fill  out 
than  before.'  Sadly,  this  game  is  well 
under  way  with  Strategic  Defense. 

Three  Republican  senators,  all  of 
whom  should  know  better,  have  bro- 
ken with  President  Bush  and  Defense 
Secretary  Cheney  and  proposed  to 
cut  the  heart  out  of  Strategic  De- 
fense— not  because  it  is  a  bad  pro- 
gram but  to  "save  it."  They  would 
essentially  cancel  fimding  for  the  only 
effective  wav  of  destroying  Soviet  or  other  intercontinen- 
tal nuclear  missiles,  the  space-based  system  Brilliant  Peb- 
bles, because  Democratic  opposition  to  it  would  doom 
the  entire  Strategic  Defense  Initiative.  If  space-based 
defenses  are  canceled  or  deferred  (read  "killed"),  the 
whole  program  is  doomed  and  the  future  of  the  United 
States  and  our  allies  may  be  put  at  major  risk. 

Why  would  such  an  extraordinarily  dangerous  proposal 
be  made?  Simply  because  there  is  too  much  opposition  to 
Brilliant  Pebbles,  and  the  way  to  avoid  opposition  is  to 
give  in  to  it.  In  the  labored  prose  of  one  of  the  senators, 
space-based  defenses  have  "opened  a  fissure"  between 
lawmakers.  The  real  problem  is  that  intercontinental 
nuclear  missiles  can  literally  open  a  fissure  here  or  in 
Europe  far  larger  than  is  required  to  swallow  the  entire 
Senate — and  quite  a  lot  more. 

Instead  of  mobilizing  public  and  legislative  opinion 
behind  the  President's  position  on  Strategic  Defense, 
these  Republican  senators  now  propose  to  go  along  with 
adverse  votes  in  the  House  and  substitute  an  anemic 


Brilliant  Pebbles:  the  best  defense 


program  of  "continued  research"  for  one  of  deploying  an 
effective  system. 

Why  this  blind  opposition  to  a  space-based  system  for 
the  U.S. — one  the  Soviets  have  been  working  frantically  to 
produce  since  the  week  they  signed  the  ill-begotten  Aiiti- 
Ballistic  Missile  Treaty  in  1 972.'  At  least  partly  because  that 
treat}',  which  the  Soviets  have  never  bothered  to  honor, 
prohibits  deployment  of  a  space-based  system.  But  that 
treat}'  specifically  permits  us  to  withdraw  from  it  by  simply 
giving  notice  that  our  national  interests  are  endangered  by 
it.  Anything  that  prevents  our  developing  and  deploying  a 

system  that  could  give  us  far  more 

protection  against  intercontinental 
missiles  than  even  the  Patriots  gave  us 
against  short-range  missiles  surely  en- 
dangers our  national  interest. 

The  senators  propose  we  use  more 
ground-based  weapons,  which  are  far 
more  expensive  and  less  effective 
against  incoming  long-range  nuclear 
missiles.  And,  because  the  ABM  Trea- 
ty forbids  deploying  over  1 00  ground- 
based  antimissiles,  a  dangerously  inad- 
equate number  to  do  any  good,  the 
senators  also  propose  that  we  "nego- 
tiate" with  the  Soviets  to  get  permission  for  more  as-yet- 
unavailable  ground-based  missiles.  Why  negotiate  ifwe  can 
solve  the  problem  by  withdrawing,  legally,  from  the  treaty .> 
The  George  C.  Marshall  Institute  recendy  published  a 
report  on  defenses  against  ballistic  missile  systems,  written 
by  three  experts  in  the  field:  Robert  Jastrow,  William 
Nierenberg  and  Frederick  Seitz.  They  conclude  that  the 
least  costly  and  most  effective  defense  against  both  long- 
and  short-range  ballistic  missiles  carrying  nuclear  warheads 
requires  the  space-based  Brilliant  Pebbles  and  an  advanced 
ground- based  interceptor  system  such  as  the  new 
THAAD.  The  combined  system  to  protect  the  U.S., 
Europe  and  the  Mideast  would  cost  $17.2  billion,  against 
S3 1 .6  billion  for  a  less  effective,  all  ground- based  system. 
From  ever}'  point  of  view,  we  should  abandon  the 
convendonal  wisdom  which  says  we  must  adhere  to  the 
ABM  Treaty,  despite  Soviet  violations,  and  that  we  can- 
not deploy  any  effective  defenses  because,  as  all  followers 
of  the  conventional  wisdom  know,  "We  are  only  com- 
pletely safe  when  we  are  completely  vulnerable."         Hi 
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A  substance  abuse 

program  at  work 

can  save  employers 

money  on  insurance. 


It  can  also 
save  employees. 


,:r 


It  costs  more  to  replace  an  employee  than 
it  does  to  rehabilitate  one.  A  substance 
abuse  program  at  work  may  also  reduce 
accidents  and  insurance  premiums.  Best 
of  all,  it  can  help  you  keep  those  people 
you  wouldn't  give  up  for  anything,  if  you'd 
like  us  to  send  some  helpful  guidelines  for 
setting  up  a  substance  abuse  program  at 
your  company,  wiite:  Fighting  Substance 
Abuse  at  Work,  RO.  Box  303, 
Hartford,  Connecticut  06141. 
Aetiia.  A  policy  to  do  more. 


/Etna 


©  1991  Aetna  Life  and  Casually  Company 


Communications:  One  of  the  great  strengths 
of  the  Great  Lakes  region. 


The  Great  Lakes  region  is  home  to  25%  of  America's 
Fortune  500  U.  S.  companies,  is  the  commodities  trading  center 
of  the  world,  and  has  more  newspapers  and  computer  sites  than 
any  other  region  in  the  country.  How  do  more  than  12  million 
businesses  and  homes  in  this  information-intense  region  keep 
communications  flowing?  By  relying  on  Ameritech. 

The  communications  needs  of  the  Great  Lakes  region  are 
among  the  most  demanding  in  the  country.  That's  why  we  always 
stay  a  step  ahead,  anticipating  those  needs  and  creating  better 
ways  to  serve  and  satisfy  our  customers.  We  put  the  first  mobile 
phone  system  in  the  U.S.  into  operation,  we  have  the  largest 
voice  messaging  network  in  the  country,  and  we  currently  have 
two  fiber  optic  tests  in  market  for  new  technology  that  will  lead 
the  way  in  bringing  the  information  age  to  the  home. 

Solutions  that  work:  We  know  it's  our  commitment 
to  successful  innovation  that  has  helped  our  company  reach  $10 
billion  in  revenues.  Since  divestiture,  Ameritech  has  led  all  the 
other  regional  Bell  companies  in  recording  the  highest  return  to 
equity,  16.3%  last  year.  The  Great  Lakes  region  and  Ameritech 
continue  to  thrive  together. 

For  a  copy  of  our  Annual  Report  or  other  information,  call 
Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech; 

Illinois  Bell 

Indiana  Bell 

Michigan  Bell 

Ohio  Bell 

Wisconsin  Bell 

Ameritech  Audiotex  Services 

Ameritech  Credit 

Ameritech  Development 

Ameritech  Information  Systems 

Ameritech  International 

Ameritech  Mobile  Communications 

Ameritech  Publishing 

Ameritech  Services 

The  Tigon  Corporation 

JsMERSTECH 
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EDITED  BY  HOWARD  BANKS 


An  antidote  to  taxes  on  capital  is  in  danger 


■■■  Most  Amerk;ans  think  of  research  and  devel- 
opment as  something  virtuous,  in  a  class  with 
motherhood  and  apple  pie.  But  U.S.  con- 
gressmen are  not  most  Americans.  Witness  the 
way  Congress  is  holding  up  renewal  of  the 
special  tax  credit  given  to  those  companies  that 
increase  their  research  and  development 
spending. 

The  R&D  credit,  established  in  1981,  is 
an  imperfect  but  usefijl  antidote  to  Washing- 
ton's onerous  taxes  on  capital.  But  because  of 
the  budget  squeeze,  the  credit  has  joined  the 
list  of  items  subject  to  annual  renewal.  Last 
year,  fiscal  1990,  it  was  renewed,  but  for  only 
nine  months.  Renewal  for  fiscal  1992  is  now 
in  question.  This  tax  credit,  which  is  aimed  at 
expanding  the  national  pie,  costs  aroimd  $1 
billion  a  year;  it  must  stand  in  line  with  items 
such  as  low-income  housing  and  the  Depart- 

Benefits  runneth  over 


ment  of  Veterans  Aifairs'  targeted  jobs  tax 
credit. 

Some  congressmen,  headed  by  Ways  & 
Means  Committee  Chairman  Dan  Rostenkow- 
ski,  think  federally  fiinded  R&D  is  encourage- 
ment enough  for  companies.  (The  Bush  Ad- 
ministration is  proposing  $76  billion  in  federal 
R&D  fijnding  for  fiscal  1992,  up  13%  from  the 
$68.3  billion  for  this  year.)  People  like  Ros- 
tenkowski  point  to  the  fact  that  total  U.S.  R&D 
spending — projected  at  $132  billion  this 
year — adds  up  to  more  than  the  r&d  spending 
of  Japan,  Germany,  France,  Britain,  Sweden 
and  Italy  combined.  But  as  a  share  of  gross 
national  product,  our  r&d  spending  lags  that 
of  Germany  and  Japan.  More  worrisome,  in 
nondefense  r&d  spending  as  a  share  of  gnp, 
the  U.S.  ranks  almost  at  the  bottom  of  the  list  of 
industrialized  nations. 


Studies  by  Robert  Z.  Lawrence  and  Martin 
N.  Baily  of  the  Brookings  Institution  for  Core- 
tech,  a  coalition  of  research  industries  and 
universities,  show  how  effectively  the  R&D  tax 
credit  boosts  investment  in  R&D  each  year.  On 
a  very  conservative  estimate,  the  Brookings 
studies  suggest  research  and  development 
spending  will  increase  4.2%,  or  $18  billion,  from 
1991  to  1995. 

The  country  gets  ah  even  greater  return, 
according  to  Lawrence  and  Baily.  Companies 
typically  get  a  15%  or  so  return  on  R&D  spend- 
ing, whether  fijnded  by  the  government  or  pri- 
vately. But  because  the  results  of  this  r&d 


spread  to  other  companies  over  time,  the  na- 
tional (or  social)  return  is  nearer  25%.  More- 
over, companies — as  opposed  to  bureaucrats — 
decide  how  to  spend  their  own  funds  in  order 
to  get  the  tax  credit.  Thus  the  r&d  credit  does 
not  threaten  to  usher  in  a  creeping  industrial 
policy. 

This  is  not  to  say  that  Washington  should 
not  fiand  some  areas  of  mostly  pure  research. 
Corporate  America  spends  $4.5  billion  a  year 
on  basic  researcl).  But  in  many  cases  the  practical 
results  of  pure  science  are  too  far  off,  or  too 
speculative,  for  a  company  to  risk  investing  its 
own  money. 


Should  Washington  help  Detroit  develop  composite  materials^ 


Increasingly,  defense  r&d  no  longer  has  the 
same  spillover  efi:ect  into  the  commercial  sector. 
With  support  from  the  Bush  White  House, 
companies  are  now  pushing  for  a  change  in  the 
way  federal  funds  are  allocated  to  r&d  proj- 
ects. Aerospace  companies,  for  example,  have 
long  lobbied — very  successftilly — for  federal 
r&d  money  for  military  airframes  and  engines, 
where  civil-sector  spillover  benefits  are  likely. 
Now  the  hard-pressed  U.S.  auto  companies 
want  government  help  with  their  new  tech- 
nologies. Composite  materials  (high-strength 
fibers  buried  in  a  light  plastic  matrix )  are  most- 
ly researched  for  aerospace  use — especially  for 
stealth  aircraft:.  Detroit  has  begun  its  own  pro- 
gram of  developing  composites  suitable  for  auto 
bodies,  and  would  like  Washington  to  pick  up 
some  of  the  tab. 

The  computer  industry  is  also  lobbying  for 


more  fLinding.  A  group  made  up  of  1 1  U.S. 
manufacturers — including  Apple,  Cray,  IBM 
and  Unisys — says  virtually  no  government  de- 
fense research  fijnding  of  computer  technol- 
ogy targets  its  fiature  commercial  needs.  The 
group  wants  the  government  to  recast  its 
high-speed  computer  research  program  ($638 
million  for  fiscal  1992,  rising  to  an  estimated 
$1.2  billion  over  five  years)  to  make  it  relevant  to 
the  technologies  the  industry  expects  to  need 
ten  years  ahead. 

As  global  competition  grows  fiercer,  it  be- 
comes more  important  than  ever  for  the  U.S.  to 
develop  new  products  and  processes.  Each 
industry  in  which  there  has  been  a  cut  or  a 
slowdown  in  r&d  spending  has  in  the  last  ten 
years  found  that  its  competitive  position  has 
been  severely  eroded.  The  warning  is  clear. 
Whether  Congress  will  heed  it  is  not.  WM 
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The  Forbes  Index  (i967=ioo) 

210 

Current  183.2* 

Previous  182. 9t 
Percent  Change         0.2% 
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■Fiuui  revisions  to  first-quarter  gnp  showed  the  economy 
i;  shrinking  at  a  2.8%  annual  rate.  That  may  prove  to  be  as 
I    bad  as  the  recession  gets,  to  judge  from  data  now  rolling 

fin.  Wages  and  salaries  rose  0.6%  in  May,  double  the 
increase  in  the  Consumer  Price  Index  for  the  month. 
'%  Another  positive  sign:  May  consumer  spending  (not  a 
^  Forbes  Index  component)  rose  1.1%.  With  May  figures 
I  reported  i'ov  all  but  two  components,  the  Forbes  Index  is 
I  showing  its  first  monthly  rise  in  nine  months.  The  only 
indicator  showing  weakness  is  housing  starts. 
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Other  key  rates 

Source 

Status    i 

8.5% 

Prime  rate 

Chase  Manhattan  Bank 

Auto  sales  year  to  date  vs  1990' 
Index  of  leading  Indicators  May  vs  Apr 

Ward's  Automotive 
Dept  of  Commerce 

-12.0% 
■ 
0.8% 

Trade  balance  12  months  ended  Apr  1991 

Dept  of  Commerce 

-$89  bil 

All-commodity  producer  price  index  May  vs  Apr^ 
GNP  1st  quarter  vs.  4th— annualized  grovrth 
N6ER  Experimental  Recession  Probability  Index^ 

Dept  of  Labor 

Dept  of  Commerce 

Natl  Bureau  of  Economic  Research 

0.4% 
-2.8% 

1.0% 

'  US. -based  manufacturers,  excludes  imports,  as  of  6/20/91.                                                      1 
'Wholesale  goods. 'May  1991.                                                                                          ,      | 

Index  components 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weigtited  elements:  Total 
Industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 


Industrial  production  Index  (1987=100) 
seasonally  adfusted  (Federal  Reserve) 


550 


Services     •    Total  index 


Inventories      •    New  Orders 


New  unemployment  claims  auerage  for  montli 
(thousands),  seasonally  nv  'ed  (Dept  of  Labor) 


270 


Consumer  price  indexes  u  ja^-o.;  dvcidgeiiuOi 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


Manufacturers'  new  orders  and  inventories 

(Sbillions),  seasonally  adjusted  (Dept  of  Commerce) 
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New  housing  starts  (thousands)  privately  owned 
unadjusted  (Dept  of  Commerce) 
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155 


150 


2820 


2760 


2700 


2540 


Personal  Income  ($billions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


740 


730 

r" 

fM 

- 

- 

i 

720  1 

a 

■ 

12 

Consumer  installment  credit  ($billions)  total, 
seasonally  adjusted  (Federal  Resenre) 
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In  praise  of  versatility. 


m 


Yellow-collared 
Lovebird 


Crossbill 


Spoonbill 


Some  birds  catch  fish.  Some 
bore  for  insects.  Still  others 
filter  their  food  from  water. 
They're  not  all  of  a  feather  and 
nature  has  endowed  each 
species  with  a  beak  specially 
adapted  to  its  need.  But  no 
matter  what  its  shape  or 
function,  each  beak  is  made 
of  the  same  material. 
Glass  is  another  ma- 


extraordinary  variety  of  spe- 
cially adapted  forms,  func- 
tions and  properties.  Schott 
proves  it  every  day. 

We've  developed  glass 

that  transmits  laser  beams, 
glass  that  purifies  sewage, 
glass  that  withstands  a  wide 
range  of  temperatures. 

In  fact,  with  more  than 

50,000     products,     Schott 


terial  that  can  take  on  an       produces  special  glass  that 


has  even  more  applications 
than  nature's  solution.  After 
all,  there  are  only  about  8,600 
species  of  birds. 

Schott  worldwide:  50 

production  facilities,  repre- 
sented in  more  than  100 
countries,  with  over  $1  billion 
in  sales. 

Schott  in  North  Amer- 
ica: 11  companies  employing 
more  than  1,800  people. 


Would  you  like  to  know 

more  about  our  special 
glass?  Write  to:  Schott  Cor- 
poration, Dept.  F17,  3  Odell 
Plaza,  Yonkers,  NY  10701. 


O  SCHOTT 

Nobody  knows  more  about  glass. 


THE     ONLY 
YARDSTICK     THAT 
COUNTS. 
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Much  has  been  written  about  various  ways  to 

measure  corporate  performance.  But  over  the  years,  the  odds  on 

favorite  would  have  to  be  earnings. 

Which  is  unfortunate,  because  a  focus  on  earnings  misses 
a  much  more  relevant  factor 

Free  cash  flow. 

And  once  again,  we  expect  ours  to  remain  strong.  Extremely 

strong.  In  fact,  in  a  year  that  is  hardly  optimal,  our  free  cash  flow 

will  run  close  to  $1  billion.  And  we  expect  that  number  to 

average  substantially  more  in  the  coming  years. 

And  the  point? 

Cash,  not  earnings,  has  put  us  on  the  fast  track  of  debt  reduction. 

In  fact,  between  cash  from  operations  and  the  sales  of 

certain  non-strategic  assets,  we're  well  ahead  of  schedule.  Which 

means  we're  adding  economic  value  to  the  company 

far  quicker  than  many  thought  we  could. 

To  be  sure,  there  are  as  many  opinions  on  the  subject  of  how  best 

to  judge  value  as  there  are  people  to  pen  them.  But  we  think  we'll 

stick  with  cash.  It  may  not  have  the  elegance  of  a  more 

sophisticated  measurement,  but  it  sure  works  for  us. 

And  we  think  it  works  for  our  shareholders. 


GeorgiaF^ific     ^ 


There's  lots  of  oil  in  the  Gulf  of  Mexico,  but  there  are 
lots  of  obstacles  to  getting  it  to  American  consumers. 

North  Sea, 
U.S.A.? 


By  Howard  Rudnitsky 

On  May  1  Shell  Oil  Co.  announced 
"a  potentially  significant  discovery  in 
the  Gulf  of  Mexico  deep  water  fron- 
tier." Shell's  Mars  prospect  is  in  water 
more  than  a  half-mile  deep,  some  130 
miles  southeast  of  New  Orleans. 

"■The  deep  water  Gulf  of  Mexico 
could  eventually  turn  out  to  be  one  of 
the  biggest  major  new  oil  and  gas 
reserve  plavs  since  the  North  Sea,'' 


says  New  York  investment  banker  and 
oil  consultant  Joseph  To\ey. 

Shell's  president,  Frank  Richard- 
son, is  cautious,  saying  only  the  Mars 
discovery  '■'could  surpass  .  .  .  our 
Auger  deep  water  discovery  an- 
nounced in  1989."  The  Auger  find, 
in  2,860  feet  of  water  in  the  Garden 
Banks,  also  off  Louisiana,  was  esti- 
mated to  contain  at  least  220  million 


barrels  in  oil  and  gas  equivalent. 

Shell's  partner  in  Mars,  British  Pe- 
troleum, is  more  upbeat  over  the  find. 
RP  Exploration's  chief  executive,  John 
Browne,  has  indicated  that  Mars 
could  be  the  biggest  prospect  since 
the  discovery  of  its  early  North  Sea 
fields.  Some  of  those  turned  out  to 
contain  about  1  billion  barrels. 

Onlv  two  weeks  after  the  Mars  find 


Shell's  Bullwinkle  p.-  luction  platform  undertow 

Now  the  world's  lai  .  :!st  deep  water  fixed  platform  at  1,615  feet.  Shell's  Auger  platform, 

to  be  completed  in  li.*93,  will  be  twice  as  tall. 
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Shell's  proposed 
Auger  platform 
superimposed  on 
New  Orleans' skyline 
Mammoth  size  is 
needed  for  drilling 
in  ever  deeper 
water. 


announcement,  Conoco  and  Exxon 
each  announced  deep  water  Gulf  of 
Mexico  finds  whose  initial  estimated 
reserves  range  from  100  million  to 
200  million  barrels  of  oil  and  gas. 

Much  more  oil  may  lie  in  lightly 
explored  water  3,000  feet  or  more 
deep.  All  told,  there  are  probably  at 
least  10  billion  barrels  of  oil  and  gas 
equivalent  down  there.  Getting  oil 
from  those  depths  will  be  costly  and 
technologically  difficult.  By  1993  at 
the  Auger  find.  Shell  will  have  spent 
$1.3  billion  on  development,  drilling 
and  construction  of  a  3, 2  75 -foot  ten- 
sion leg  platform. 

Shell  and  British  Petroleum  be- 
tween them  may  spend  more  than  $2 
billion  on  developing  Mars  over  the 
next  five  years.  Others  who  have 
found  smaller  volumes  of  oil  in  the 
deep  Gulf  waters — like  Conoco,  Ex- 
xon, Texaco  and  Oryx — could  decide 
over  the  next  several  years  to  go  ahead 
with  some  $2  billion  of  development. 

Who  could  benefit  from  this  spend- 
ing.>  According  to  oil  analyst  Paul 
Leibman  of  Denver-based  Petrie 
Parkman  &  Co.,  in  marine  construc- 
tion it  could  be  McDermott  and 
Brown  &  Root  (Halliburton).  In 
drilling  rigs,  Sonat,  Reading  &  Bates, 
Global  Marine.  In  service  boats.  Tide- 


water. Supply-ferrying  outfits  like  Pe- 
troleum Helicopters  and  Offshore 
Logistics  may  get  a  boost. 

So  far,  the  oil  supply  business  is 
seeing  only  a  relatively  few  new  or- 
ders. The  oil  giants  are  moving  cau- 
tiously on  development.  Explains 
Shell  Offshore  Inc.''s  president,  Rob- 
ert Howard:  "Before  the  mid-1980s 
the  industry  had  more  confidence 
about  the  future  price  of  oil  and  gas, 
so  you  could  go  ahead  with  a  big 
development  project.  Now  prices  are 
much  more  volatile  and  uncertain, 
and  you're  drilling  in  much  deeper 
waters  with  far  greater  costs  and  long- 
er development  times.  As  a  result,  you 
need  a  much  larger  find  to  make  it 
financially  viable."  That  was  under- 
scored by  Shell's  recent  announce- 
ment that  it  intends  to  dismiss  10%  to 
15%  of  its  work  force  because  of  de- 
clining profitability. 

And  then  there  is  the  political  prob- 
lem of  drilling  in  U.S.  waters.  Because 
of  the  roadblocks  the  government  can 
throw  up  here,  many  U.S.  oil  compa- 
nies prefer  to  explore  and  drill  over- 
seas rather  than  in  the  Gulf  coast  and 
Alaska.  At  Amerada  Hess'  annual 
meeting  in  May,  wily  77-year-old  oil- 
man Leon  Hess  explained  to  share- 
holders that  the  U.S.'  leasing  system 


helps  discourage  exploration.  In  the 
U.S.,  leases  are  awarded  to  the  oil 
company  that  offers  the  highest 
amount  up  front  as  a  bonus  payment. 
This  is  convenient  for  the  politicians, 
who  badly  want  the  money  for  their 
spending  programs,  but  oil  compa- 
nies don't  like  it  because  it  ties  up 
their  money  before  they  see  revenues. 

By  contrast,  the  British  govern- 
ment doesn't  demand  advance  bonus 
payments  in  the  North  Sea.  As  a  re- 
sult, says  Hess,  "the  U.K.  went  from 
no  production  in  1970  to  2V2  million 
barrels  a  day  in  1990.  The  U.K.  for- 
merly imported  oil,  now  the  U.K. 
exports  oil."  Amerada  Hess  is  spend- 
ing a  lot  more  in  the  North  Sea  than  in 
the  Gulf  of  Mexico  these  days. 

A  few  giant  oil  companies  like  Ex- 
xon, Conoco,  Shell  Oil  and  British 
Petroleum  can  still  aflbrd  the  huge 
upfront  development  investment; 
smaller  companies  cannot.  Not  sur- 
prisingly. Shell  and  British  Petroleum 
between  them  hold  nearly  60%  of  the 
1,219  blocks  of  lease  sales  in  the  Gulf 
of  Mexico. 

All  in  all,  the  Gulf  will  someday 
provide  the  U.S.  with  a  lot  of  oil.  But 
not  soon,  nor  in  sufficient  quantities 
to  make  much  of  a  dent  in  our  huge 
and  growing  oil  import  bill.  ^M 
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What  happens  to  municipal  bond  insurance 

if  some  big  municipalities  go  bust? 

The  insurers  are  stronger  than  they  seem. 

Privatized  risks 


By  William  Tucker 

PHILADELPHIA'S  finances  are  a  sham- 
bles. Bridgeport  is  trying  to  declare 
bankruptcy.  New  York  Cit)'  is  once 
again  on  the  brink.  A  sizeable  portion 
of  each  of  these  cities'  outstanding 
debt  is  covered  by  privately  under- 
written municipal  bond  insurance. 
How  good  is  the  insurance? 

Total  outstanding  municipal  debt 
is  around  $840  billion;  of  that, 
around  24%,  or  some  $200  billion — 
plus  interest  payments  on  that  princi 
pal — is  insured.  Four  big  companies 
account  for  around  97%  of  the  munic 
ipal  insurance  in  force  (see  table).  Be- 
tween them  the  four  have  capital  of 
$2.5  billion  to  co\er  defaults  on  al- 
most $360  billion  in  insured  principal 
and  interest. 

But  look  at  the  schedule  of  poten- 
tial payouts,  and  the  gross  numbers 
don't  look  quite  that  shaky.  In  case  of 
default,  the  insurer  is  immediately 
liable  only  for  current  interest.  At 
maturit)',  of  course,  it  is  also  liable  for 
the  principal,  but  in  most  cases  that 
gives  the  insurer  many  years  to  work 
out  a  settlement.  That  the  loss  would 
be  total  is  scarcely  thinkable. 

"■Any  municipal  default  would  al- 


most certainly  be  temporan,,"  says 
William  O.  Bailey,  chairman  and  chief 
executive  ofhcer  at  mbia,  which  only 
recently  experienced  the  first  defiult 
in  its  17  years  of  existence.  ''After  it 
resumes  debt  service  and  is  back  on  its 
feet,  we  have  the  right  to  go  back  and 
collect      our      pavout      from      the 


municipalirv." 

Bailey  says  that  mbia  insures  $123 
million  of  hard-pressed  Philadelphia's 
outstanding  $1.5  billion  issues.  Were 
Philadelphia  to  default  tomorrow, 
MBIA  would  owe  only  $4.5  million  in 
interest  pa\'ments  for  the  remainder 
of  the  year^  and  $29  million  in  1992. 
Its  total  exposure  to  Philadelphia  over 
the  coming  27  years  is  $192  million. 
MBIA  has  $840  million  in  capital  plus 
over  $1.5  billion  in  other  resen'es, 
including  a  $500  million  bank  credit 
line.  Total  exposure:  $158  billion. 

Inxestors  have  been  skittish  for  oth- 
er reasons.  When  cities  buy  insurance 
they  are  in  effect  buying  the  triple-A 
ratings  of  the  insurers  so  as  to  reduce 
their  own  borrowing  costs.  If  the 
insurance  companies'  ratings  drop,  so 
does  the  amount  thev  can  save  cus- 


Street  scene  in 
Bridgeport,  Conn. 
After  years  of 
mismanagement, 
the  city  wants 
to  declare 
bankruptcy. 
Will  others 
follow? 


The  major  players  in  municipal  bond  insurance 


The  capital  ratios  are  low,  compared  with  other  forms  of 
insurance,  but  the  potential  payouts  are  spread  over  a  period 

Insurer 


Municipal  Bond  investors  Assurance  Corp  (IVIBIA) 
Ambac  Indemnity  Corp 
Financial  Guaranty  Insurance  Co  (FGIC) 
Financial  Security  Assurance  Inc  (FSA) 

Source:  Mark  H.S.  Cohen,  managing  director.  Fitch  Investors  Service. 


of  many  years.  In  addition,  insurers  can  go  back  and  reclaim 
the  payments  once  an  issuer  regains  solvency. 


Ownership 

%of 

Qualified 

Net 

outstanding 

statutory 

insurance 

insured 

capital 

in  force 

municipals 

($mil) 

($bil) 

Aetna;  Cigna,  Fund  American;  Credit  Local  de  France;  public 

43% 

$840 

$158 

Citibank 

26 

740 

86 

General  Electric  Capital  Corp 

24 

.  602 

88 

USWest;  Tokio  Marine  &  Fire  Insurance  Co 

4 

292 

28 
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tomers  in  interest  payments.  That,  in 
turn,  reduces  tiie  premiums  cities  arc 
willing  to  pay  for  the  insurance. 

Reflecting  investors'  fears,  mbia's 
stock  was  battered — falling  from  35 
to  28  almost  overnight — when  it  ap- 
peared Philadelphia  was  about  to  de- 
fault last  October.  But  Philly  hasn't 
defaulted,  MBIA  officials  maintain  the 
insurer  is  funciamentally  soimd,  and 
the  rating  agencies  have  left  mbia's 
triple-A  rating  intact.  As  confidence 
recovered  in  April,  mbia  sold  12.4 
million  new  shares  to  the  public  at 
$35.  Current  price:  $31. 

Ambac,  the  industr\''s  oldest  play- 
er, wasn't  so  lucky.  In  June  Citi- 
bank— Ambac's  parent — tried  to  sell 
a  significant  stake  of  Ambac  to  the 
public.  But  the  offer  was  subsequently 
postponed — some  industr\'  insiders 
say  indefinitely  and  blame  "'a  terrible 
market." 

Probably  the  worst  problems  facing 
the  industrx'  right  now  are  competi- 
tion and  falling  interest  rates,  both  of 
which  reduce  premium  revenues. 
"Municipal  bond  insurance  is  a  pretty 
generic  product,"  says  Robert  Froeh- 
lich,  director  of  research  at  Van  Kam- 
pen  Merritt,  the  Chicago  asset  man- 
agement firm.  '"The  price  is  usually 
set  at  half  the  spread  between  the 
interest  the  municipalities  have  to  pay 
based  on  their  current  ratings,  and  the 
interest  rates  they  will  get  with  insur- 
ance. Those  spreads  have  been  get- 
ting thinner  as  interest  rates  come 
down."  Responding  to  this,  most 
bond  insurers  ha\'e  expanded  other 
lines,  including  insuring  asset-backed 
securities. 

Believers  in  the  free  market  deeplv 
hope  that  municipal  bond  insurance 
will  prove  itself  in  the  present  crisis. 
Says  Catherine  England,  director  of 
regulator)'  studies  at  the  free-market- 
oriented  Cato  Institute:  "There's  a 
growing  tendency  to  think  that  the 
federal  government  has  to  handle  all 
big  risks — that  the  private  market  can- 
not handle  failure." 

England  has  a  point:  For  the  federal 
government  to  step  in  and  back  mu- 
nicipal risks  with  its  own  credit — as  it 
has  with  banks  and  many  other  func- 
tions— would  be  a  recipe  for  disaster. 
Do  federal  taxpayers  want  to  under- 
write the  extravagance  of  local  politi- 
cians? Do  the  taxpayers  really  need 
another  s&L  mess?  ^M 
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Divi  Hotels  had  little  trouble  borrowing 
lots  of  money.  Easy  come,  easy  go. 

^  We  were  just 
bumpkins'' 


By  James  R.  Norman 

It  seemed  a  good  idea  at  the  time. 
Turn  seedy  old  Caribbean  beach  ho- 
tels into  cozy  family  resorts;  add  div- 
ing and  gambling;  then  build  time- 
share  vacation  units  next  door.  Such 
"barefoot  elegance,"  reasoned  Itha- 
ca, N.Y.  lawyer  Walter  J.  Wiggins, 
would  turn  his  tiny  Aruba- based  Divi 
Hotels  N.V.  into  the  "Marriott  of  the 
Caribbean." 

Before  this  Wiggins  had  earned  his 
keep  mostly  by  defending  small-time 
crooks,  but  now  he  was  an  interna- 
tional financier.  Divi  went  public  in 
1984,  and  from  its  two  original  resort 
complexes  on  Aruba  it  grew  within  six 
years  to  nine  facilities  with  1,500 
rooms  on  six  islands — becoming  one 
of  the  biggest  chains  in  the  Caribbe- 
an. Revenues  doubled  in  t\vo  years,  to 
$112  million  in  1989.  In  1988  its 
Amex- listed  stock  topped  13  a  share 
for  a  market  value  of  more  than  $70 
million.  Wiggins'  11%  interest  had  a 
paper  value  of  about  $8  million. 

Then  the  bottom  fell  out.  Divi 
reported  losses  of  $11  million  in 
1989,  $45  million  in  1990  and  $27 
million  in  the  first  nine  months  of 
fiscal  1991 .  The  stock  recently  traded 
at  30  cents.  With  new  construction 
stalled,  some  $15  million  worth  of 
prepaid  time-share  investors  could  be 
left  high  and  dry.  Angr>'  bondholders 
could  well  end  up  trying  to  wrest 
control  from  Wiggins. 

What  went  wrong?  On  the  surface 
the  problem  was  too  much  debt. 
Greedy  to  expand,  Wiggins  and  his 
board — which  included  L.E.  Roth- 
schild investment  banker  Joel  Read- 
er— loaded  Divi  up  with  all  the  debt 
they  could  borrow.  Among  the  will- 
ing lenders  and  bond  buyers:  now- 
failed  Executive  Life,  which  bought 


Divi  Hotels  Chairman  Walter  Wiggins 
He  sold  the  company  his  bum  assets. 


$12  million  of  bonds  worth  less  than 
$900,000  at  year-end.  Total  debt  is 
now  $162  million,  including  $110 
million  of  junk  bonds  at  up  to  14.5% 
interest.  The  company  now  has  a  neg- 
ative net  worth  of  $34  million,  but 
beyond  that  there  was  mismanage- 
ment and  apparent  self-dealing. 

"The  whole  world  was  pouring 
money  on  us  and  we  were  just  countiy 
bumpkins,"  alibis  Roger  D.  Coster, 
former  head  of  operations,  now  re- 
covering from  drug  abuse.  Coster  and 
Daniel  Wilson,  former  Divi  chief  fi- 
nancial officer,  agree  that  there  was  no 
way  Divi  could  pay  back  its  huge  debt 
unless  every  piece  of  the  construction 
plan  worked  perfectly — a  virtual  im- 
possibilit\'  in  the  Caribbean. 

At  one  point,  Wiggins  tried  to  per- 
suade the  board  to  pay  him  $7  million 
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Divi  Hotels 


for  a  Ramada  Inn  in  Wiggins'  native 
Ithaca,  for  use  as  a  training  facilit\'. 
Divi's  audit  committee,  headed  by 
former  Watergate  counsel  Samuel 
Dash,  objected  to  Wiggins'  price,  so 
Wiggins  lowered  the  price  to  $5.5 
million.  Despite  $2  million  in  repairs, 
the  training  program  never  went 
ahead,  and  the  Ramada  remains  a 
moneyloser.  Divi  also  bought  and 
turned  around  Wiggins'  hotel  in  Bon- 
aire, in  the  Caribbean.  Dash  did  fend 
off  efforts  by  Wiggins  to  sell  Divi  a 
travel  agency  and  another  red-ink  Ith- 
aca hotel. 

There  was  worse  to  come.  Divi's 
construction  program  was  run  by 
longtime  Wiggins  friend  Guy  Love- 
lace. Shielded  for  years  from  audit 
review,  Lovelace  acted  as  both  archi- 
tect and  construction  manager,  and 
bought  materials  from  companies 
owned  by  his  relatives.  Though  a 
subsequent  audit  found  no  wrongdo 
ing,  Lovelace  was  fired.  He  denies 
rumors  of  kickbacks  and  ckiims  he  is 
the  scapegoat  for  shady  accounting.  It 
appears  that  operating  costs  v\ere 
lumped  in  with  construction  costs 
and  capitalized.  Did  Wiggins  know 
that  was  happening.^  Sure,  says  a  for- 
mer top  company  officer.  Wiggins 
wouldn't  return  phone  calls. 

Unable  to  borrow  more  money, 
Wiggins  in  late  1989  turned  to  New 
York  financier  Frank  D.  Palmer,  who 
took  control  of  Divi's  flagship  Aruba 
properties  and  mortgaged  them  to 
give  Divi  badly  needed  cash.  In  the 
end  Palmer  defaulted  on  the  Aruba 
mortgage.  Security  Pacific  has  taken 
over  those  hotels. 

Where  was  the  Divi  board  in  all  of 
this?  Dash  and  another  dissenter  were 
finally  purged  by  Wiggins  in  1989, 
after  repeated  confrontations.  Repre- 
sentative Matthew  McHugh 
(D-N.Y.),  Wiggins'  former  law  col- 
league, quit,  apparently  uncomfort- 
able but  never  enough  so  that  he 
challenged  Wiggins  directly. 

Turnaround  specialist  Marsden 
Cason  has  been  brought  in  to  sell 
assets.  Wiggins  has  taken  a  six-month 
leave  as  president  but  remains  chair- 
man. Cason  says  Divi's  resort  business 
is  sound:  "We've  just  got  too  damn 
much  debt."  True,  but  a  more  inter- 
esting point  is:  Wlien  money  is  easy  to 
borrow,  a  lot  of  it  slips  through  the 
cracks.  ^M 


Bob  Sillerman  eiijOys  playing  in  his 
lavish  indoor  swimming  pool.  But  he 
got  rich  in  a  different  kind  of  pool. 


Radio 
waves 


By  Graham  Button 
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Thk  rkc:hssi()n  has  hit  mctlia  proper- 
ties espeeially  hard — newspapers,  r\', 
magazines.  But  radio  is  something  of 
an  exception:  Its  revenues  will  grow 
4%  this  year,  to  $9.2  billion,  estimates 
Myers  Marketing  &  Research.  By 
contrast,  network  r\'  and  magazines 
should  grow  just  2%  this  year,  while 
newspapers  will  be  tlat. 

Why  is  radio  bucking  the  trend? 
Unlike  newspapers  and  network  T\', 
radio  delixers  the  narrowly  targeted 
audiences  that  are  increasingly  de- 
manded by  cost-conscious  advertis- 
ers. Today  there  are  about  r\vo  dozen 
successRil   radio  formats — from   all- 


Radio  mogul 
Robert  F.X. 
Sillerman 
After  flipping 
radio  stations 
the  way  some  i<ids 
trade  baseball 
cards,  he  says  he's 
now  in  for  the 
long  haul. 


sports  and  iiCws  to  oldies  ancl  heavy 
metal,  each  reaching  an  audience  with 
distinct  buying  patterns.  And  radio  is, 
of  course,  the  only  medium  that 
reaches  the  millions  of  Americans 
driving  to  work  daily,  seeking  diver- 
sion from  a  boring  commute. 

Radio  requires  no  expensive  pro- 
gramming: a  small  studio,  perhaps 
$500,000  worth  of  equipment  and  a 
disc  jockey  or  two.  The  only  limita- 
tion is  access  to  Federal  Communica- 
tions Commission  licenses.  Becatise 
there  are  only  9,400  commercial  li- 
censes, they  can  be  extremely  valu- 
able, especially  in  big  markets  like  Los 
Angeles,  where  stations  ha\'e  changed 
hands  for  as  much  as  $86  million. 

Today,  with  stations  fetching  7  or  8 
times  cash  flow  versus  10  to  11  two 
years  ago,  smart  money  is  flowing  into 
the  business  again.  Granite  Capital 
Group,  which  includes  veteran  radio 
operator  Herbert  McCord,  teamed 
up  with  Kohlberg  Kravis  Roberts  & 
Co.  in  April  to  form  a  $50  million 
pool  to  in\'est  in  radio.  In  FebruaiT 
New  York's  Allen  family,  old  hands  in 
the  movie  business,  paid  $19  million 
for  a  Chicago  radio  station. 

And  now  meet  Robert  F.X.  Siller- 
man, 43.  Sillerman  saw  radio's  poten- 
tial long  before  most  others  did,  and  it 
has  made  him  rich — if  not  universally 
loved.  This  arrogant,  unabashedly 
flamboyant  New  York  native  has  been 
buying  and  selling  radio  stations  since 
the  late  1970s,  when  nobody  was 
much  interested  in  buying  into  a  busi- 
ness that  was  seemingly  asleep. 

In  Sillerman's  Manhattan  offices,  a 
U.S.  map  dominates  one  wall.  Doz- 
ens of  color-coded  plaques  mark  the 
radio  stations  in  v\'hich  he  has  inter- 
ests, and  the  map  retains  bits  of  glue 
where  plaques  have  been  torn  off  in  a 
frenzy  of  asset  shuffling.  Over  the  last 
13  years  Sillerman  has  had  interests  in 
more  than  100  media  properties, 
mostly  radio  stations,  with  a  total 
acquisition  value  of  over  $1.5  billion. 

Sillerman  has  radio  in  his  blood: 
His  late  father,  Michael,  cofoundeci 
the  Chicago- based  Keystone  radio 
network  in  1940.  After  graduating 
magna  cum  laude  from  Brandeis  Uni- 
versity, Bob  Sillerman  started  a  busi- 
ness helping  advertisers  reach  college 
students  and  recent  graduates,  but 
sold  it  to  get  into  radio. 

In  1978,  at  age  30,  Sillerman  start- 


ed his  first  radio  investment  pool. 
Station  prices  were  low  because  the 
big  money  was  kept  out  of  radio  by 
Kx;  rules  restricting  owners  to  a  total 
of  seven  am  and  seven  FM  stations  and 
reciuiring  buyers  to  hold  stations  for 
at  least  three  years  before  selling 
them.  Besides,  everybody  knew  the 
future  belonged  to  television. 

But  while  most  investors  paid  little 
attention,  radio  kept  growing.  Siller- 
man's idea  was  to  form  a  ring  of  radio 
stations  around  New  York  City.  But 
who  would  give  money  to  a  young 
man  with  little  capital  and  no  experi- 
ence? So  Sillerman  enlisted  Bruce 
Morrow,  a  fast- talking,  popular  New 
York  disc  jockey  known  to  his  fans  as 
Cousin  Brucie.  The  two  formed  Sil- 
lerman-Morrow  Broadcasting. 

With  Cousin  Brucie  at  his  side, 
Sillerman  raiseci  $600,000  from  pri- 
vate investors  and,  leveraging  with 
bank  debt,  bought  eight  radio  sta- 
tions and  one  T\'  station  for  $8.5 
million. 

Sillerman's  timing  was  brilliant.  In 
1985  the  r:c;  relaxed  its  ownership 
rules,  and  new  money,  finally  catch- 
ing on  to  radio's  prospects,  rushed  in, 
dri\'ing  up  prices.  But  it  was  more 
than  luck.  Sillerman  didn't  just  buy 
and  sell;  he  also  upgraded.  He  in- 
creased listenership  with  more  pol- 
ished, contemporar\'  formats,  like 
Top  40.  Sillerman  also  raised  sales- 
people's salaries — and  demanded  that 
they  become  more  aggressive.  "We 
showed  them  not  just  how  to  sell 
clients,"  he  says,  "but  how  to  design 
ad  campaigns  for  them."  Station  reve- 
nues often  doubled  in  the  first  year. 

In  1985  Sillerman  sold  all  the  sta- 
tions for  $50  million  to  various  buy- 
ers. He  and  his  first  investors  earned 
returns  of  almost  40  to  1 . 

A  multimillionaire  in  his  mid-30s, 
Sillerman  went  back  for  more.  For  his 
next  fund,  in  1985,  he  picked  another 
apt  partner.  With  the  sharp  rise  in 
station  prices,  Sillerman  needed  fi- 
nancing more  than  he  needed  name 
recognition.  So  he  teamed  with  Wil- 
liam Magee  Jr.,  a  broadcasting  lender 
at  a  unit  of  Barclays  Bank.  Magee 
persuaded  lenders  that  radio  was  a  no- 
lose  kind  of  loan.  On  an  original 
equity  base  of  just  $38  million,  the 
new  partnership  was  able  to  borrow 
enough  to  buy  assets  worth  nearly  $1 
billion.    By    1989    Sillerman-Magee 
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Radio 


Communications  Management 

Corp.  had  bought  more  than  50  radio 
stations  and  other  media  properties. 

At  the  same  time,  Sillerman  was 
buying  radio  stations  through  anoth- 
er pool.  Legacy  Broadcasting.  Among 
its  in\'estors  was  Fort  Worth's  Bass 
family.  This  was  a  smaller  venture, 
with  $6  million  in  equit\'.  Leveraging 
that  more  than  20  to  1,  Legacy 
bought  ten  stations  for  $140  million. 

Says  Sillerman:  "I  made  a  con- 
scious decision  in  the  mid-1980s  not 
to  be  a  hands-on  operator,  but  to  be 
an  investor."  To  run  Legacy,  Siller- 
man brought  in  Carl  Hirsch,  a  top 
radio  executive,  as  his  partner.  After 
Legacy  bought  r\vo  stations  in  Wash- 
ington, D.C.  in  1988,  Hirsch  hiked 
promotional  spending  from  next  to 
nothing  to  SI  million  the  first  year. 
That  helped  boost  the  stations'  listen - 
crship,  adxertising  and  cash  flow,  the 
latter  by  45%  in  just  two  years.  At 
Legacy's  Houston  stations,  he  in- 
stalled computers  to  schedule  com- 
mercials more  efficiently;  he  also 
commissioned  listener  survevs  to  ob- 
tain detailed  data  tor  ad\ertisers.  Re- 
sult: Cash  flow  rose  21%  in  V-h  years. 

Legacy's  investors  were  handsome- 
ly rewarded.  By  March  1989,  after 
selling  several  stations,  Legacv  had 
paid  $23  million  in  dividends  to  its 
equity  investors. 

Always  brash,  Sillerman  got  exen 
brasher.  In  Januan-  1989  he  threw  a 
bash  for  lenders  and  business  asso- 
ciates at  a  loft  in  Manhattan's  Soho 
area.  As  150  bottles  of  Dom  Perignon 
flowed,  the  tipsy  guests  sang  along  to 
Sillerman's  spoof  of  the  Live  Aid  hit 
"We  Are  the  World":  "This  deal  is 
crazy /There  seems  no  hope  at  all/No 
one's  equity /Who  can  we  call?  .  .  . 
/We  are  the  deal/We  are  the  pla\'ers/ 
We  are  the  ones  who  made  this  deal 
happen/So  let's  keep  drinking." 

The  deal  they  made  happen  was 
Sillerman's  nerviest  yet.  Morgan 
Stanley  wanted  to  unload  its  24% 
stake  in  Metropolitan  Broadcasting,  a 
$290  million  buyout  of  John  Kluge's 
Metromedia  radio  stations.  Sillerman 
sensed  that  these  prime  assets  could 
be  his  for  little  or  no  equity.  It  was  a 
high-wire  act  that  would  make  even 
most  leverage  players  turn  white. 

Sillerman  put  in  zero  equity'.  The 
Morgan  Stanley  group  insisted  on 
$38  million  in  cash,  which  Sillerman 


borrowed  from  Securit)'. Pacific  Na- 
tional Bank.  The  rest  of  the  $306 
million  price  was  in  junk  and  other 
debt  that  Sillerman  assumed.  Analyst 
Bishop  Cheen  of  Paul  Kagan  Asso- 
ciates recalls  telling  Sillerman: 
"  'You're  coming  in  here  like  a  white 
knight,  Bob.'  He  said,  T  prefer  the 
term  golden  god.'  And  he  meant  it." 
Now  he  began  some  fast  and  ftiri- 
ous  asset  shuftling.  Sillerman  sold 
Metropolitan's   Dallas  radio  station 


Bruce  (Cousiii  Brucie)  Morrow 

The  DJ  who  put  Sillerman  on  the  map. 


and  a  programming  network  for  $50 
million  to  repa\'  Securit\'  Pacific. 

This  deal  did  not  amuse  bondhold- 
ers, to  whom  it  smacked  of  asset 
stripping  and  self-dealing.  Sillerman 
had  sold  off  some  of  the  best  assets 
securing  their  bonds.  Several  big 
bondholders,  including  Steinhardt 
Partners  and  W.R.  Huff  Asset  Man- 
agement, sued  and  forced  Sillerman 
to  redeem  their  bonds  at  close  to  par. 

By  1989  the  market  was  so  hot  that 
some  radio  stations  were  selling  for  12 
times  cash  flow.  Even  a  gambler  like 
Sillerman  could  see  the  handwriting 
on  the  wall.  In  late  1989,  just  a  year 
after  buying  Metropolitan,  he  sold  its 
last  three  stations,  plus  five  from  Leg- 
acy, to  Westinghouse  Electric  Corp.'s 
Group  W  Radio.  It  was  the  biggest 
radio  sale  ever:  $400  million  in  cash 
and  a  2 . 1%  interest  in  Group  W  Radio. 
With  part  of  the  proceeds,  Sillerman 
paid  off  those  pesky  bondholders. 

The  buyer  of  Metropolitan's  pro- 
gramming network  and  Dallas  station 
was  C'ommand  Cx)mmunications,  a 
Sillerman  pool  formed  back  in  August 
1988.  Command  had  $160  million  in 
capital.    Sillerman's    equit\'    invest- 


ment: little  more  than  $5  million. 
That  was  less  than  Sillerman-Magee 
got  as  a  fee  for  advising  its  own  subsid- 
iaiy  in  the  Metropolitan  deal.  The  rest 
of  C'ommand's  money  came  mostly 
from  Bank  of  New  England  with  $70 
million  in  senior  debt;  PaineWebber 
with  a  $50  million  bridge  loan;  aftili- 
ates  of  Equitable  Life;  and  buyout 
specialist  Thomas  Lee. 

In  late  1988  Sillerman  sold  Lega- 
cy's KJ(M-FM  in  Los  Angeles  to  Com- 
mand for  $79  million,  an  80%  profit  in 
less  than  three  years.  Command  later 
bought  two  more  Legacy  stations  for 
•  another  $16  million.  These  were  top- 
of-the- market  prices.  In  January 
1990,  while  the  market  was  still  hot. 
Command  flipped  Kioi  to  Viacom  for 
$86  million,  a  quick  9%  markup.  But 
then  the  credit  crunch  squashed  the 
market  for  media  properties. 

LJnable  to  recapitalize.  Command 
had  to  delay  paying  PaineWebber, 
whose  bridge  loan  was  not  paid  off 
until  March  1991,  after  protracted 
negotiations  with  Sillerman.  His 
name  still  elicits  growls  among 
PaineWebber  senior  executives. 

Today,  with  stations  selling  for 
around  eight  times  cash  flow,  Siller- 
man is  buying  again.  In  January, 
through  Legacy,  he  snapped  up  sta- 
tions in  Nashville  and  Cleveland  from 
Cincinnati's  Jacor  Communications 
for  $30  million.  Then,  in  February,  a 
new  Sillerman  company.  Force  II 
Communications,  announced  a  deal 
to  buy  three  stations  for  $28  million 
from  Edens  Broadcasting  of  Phoenix. 
Sillerman  doesn't  expect  to  flip  any  of 
these  for  a  quick  markup  because,  he 
says,  "I  don't  know  that  values  are 
ever  going  to  be  back  to  where  they 
were."  But  Sillerman  thinks  the  sta- 
tions are  good  values  at  current  prices 
based  on  cash  flow,  and  he  is  tr^'ing  to 
raise  $50  million  for  a  new  pool. 

Meanwhile,  at  his  weekend  spread 
in  Southampton,  Long  Island,  Siller- 
man enjoys  himself  in  a  different  kind 
of  a  pool.  Along  with  an  indoor  bas- 
ketball court,  he  has  an  indoor  swim- 
ming pool  with  a  glassed-in  under- 
water obsen'ation  area.  Sillerman  de- 
nies it,  but  former  business  associates 
say  that  Sillerman  and  his  guests  used 
to  indulge  in  raucous  games  of  water 
vollevball  in  the  nude.  In  the  more 
sober  1990s,  what  other  games  will 
Bob  Sillerman  be  playing!'  ^ 
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Sysfem  7  makes 

Macintosh  computers 

efen  easier  to  use 


If  it  weren't  for  all  the  work,  we'd  all 
get  a  lot  more  accomplished. 

Itisn'tashort^eof 
thinking,  inspiration  or 
motivation  that  prevents 
people  from  achieving 
tlieir  goals. 
It's  the  abundance  of 
organizing  and  coordinating;  processing 
and  procedure;  training,  retraining, 
searching  and  shuffling  that  they  have 
to  do  along  the  way. 

Personal  computers  were  supposed 
to  streamline  the  mundane  chores  and 
monotonous  routines  so  that  we  could 
concentrate  on  solving  problems  and 
moving  ahead.  What  happened? 

The  April  29th  Business  Week  cover 
story  about  product  design  put  it 
quite  bluntly:  "Every  day  across 
America  millions  of . . .  highly 
competent  men  and  women 


A  computer  that  has  been  consis- 
tently rated  significantly  higher  for  user 
productivity  than  other  PCs,  including 
computers  mnning  Windows  3-0.* 

The  only  computer  to  be  named 
one  of  the  best  designed  products  of 
the  last  decade  by  Time  magazine. 


Virtual  memory  is  a  System  7  feature  that  gives  our  mait 
powerful  Macintosh  computers  the  power  to  do  more 

Every  Macintosh  has  powerful  built-in 
networking  capabilities.  (The  only  family 
of  computers  to  do  so.)  Because  people 
get  more  accomplished  when  they  work 
together  than  when  they  work  alone. 

And  now,  with  the  introduction  of  the 
latest  Macintosh  system  software — a 
breakthrough  known  simply  as  System  7 
—  a  Macintosh  will  do  even  more  for 
you.  With  new  powers  designed  to  turn  a 


With  System 


are  driven  to  helpless  frustration  by  the 
products  around  them. . . .  New  systems 
that  were  supposed  to  make  work  more 
efficient . . .  often  do  just  the  reverse." 

At  Apple,  we  couldn't  agree  more.  We 
believe  most  PCs  are  too 
hard  to  set  up.  1)0  diffi- 
cult to  use.  And  too 
expensive  to  support.  ^ 

That's  why  we 
make  the  Apple' 
Macintosh"  person 
al  computer      /- 

It's  the  one  per-\ 
sonal  computer  that 
was  designed  from 
very  first  chip  to  work 
that  people  work. 


network  into  less  work  and  a 
company  into  more  of  a  team. 

Z  Macintosh  can  have  file  sharing,  multitasking  and  other  work-saving  powers.  byStem  7  alSO  SimpillieS  anCl 

So  what  makes  Macintosh  different?    refines  the  way  that  a  Macintosh  works. 

Every  Macintosh  lets  you  mn  more     To  make  the  computer  that's  famous  for 

than  4,000  programs  that  all  work  in  the    being  easy  to  use  even  easier 


\ 


same  consistent,  intuitive  way 
You  learn  one,  you've  learned  the 
basics  of  all  of  them.  And  since 
learning  new  programs 
is  a  lot  less  work,  you'll 
tend  to  use  your 
computer  to  do 
many  more  things. 
Every  Macintosh 
will  let  you  copy  work 
you've  done  in  one 
program  and  paste  it 
into  thousands  of  other 
Macintosh  programs.  So  you  can 
get 


Balloon  Help" 
New  with  System  7 
Now  if  you  have  a 
question  about  anything 
on  a  Macintosh  saeen, 
you  can  just  point  at  it.  A 
balloon  like  this  appears 
to  tell  you  what  it  is.  And 
how  to  use  it. 


If  you  would  like  to 
see  just  how  hard  a 
personal  computer  can 
work,  see  the  family 
of  affordable  Macintosh 
computers  today  at 


And  get  your  hands  on  the  power 
you  buy  a  personal  com- 
puter for  in  the  first  place, 
work  out  of  the  work  you  do.    The  power  to  be  your  best." 
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Work  less. 


System  7  for  Macintosh.' 


West  Virginia's  banks  are  some  of  the  nation's 
strongest.  Economic  adversity  has  its  advantages. 

We  didn't  have 
the  opportunities 


By  Janet  Novack 

Marshall  Reitsiolds  needed 
$300,000  to  expand  his  Huntington, 
W.Va.  print  shop.  A  tiny  Ceredo, 
W.Va.  bank  had  financed  his  first 
printing  press  but  couldn't  legally 
lend  him  that  kind  of  money.  The 
larger  banks  in  Huntington  wouldn't. 
Reynolds  had  to  go  out  of  state  to 
Richmond,  Va. 

That  was  22  years  ago.  After  that 
Reynolds  decided  that  there  was 
money  to  be  made  in  West  Virginia's 
banks — if  the  state's  banking  laws  and 
practices  could  be  brought  into  the 
20th  century.  He  began  buying 
shares  in  his  city's  largest  bank.  First 
Huntington  National  Bank.  By  1981 
Reynolds  and  his  allies  had  taken  con- 
trol of  the  $215  million  (assets)  bank 
and  were  lobbying  for  changes  in  the 
state's  banking  laws,  which  dicin't  al- 
low bank  branches,  let  alone  multi- 
bank  holding  companies. 

Today  Reynolds,  now  54,  is  chair- 
man of  Key  Centurion  Bancshares, 
Inc.,  West  Virginia's  largest  bank 
holding  company,  with  $3  billion  in 
assets. 

Reynolds'  story  says  a  lot  about 
how  backward  this  state's  banks  were 
and  how  much  they  have  changed 
since  the  legislature  finally  began 
loosening  the  reins  in  1982.  The 
state's  biggest  bank  holding  compa- 
nies. Key  Centurion,  One  Valley  Ban- 
corp, and  United  Bankshares  Inc., 
now  boast  some  of  the  nation's  stron- 
gest balance  sheets  and  healthiest  re- 
turns. And  they're  courting  local 
businessmen  who,  like  Reynolds,  bor- 
rowed out  of  state  because  they  found 
West  Virginia  banks  too  small,  paro- 
chial or  tightfisted. 

West  Virginia?  The  state  known  for 
poverty,  unemployment  (average  rate 


Marshall  Reynolds  (left)  and  A.  Michael  Perry 
Buying  16  banks  in  eight  years. 

in  the  1980s:  12%)  and  political  cor- 
ruption? The  state  that  lost  8%  of  its 
population  during  the  1980s? 

In  fact,  this  depressed  economic 
climate  has  helped  keep  the  state's 
banks  sound.  They  have  not  been 
tempted  by  boom -time  enthusiasms 
to  overlend  to  speculative  builders. 
'■'One  of  the  unfortunate  reasons  why 
we're  clean  is  we  haven't  had  the 
opportunities  to  make  the  mistakes 
other  people  had,"  admits  Key  Cen- 
turion Chief  Executive  A.  Michael 
Perry.  What's  more,  the  state's  long- 
time branching  ban  means  that  West 
Virginia  banks  now  have  fewer 
branches  per  capita  and  lower  over- 
head than  banks  elsewhere.  Even  to- 
day the  traditional  lack  of  competi- 
tion lets  bankers  pay  less  for  deposits 
and  charge  more  for  loans. 

When  other  banks  were  pushing 
out  loans  and  letting  their  expenses 
swell.  West  Virginia's  bankers  were 
busy  consolidating,  while  watching 
expenses  and  loan  quality.   "I   can 


remember  when  Mellon  called  here 
and  wanted  us  to  take  some  of  the 
loans  in  Brazil  and  Mexico,  and  the 
rates  were  great,"  says  Robert  Baron- 
ner,  chairman  of  $2  billion  (assets) 
One  Valley.  "1  said  no  thanks." 

At  the  end  of  1990  nonperforming 
loans  at  West  Virginia  banks  totaled 
just  1%  of  total  assets  and  6%  of 
primary  capital,  according  to  SNL  Se- 
curities of  Charlottesville,  Va.  That 
compares  with  an  industry  average  for 
bad  loans  of  3%  of  assets  and  26%  of 
capital. 

Oh,  there  were  bad  loans.  Over  the 
past  few  years  One  Valley  and  United 
have  charged  off  millions  in  loans 
from  the  bankruptcy  of  Cardinal  In- 
dustries, an  Ohio  modular  housing 
manufacturer/real  estate  developer 
with  operations  in  West  Virginia.  Key 
Centurion  discovered  that  some  of 
the  16  banks  it  bought  over  the  past 
eight  years  "weren't  as  clean  as  we 
thought,"  having  lent  on  inflated  real 
estate  values,  says  Perry.  Nevertheless, 
over  the  past  four  years  Key  Centu- 
rion's annual  return  on  assets  hasn't 
sunk  below  a  respectable  1 .05%;  One 
Valley  and  United  haven't  gone  be- 
low 0.89%,  twice  the  average  for  U.S. 
banks  during  that  period. 

Further  consolidation?  "We'll 
probably  end  up  with  four  banking 
companies  controlling  70%  of  the 
West  Virginia  market,"  compared 
with  the  38%  of  assets  the  top  four 
control  now,  predicts  Richard  Ad- 
ams, chairman  of  number  three  Unit- 
ed Bankshares  (assets,  $1.2  billion). 
Even  after  a  decade  of  consolidation, 
105  banks  or  bank  holding  companies 
remain  outside  the  four  biggest  hold- 
ing companies  (Wesbanco,  Inc.  is  the 
fourth). 

All  told,  the  big  four  are  small 
potatoes  on  the  national  scene,  with 
combined  assets  of  under  $7  billion. 
But  they  could  become  increasingly 
valuable  prizes  as  regional  bank  hold- 
ing companies  beat  the  bushes  for 
acquisitions. 

Marshall  Reynolds?  His  littie  print- 
ing operation.  Chapman  Printing 
Co.,  had  1990  revenues  of  $34  mil- 
lion. His  holdings  in  Key  Centurion 
are  worth  $13  million.  Reynolds  has 
gone  from  being  a  small  businessman 
who  couldn't  get  a  local  loan  to  being 
one  of  West  Virginia's  most  successfijl 
entrepreneurs.  ^M 
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How  David  Price  scored  by  managing  golf  courses 
nobody  else  could  make  money  on. 

Hole-in-one 


By  John  H.  Taylor 

The  contract  that  lawyer  David 
Price  produced  to  close  his  $4  million 
purchase  of  Yorba  Linda  Country 
Club  and  two  other  golf  courses  2 1 
years  ago  came  from  his  pocket:  a 
dollar  bill.  He  and  the  seller,  Joseph 
Drown,  initialed  and  dated  the  bill. 
Drown  then  scrawled  "Deal"  on  it. 

That  was  the  last  modest  thing  that 
could  be  said  about  Price's  involve- 
ment in  the  golf  business. 
Since  then  he  has  built  his 
privately      owned      Santa 
Monica,  Calif -based 

American  Golf  Corp.  into 
one  of  the  world's  largest — 
and  most  successful — golf 
course  management  com- 
panies. Annual  revenues:  a 
chip  shot  north  of  $300 
million. 

American  Golfs  courses 
aren't  the  picture-postcard 
t\'pe  you  see  on  television 
or  in  the  slick  golfing  maga- 
zines. Rather,  they  have 
prosaic  names  like  Bay- 
shore  Par  3  in  Miami 
Beach,  or  Recreation  Park 
#18  in  Long  Beach,  Calif 
Average  greens  fee:  $13. 

Price's  specialtv'  is  leasing  ^^^b 
failing  public  courses  from 
cash-starved  municipalities,  fixing 
them  up,  managing  them  and  sharing 
the  profits  with  the  local  government. 
Price  makes  good  money  at  this.  His 
company  earns  a  little  under  10%, 
pretax,  on  its  revenues.  This  in  an 
overbuilt  industry  (FORBES,  Dec.  24, 
1990)  where  half  of  the  countr)''s 
courses  are  said  to  make  no  operating 
profit. 

The  free  cash  flow  from  American 
Golfs  103  leased  courses  provided 
the  nest  egg  for  Price  to  buy  45 
courses,  worth  in  the  aggregate 
around  $500  million.  With  a  personal 
net  worth  of  about  $400  million. 
Price,  58,  owns  more  than  80%  of  the 


company.  His  sister,  Joan  Stewart, 
and  longtime  employee  Richard  Ber- 
mudez  own  the  rest. 

Far  from  hobnobbing  with  Tinsel- 
town's rich  and  powerful.  Price  pre- 
fers to  spend  his  weekends  tooling 
around  the  Santa  Monica  Mountains 
on  one  of  his  motorcycles,  or  flying 
vintage  airplanes  like  his  1943  British 
Spitfire.  Golf}  Price  plays  infrequent- 


American 
Cut  from 


Golf  Corp.'s  David  Price 

the  fabric  of  the  American  dream. 


ly.  His  idea  of  ftin  is  a  mock  dogfight 
with  his  flyboy  buddies  over  the  Pacif- 
ic, or  competing  in  the  annual  Reno, 
Nev.  air  races. 

The  son  of  Depression-era  immi- 
grants from  Great  Britain  who  settled 
in  southern  California,  Price  is  cut 
from  the  fabric  of  the  American 
dream.  He  earned  money  as  a  teen- 
ager mixing  dough  in  a  baker)'  where 
his  father  worked  as  a  sales  manager. 
Aiter  an  undistinguished  record 
studying  economics  at  the  Universit)' 
of  Southern  California,  Price  served  in 
the  Navy.  He  trained  as  a  fighter  pilot 
and  later  ser\'ed  as  a  flight  instructor 
during  the  Korean  War. 


Then  it  was  back  to  Los  Angeles 
and  law  school  at  uc:la.  This  time. 
Price  applied  himself  more  diligently 
and  wound  up  on  the  law  review.  In 
1960  he  joined  O'Melveny  &  Myers, 
then  the  city's  top  entertainment  law 
firm.  He  liked  rubbing  elbows  with 
the  likes  of  Bing  Crosby,  Marlon 
Brando  and  William  Holden.  But  he 
didn't  like  the  money:  After  two  years 
he  was  making  only  $525  a  month. 

Then,  through  his  sister,  Joan,  he 
met  Joe  Drown.  A  legendary  busi- 
nessman who  at  23  had  been  vice 
president  of  the  Hilton  hotel  chain. 
Drown  had  gone  on  to  become  a 
major  southern  California  land  own- 
er. Drown  liked  Price  and  offered  him 
$1,000  a  month— double  what  he'd 
been  getting  at  the  law  firm — to  be  his 
personal  attorney.  Price  jumped  at  the 
offer.  He  ultimately  ran 
several  of  Drown's  compa- 
nies and  became  his  top 
dealmaker. 

That  might  have  gone  on 
forever,  had  it  not  been  for 
an  evening  in  1970  at  the 
Yorba  Linda  Country 
Club,  which  Drown  then 
owned.  Sitting  at  the  bar. 
Drown  overheard  a  golfer 
complaining  loudly  about 
the  course.  Embarrassed, 
Drown  called  Price  later 
that  night  to  ask  if  he  want- 
ed to  buy  the  club  and  two 
other  golf  courses.  Price, 
who  had  been  after  Drown 
to  sell  it  to  him  for  a  year, 
quickly  agreed. 

Nothing  could  have  fully 
prepared  Price  for  the  head- 
aches he  had  bought.  The 
three  courses  were  barely  breaking 
even — before  debt  service.  One 
course,  Westchester,  near  Los  Ange- 
les International  Airport,  had  nearly 
been  destroyed  when  maintenance 
people  applied  the  wrong  fertilizer 
and  killed  all  the  grass  on  the  fairways. 
In  desperation,  Price  tried  some- 
thing that  was  then  unheard  of  in  the 
golf  course  business.  He  put  business 
people  in  charge  of  managing  the 
courses  instead  of  golf  pros,  and  de- 
vised a  system  to  get  accurate  operat- 
ing numbers  from  each  course  quick- 
ly. After  five  years  his  three  courses 
were  solidly  profitable. 

By  the  mid-1970s  it  dawned  on 
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Van  Kampen  Merriti 


VAN  KAMPEN  MERRITT  U.S.  GOVERNMENT  FUND 

Proven  l(Mig-term 
perfiMniance. 

Ranked  #  1  by  Lipper 
over  the  last  six  years.* 


Find  out  more  about  this  consistently  winning 
performer.  Past  performance  is  no  guarantee 
of  future  results.  Ask  your  investment 
representative  for  a  prospectus  containing 
more  complete  information,  including  all 
charges  and  expenses.  Please  read  it  carefully 
before  you  invest  or  send  money.  Or  call  us 
direct,  1-800-DIAL-VKMext.  1206. 


If  you're  saving  for  retirement  or  to  finance 
a  college  education,  this  investment 
opportunity  rates  a  closer  look. 
The  Van  Kampen  Merritt  U.S.  Government 
Fund  is  a  proven  performer.  Invested  primarily 
in  securities  considered  to  be  the  safest 
available — those  backed  by  the  U.S. 
government — the  fund  has  provided 
shareholders  with: 

•  High  current  income    •  Safety  of  principal 

•  Outstanding  total  return  over  time 


*  Lipper  Analytical  Services  ranks  the  Fund  among  10  funds  in  the  category  for  the  six-year  period  3/31/85-3/31-91  and  uses 
total  return  figures  based  on  the  assumption  that  all  distributions  are  reinvested  and  that  Fund  shares  are  purchased 
without  payment  of  the  maximum  sales  charge  of  4.9%.  Over  the  time  period  measured,  the  net  asset  value  of  the  U.S. 
Government  Fund  was  $14.91  on  3/31/8.5  and  $15.31  on  3/31/91.  Investment  performance  and  net  asset  value  will  fluctuate 
with  market  conditions.  ®denotes  a  registered  trademark  of  Van  Kampen  Merritt  Inc. 

Van  Kampen  Merritt 

A  XEROX  himimuil Services  Compuns 

Investing  with  a  sense  ofdirectiorf 


American  Golf  '^* 

Price  that  he  could  apply  what  he  had 
learned  about  golf  course  manage- 
ment to  other  troubled  courses.  His 
target  customer  base:  the  U.S.'  8,700 
public  courses,  especially  the  2,200 
courses  owned  by  municipalities. 

At  first.  Price's  overtures  to  the 
municipal  owners  went  nowhere. 
Usually,  the  golf  courses  were  the 
political  capital  of  local  bureaucrats 
who  refiised  to  cede  control.  But 
Price  did  have  one  strong  lever.  "The 
only  thing  that  changed  their  atti- 
tude," he  says,  "was  that  they  were 
losing  so  much  money  and  the 
courses  were  in  such  terrible  shape 
that  they  either  had  to  turn  them  over 
to  us  or  close  them." 

American  Golfs  biggest  challenge 
occurred  in  the  early  1980s,  when  it 
took  over  five  municipal  courses  from 
New  York  C\t\'.  At  first  glance,  it 
appeared  that  Price  had  lost  his  mind. 
Abandoned  cars  littered  some  of  the 
courses.  Golfers  had  been  mugged  on 
others.  Employees  spent  more  time 
playing  cards  than  doing  their  jobs.  In 
all,  the  courses  were  losing  about  $1 
million  a  year. 

Price  responded  by  pouring  nearly 
a  million  dollars  into  improving  the 


courses.  He  cnerhauled  the  club- 
houses, repaired  the  irrigation  sys- 
tems, brought  in  new  golf  carts  and 
replaced  virtually  the  entire  staffs. 
Then  he  embarked  on  a  marketing 
campaign  to  publicize  the  changes. 

It  took  more  than  two  years,  but 
eventually  the  gamble  paid  off.  Totiay 
the  courses  actually  make  money  for 


Price  did  something 
unheard  of  in  the  golf 
world:  He  put  business- 
men in  charge  instead  of 
golf  pros. 


the  city,  which  annually  receives  be- 
tween $150,000  and  $500,000  per 
course.  American  Golfs  share  is  less, 
though  Price  won't  say  how  much. 

Since  buying  the  New  York 
courses,  Price  has  signed  contracts  to 
run  municipal  courses  in  Atlanta, 
Denver  and  Charleston,  S.C.  Price 
proudly  notes  that  no  one  has  ever 
made  as  much  money  in  golf  this  way. 
American  Golfs  only  major  competi- 
tor. Club  Corp.  of  Anerica,  has  con- 
centrated on  prestigious  courses  and 


resorts  such  as  Pinehurst  in  North 
(Carolina  and  Firestone  Country  Club 
in  Akron,  Ohio. 

Over  the  next  five  years.  Price  plans 
to  add  another  1 00  courses  to  Ameri- 
can Golfs  portfolio.  Half  of  these  it 
will  own,  the  other  half  will  be  leased. 
By  1996  Price  hopes  to  increase 
American  Golfs  revenues  to  $500 
million. 

With  a  $100  million  credit  line 
from  Bank  of  America,  American  Golf 
has  plenty  of  money  to  do  some  deals 
at  a  time  when  golf  course  financing  is 
scarce  and  hundreds  of  failing  courses 
are  for  sale.  The  company  has  already 
bought  four  courses  from  the  Resolu- 
tion Trust  Corp.  Price  is  currently  in 
negotiations  with  some  French  exec- 
utives to  take  over  15  courses  in 
France;  this  would  mark  American 
Golfs  first  foreign  foray. 

But  what  Price  would  really  like  is  a 
shot  at  leasing  and  managing  the 
more  than  300  courses  owned  by  the 
federal  government.  These  courses, 
mostly  owned  by  the  military,  "prob- 
ably lose  $200,000  a  year  each,"  Price 
says.  "There's  absolutely  no  reason 
for  that.  They  should  privatize  and 
make  money."  Good  idea.  ^M 
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those  who  truly  appreciate  luxury  of  this  dimension  will  never  have  to  speak  of  it.  SHARE  THE  EXPERIENCE. 


i  v 


<  r/. 


:„ri 


iatt*  »•■> 


i      I 


U*'.^ 


fiittt 


i  lis*  «■<»«  »«;»  iJIJ" 


•i 


■.•»^&^    *  feSF 


THE     PENINSULA 

BEVERLY      HILLS 

An  oasis  of  intimacy  at  Wilshire  and  Santa  Monica  Boulevards  from  August  1991. 

The  Peninsula  Beverly  Hills.  9882  Santa  Monica  Boulevard.  Beverly  Hills.  California  90212. 

Telephone  No.:  (213)  273  4888  Fax:  (213)  858  6663  Toll  Free:  (800)  462  7899  (USA  &  Canada). 

"^^^  Preferred  Hotels  &  Resons  Worldwide  Toll  Free:  (800)323  7500 

1^  Steigenberger  Reservation  Service  Toll  Free:  (800)  223  5652.  or  contact  your  travel  professional. 


r.     The 

Peninsula 

GROUP 


Guess  who  is  finally  discovering  the  economic 
essentials  of  comparative  advantage  and  productivity? 

Slow  leameirs 


By  Toni  Mack 
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Columbia  Universiti'  recently 
closed  two  of  its  weakest  depart- 
ments. Stanford  is  cutting  $22  million 
from  its  administrative  budget  and 
laying  off  450  people.  Yale  is  trying  to 
figure  out  which  programs  it  can  do 
without. 

As  you  can  imagine,  much  of  acade- 
mia  is  singing  the  blues  over  this: 
Nobody  likes  to  see  his  empire  shrink. 
But  the  fact  is  that  at  long  last  the 
universities  are  starting  to  feel  some  of 
the  same  pressures  to  improve  effi- 
ciency that  businesses  consider  every- 
day experience.  "Hard  times  create  a 
climate  where  it's  possible  to  close 
some  things  that  are  less  relevant,  less 
healthy,  less  good"  and  apply  the 
savings  elsewhere,  says  Harvard  Uni- 
versity's incoming  president,  Neil  Ru- 
denstine.  Perhaps  because  he  comes 
from  a  poor  economic  background — 
his  father  was  an  immigrant's  son  and 
a  prison  guard — Rudenstine  is  better 
equipped  to  face  reality  than  many  of 
his  peers  in  academia. 

But  elsewhere,  too,  the  same  pres- 
sures are  being  felt.  Columbia  Uni- 
versity Provost  Jonathan  Cole  de- 
clares, "Universities  such  as  Colum- 
bia    are     beginning     to     look     at 


productivity — faculty  and  academic 
productivity  as  well  as  administrative 
productivity." 

Why  now.>  Revenue  sources  that 
gushed  cash  in  the  1980s  are  drying 
up  in  the  1990s.  "The  1980s  were,  in 
retrospect,  a  Golden  Age,"  says  Wil- 
liam Massy,  Stanford's  former  chief 
financial  ofBcer.  "Universities  had  a 
cost-plus  pricing  mentality."  But  it  is 
no  longer  so  easy  to  pass  on  costs. 
Annual  tuition  hikes  ran  at  a  faster- 
than-inflation  8%  to  1 3%  in  the  1980s 
but  have  since  slowed  somewhat. 
Growth  in  federal  research  fiinds  aver- 
aged 8.4%  yearly  in  the  1980s  but 
slowed  to  1%  in  1990  and  5%  this  year. 
University  balance  sheets  groan  with 
debt  taken  on  over  the  last  decade. 

At  the  same  time,  the  costs  of  re- 
search are  rising  sharply.  "In  the  'wet' 
branches  of  chemistry,  where  they're 
working  intensively  with  chemicals, 
you  can  easily  spend  $1  million  [to 
outfit  a  lab],"  says  Richard  Spies, 
Princeton's  vice  president  for  finance 
and  administration.  "Ten  years  ago,  it 
was  $500,000  or  less,  even  adjusting 
for  inflation." 

"The  smart  thing  to  do,  if  you  have 
the  courage,  is  to  find  your  weakest 


part  and  eliminate  it,"  says  David 
Breneman,  an  economist  at  Harx'ard's 
Graduate  School  of  Education.  Thus, 
Columbia  is  saving  $1.5  million  by 
shuttering  its  relatively  undistin- 
guished linguistics  and  geography  de- 
partments and  adding  some  of  the 
money  to  its  excellent  English  and 
history  departments.  Yale  President 
Benno  Schmidt  has  asked  his  faculty 
to  begin  thinking  about  department 
cuts  to  "concentrate  our  resources  in 
those  areas  where  we  may  achieve  the 
greatest  academic  excellence." 

As  Princeton  President  Harold 
Shapiro  puts  it,  "Universities  will  be 
focusing  on  their  comparative  advan- 
tage." Plus  acting  smart.  Princeton 
has  found,  for  example,  that  allowing 
students  to  comment,  via  computer, 
on  one  another's  research  papers-in- 
progress  has  resulted  in  less  reliance 
on  instructors,  who  can  then  super- 
vise more  students. 

At  Harvard,  Rudenstine  says  he'll 
"try  to  make  the  place  more  efficient 
intellectually"  by  reorganizing  pres- 
ently dispersed  researchers.  For  in- 
stance, health  care  researchers  will  be 
drawn  from  the  medical  school,  the 
school  of  public  health  and  the  Ken- 
nedy School  of  Government  to  work 
together,  avoiding  duplication  and 
tackling  problems  more  effectively. 

Another  result  may  actually  be  bet- 
ter undergraduate  teaching.  Robert 
Rosenzweig  is  president  of  the  Asso- 
ciation of  American  Universities,  a 
lobbying  group.  He  says:  "Before 
World  War  11,  faculty  size  was  a  fijnc- 
tion  of  undergraduate  enrollment. 
Now  faculty  size  is  also  a  fijnction  of 
research  funding,  and  there's  more 
faculty  than  undergraduate  teaching 
requires.  With  the  pressure  on  re- 
search funding,  1  expect  to  see  more 
focus  on  undergraduate  teaching  by 
professors,"  as  opposed  to  graduate 
teaching  assistants. 

Will  pure  research  suffer!"  Not  nec- 
essarily. "Increasingly  universities  will 
turn  to  industry  for  research  support 
wherever  they  can  find  it,"  predicts 
Cornell  President  Frank  Rliodes,  who 
has  just  ordered  $10  million  in  bud- 
get cuts.  That  could  include  Japanese 
and  other  foreign  sources. 

It's  been  late  in  coming,  but  cost- 
consciousness  and  efficiency  are  final- 
ly beginning  to  be  practiced  in  the 
halls  of  higher  education.  ^M 
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A  promise  not  to  tell  your  sister  wnose  books  you've  been  carrying  nome. 
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A  promise  to  make  liie  easier  tor  you  tban  it  s  been  tor  me. 
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we  believe  in  keeping  our  promises.  That  way  all  the  ramilies  and  businesses  that  rely  on  us  can  keep  theirs. 
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Most  chief  executives  shy  from  making  profit 
projections.  Toro  Co.'s  Ken  Melrose  now  knows  why. 

Throwing  away 
the  ciystd  ball 


By  Fleming  Meeks 

Sept.  6, 1990.  Announcing  that  Toro 
Co.  expects  "a  small  loss"  in  its  first 
quarter,  Chief  Executive  Kendrick 
Melrose  nevertheless  says:  ''Toro  pro- 
jects earnings  per  share  in  fiscal  1991 
will  be  in  the  range  of  $2.20  to 
$2.40'" — up  50%  from  the  prior  year. 

A  month  later.  Lawn  mower  maker 
Toro  announces  it  expects  to  lose 
between  40  cents  and  50  cents 
in  the  first  quarter.  Still  optimis- 
tic, but  less  so,  Melrose  adds: 
"Despite  this  adxerse  news,  we 
expect  net  income  to  exceed  $2 
per  share  in  fiscal  1991  .^ 

Nov.  28.  The  company  con- 
firms a  first-cjuarter  loss  of  47 
cents  on  flat  sales.  Melrose  in- 
sists earnings  per  share  "'ol 
around  $2  is  attainable." 

Feb.  11,  1991.  A  downbeat 
pre^s  release  reports  that  Toro 
expects  this  year's  earnings  to 
fall  short  of  $2  per  share. 

May  9.  Toro  announces  it 
expects  earnings  per  share  to 
"decline  significantly"  from  the 
previous  year. 

Melrose  says  he's  out  of  the 
earnings  projections  business. 
He  wishes  he'd  never  gotten 
into  it.  ■■ 

Melrose,  5 1 ,  a  low-key  white- 
water  rafting  enthusiast  who  holds 
graduate  degrees  in  engineering  and 
business  from  the  Massachusetts  In- 
stitute of  Technology  and  the  Unixer- 
sity  of  Chicago,  is  a  straightforward 
person.  He  clearly  wasn't  tr}'ing  to 
mislead  anyone.  He  just  underesti- 
mated the  potential  impact  of  the 
recession  on  earnings.  So  did  a  lot  of 
other  companies — even  mighty  IBM. 
But  most  others,  avoiding  direct 
earnings  predictions,  didn't  fill  so 


hard  on  their  faces. 

For  more  than  a  decade  now  the 
Securities  8c  FLxchange  Commission 
has  encouragecl  companies  to  make 
public  projections  ofearnings,  so  long 
as  they  have  a  "reasonable  basis"  for 
believing  the  projections  are  accurate. 
But  most  companies  prefer  to  leave 
such  prognostication  to  the  securities 


Toro  Co.  Chief  Executive  Kendrick  Melrose 

Hidden  rocks  and  suckholes  dragged  earnings  down 


.inalvsts,  simply  guiding  analysts'  esti- 
mates with  oblique  phrases  like 
"We're  comfortable  with  that  num- 
ber," or  "We're  looking  at  a  bit  high- 
er range."  As  Toro  learned,  there's 
good  reason  for  this  reticence. 

"Philosophically,  1  like  openness," 
Melrose  explains,  sitting  in  his  moci- 
est,  windowless  office  in  the  compa- 
nv's  Bloomington,  Minn,  headquar- 
ters, a  former  lawn  mower  factor}'.  "I 
tliink  our  employees  and  our  share- 


holders have  a  right  to  know  what's 
happening." 

When  Melrose  was  promoted  to 
chief  executive  in  1981,  the  once 
high-tlying  company  was  in  a  tailspin. 
Revenues  had  collapsed  from  $400 
million  in  1980  to  $200  million  in 
1982.  And  losses — a  total  of  $22  mil- 
lion in  1981  and  1982 — threatened 
to  force  the  company  into  bankrupt- 
cy. Melrose  turned  the  company 
around.  Dramatically.  Revenues 
more  than  doubled  between  1984 
and  1989,  to  $644  million.  Earnings 
topped  $22  million. 

But  the  stock  market  ignored  the 
turnaround.  In  mid- 1989  Toro's 
shares  traded  at  22,  a  sluggish  10 
times  earnings.  Toro  sought  the  ad- 
vice of  the  Financial  Relations  Board, 
a  Chicago  public  relations  firm,  on 
boosting  its  stock  price.  Toro  was 
advised  to  be  bolder  with  predictions. 
It's  1989  annual  report,  released  that 
fall,  predicted  that  revenues  would  hit 
$1  billion  by  1993  and  that 
earnings  would  double,  to  up  to 
$4  per  share. 

Then  Melrose's  turnaround 
began  to  falter.  Lead  underwrit- 
er Goldman,  Sachs  prepared  a 
secondary'  equity  offering  of  1 .7 
million  shares.  But  before  Toro 
could  complete  its  road  show, 
the  company  had  to  begin  scal- 
ing back  its  earnings  projections 
and  the  stock  was  offered  at 
23y8,  down  from  30,  where  it 
had  sold  weeks  earlier. 

One  thing  followed  another. 
There  was  the  recession,  wors- 
ened for  Toro  by  an  acquisition 
that  turned  out  to  have  bloated 
inventories.  Big  customers 
Sears  and  Montgomery'  Ward 
were  especially  hard  hit  by  the 
recession.  The  firm's  high-mar- 
gin commercial  businesses — 
lawn  mowers  and  irrigation  sys- 
tems for  golf  courses,  parks  and  hous- 
ing developments — suffered  from  a 
depressed  real  estate  market  and  a 
drought  in  California. 

Melrose,  who  spent  ten  days  earlier 
this  month  on  Idaho's  treacherous 
Salmon  River,  has  a  keen  eye  for 
hidden  rocks  and  suckholes  while 
shooting  the  rapids  on  a  raft.  "White- 
water rafting,"  he  says,  "is  a  lot  like 
running  the  Toro  Co."  Predicting  the 
ftiture  is  even  more  dangerous.       WM 
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The  perception  of  Britain  as  the  last 
bastion  of  heroic  restraint  is  being 
challenged  most  forcefully  by  one  auto- 
mobile: the  Jaguar  XJ-S. 

Its  breeding  and  refinement  are  read- 
ily apparent.  Amenities  such  as  highly 
polished  burl  elm,  hand-tailored  leather 
and  power-adjustable  lumbar  supports 
attest  to  a  civilized  outlook.  An  80-watt 
stereo  system,  seven-function  trip  com- 
puter and  digital  climate  control  only 
enhance  its  reputation  for  luxury. 


But  beneath  the  elegant  lines  of  its 
gracefully  sloped  hood  lies  a  powerplant 
that  is  anything  but  reserved.  A  5.3-liter 
V-12,  as  refined  as  it  is  stimulating,  gen- 
erates 263  horsepower  and  more  than  a 
little  adrenaline.  Modified  for  racing,  it 
powered  Jaguar  to  impressive  victories 
at  both  the  Daytona  and  Le  Mans  24- 
hour  endurance  races  in  1988  and  again 
in  1990. 

Of  course,  the  Jaguar  XJ-S  provides 
you  with  incredibly  smooth  four-wheel 


In  California,  XJ-S  available  in  1990  model  only. 

independent  suspension,  Teves  anti-lock 
(ABS)  braking  on  four-wheel  disc 
brakes  and  the  kind  of  ride  that  makes 
every  road  feel  carpeted. 

But  don't  be  misled  by  its  British 
civility.  Beneath  its  beautiful  exterior, 
the  XJ-S  is  still  a  Jaguar. 

We  invite  you  to  test  drive  the  Jaguar 
XJ-S.  For  the  name  of  your  nearest 
dealer,  call  1-800-4-JAGUAR. 

JAGUAR 
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Under  Larry  Welch,  Alert  Holdings  got  in  trouble  becoming 
the  second-biggest  company  in  the  security-alarm  monitoring 
business.  Can  billionaire  Henry  Hillman  clean  up  the  mess? 

Alarming  stoiy 


By  Eric  Schmuckler 

Larry  Welch  is  ver>'  much  an  Eight- 
ies kind  of  businessman.  After  some 
rough  scrapes  in  other  companies 
(Forbes,  Oct.  7,  1985),  Welch,  now 
45,  founded  what  became  Denver's 
Alert  Holdings,  Inc.  in  1985.  Over 
the  next  six  years  he  raised  more  than 
$200  million  and  bought  nearly  400 
little  securiU'-alarm  firms  around  the 
countn'.  Privately  held  Alert  quickly 
became  the  number  rvvo  company  in 
the  fragmented  security-monitoring 
business,  with  270,000  alarm-moni- 
toring accounts  nationwide. 

But  while  competitors  like  market 
leader  ADT  and  Honeywell  make  good 
money  from  the  alarm -monitoring 
business.  Alert  has  been  hemorrhag- 
ing. In  May  Pittsburgh  multibillion- 
aire  Henr)'  Hillman,  who  now  owns 
about  30%  of  the  company,  pushed 
Welch  aside  and  installed  Frank  (Ter- 
ry) Savage  as  Alert's  president. 

"•Alert  has  experienced  a  lot  of  diffi- 
culties from  our  rapid  growth,"  says 
Savage.  "We're  dealing  with  those 
problems  and  moving  forward." 

Alert  has  a  lot  of  tough  terrain  to 
cover.  Alert  monitors  security  systems 
in  homes  and  businesses  in  45  states. 
When  a  burglar  or  fire  alarm  is 
tripped,  Alert  picks  up  the  signal  and 
calls  the  customer,  the  police  or  who- 
ever is  on  the  call  list.  Residential 
customers  pay  around  $23  a  month 
for  monitoring;  commercial  accounts 
pay  $50  and  up. 

Welch's  initial  strategy  was  sound. 
Alert  would  buy  up  little  monitoring 
companies,  each  with  a  few  hundred 
accounts.  Technical  operations 
would  then  be  consolidated  at  a  single 
hub,  in  Denver.  That  way,  a  break-in 
in,  say,  San  Diego  would  be  signaled 
to  the  Denver  command  control  cen- 
ter, whose  monitors  would  call  the 
cops  back  in  San  Diego.  Huge  econo- 
mies of  scale  would  result. 
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Money  to  purchase  the  accounts? 

Learning  from  the  cable  system 
entrepreneurs,  Welch  created  limited 
partnerships  that  bought,  owned  and 
amortized  the  actual  monitoring  ac- 
counts. One  affiliate  of  Welch's  Alert 
Holdings  served  as  general  partner, 
v\hile  others  provided  the  monitor- 
ing, billing  and  collection  serx'ices, 
charging  the  partnerships  20%  of  the 


rexenues  they  received  from  custom- 
ers. The  partnerships  kept  the  other 
80%.  Through  these  partnerships, 
Welch  raised  over  $200  million. 

On  one  level,  Welch  was  a  litde 
greedy.  Alert  took  18%  to  20%  off  the 
top  of  the  limited  partners'  invest- 
ments. The  company  and  its  affiliates 
kept  over  half  of  that;  the  balance 
went  to  the  brokers  who  flogged  the 
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units.  Alert  pocketed  a  6%  acquisition 
fee  when  it  used  partners'  money  to 
buy  a  security- monitoring  account. 

But  in  milking  the  limited  partners 
on  commissions  and  fees,  Welch  end- 
ed up  shortchanging  Alert.  The  20% 
of  revenues  Alert  charged  for  moni- 
toring services  wasn't  enough  to  keep 
the  rapidly  expanding  company  go- 
ing. (Welch  did  not  discuss  the  com- 
pany with  Forbes.) 

In  addition,  the  20/80  revenue 
split  with  the  partners  wasn't  enough 
to  keep  Alert  going  in  the  style  to 
which  Welch  thought  he  should  get 
accustomed.  Overhead  ballooned,  in 
part  because  Welch  used  Alert's  cof- 
fers to  supplement  a  sharp  young 
dealmaker's  lifest^'le.  In  the  early  years 
Welch  had  the  use  of  a  Jaguar  and  a 
Mercedes,  and,  for  a  few  months,  an 
apartment  in  Denver  that  cost  per- 
haps $100,000  to  ftirnish— all  paid 


for  by  Alert.  The  company  offices  in 
Denver  and  Santa  Barbara,  where 
Welch  lives,  were  extravagantly  deco- 
rated. Now  Welch  pays  for  the  cars 
and  has  reimbursed  Alert  for  personal 
expenses — including  the  apartment's 
fiirnishings — with  interest. 

But  Welch  had  little  interest  in 
operations,  which  he  left  to  others, 
most  of  whom  had  little  or  no  alarm - 
industry  experience.  Playing  with  the 
limited  partners'  money.  Alert  man- 
aged to  pay  top  dollar  for  monitoring 
accounts.  The  industry  standard  has 
been  around  30  times  monthly  reve- 
nues for  a  company  with  lots  of  ac- 
counts, says  Craig  Leiser,  vice  presi- 
dent at  National  Guardian  Security 
Services,  an  Alert  competitor.  But 
Alert  was  paying  closer  to  40  times 
monthly  revenues.  Leiser  says  it's 
''damn  difficult"  to  make  money  on 
deals  priced  that  high. 


Alert  President 
Terry  Savage 
(far  left),  founder 
Larry  Welch  (top 
right)  and 
billionaire  investor 
Henry  Hillman 
Easy  money  and 
headlong  growth 
crippled  the 
young  company. 
Can  deep  pock- 
ets and  hard-nosed 
management 
save  it? 


Worse,  Alert  has  am  into  trouble 
servicing  those  accounts.  For  one 
thing,  it's  very  tough  to  integrate  the 
operations  and  data  of  400  alarm  deal- 
ers. It  didn't  help  that  Alert's  relations 
with  many  dealers  were  shaky.  When 
Alert  buys  out  a  security  firm,  it  often 
keeps  the  local  dealer  on  as  the  custo- 
mers' contact.  Some  frustrated  local 
dealers  who've  sold  out  to  Alert  claim 
the  monitoring  service  deteriorated  af- 
ter Alert  took  over.  Alert  insists  that  its 
average  response  time  is  around  a  min- 
ute and  a  half 

There  have  been  other  problems. 
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Alert  recently  paid  a  $75,000  fine  to 
settle  licensing  violations  in  Texas. 

All  in  all,  account  attrition  at  Alert 
runs  about  12%  annually — well  above 
the  industry  rate.  In  1990  Alert  Hold- 
ings lost  $20  million  on  about  $30 
million  in  revenues.  The  entire  opera- 
tion— Alert  and  its  affiliates — grew  to 
be  an  $80  million  business  (annual- 
ized revenues)  last  year.  Because 
Welch  agreed  to  give  back  so  much  of 
the  revenues  to  Alert's  limited  part- 
ners, the  partnerships  remain  in  pretty 
good  condition. 

By  1989  Welch  badly  needed  help. 
He  approached  Henry  Hillman.  Hill- 
man,  72,  thought  the  basic  strategy  of 
consolidating  the  monitoring  ac- 
counts into  central  hubs  made  sense. 
He  began  investing  in  Alert.  By  this 
May  Hillman  had  picked  up  30%  of 
the  equity  for  $24  million,  and  had 
lent  an  Alert  partnership  another  $20 
million — at  30%  per  annum.  Only 
about  $9  million  is  still  outstanding. 
Hillman 's  Pittsburgh  friend,  the  late 
Senator  John  Heinz,  invested  $3.5 
million,  and  lent  two  partnerships 
$31  million  at  around  18%. 

Alarmed  by  the  cash  drain  at  Alert 
Holdings,  Hillman  brought  in  Terr\' 
Savage,  who  took  over  as  president  in 
March.  Since  January  Alert's  work 
force  has  been  slashed  by  20%,  and 
Savage  is  pushing  to  hurry  consolida- 
tion-of  recent  acquisitions.  Also  high 
among  his  priorities:  bank  financing 
to  take  out  Hillman's  and  the  Heinz 
estate's  high-cost  loans. 

Hillman's  man  on  Alert's  board  of 
directors,  Steven  Hutchinson,  says 
Hillman  will  continue  to  support 
Alert's  new  management.  Once  the 
business  is  stabilized,  says  Hutchin- 
son, the  partnerships  hope  to  be  able 
to  borrow  money  based  on  cash  flow 
multiples,  like  cable  TV  systems.  He 
also  insists  the  alarm  accounts  are 
throwing  oft' enough  cash  to  pay  the 
partnership  distributions. 

"It's  not  unusual  to  see  these  loss- 
es," says  Hutchinson  confidendy. 
"We  do  a  lot  of  stuftlike  this." 

And  Larry  Welch?  Having  cashed 
out  of  $4.5  million  of  Alert  stock, 
Welch  lives  the  good  life  in  Santa 
Barbara.  For  the  time  being,  he  re- 
mains Alert  Holdings'  titular  chair- 
man, and  still  owns  1 5%  of  the  compa- 
ny. He,  too,  is  rooting  for  Savage  and 
Hillman  to  clean  up  Alert's  mess.  ^M 
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Berlitz  International,  long  the  world's 
best-known  language  trainer,  is  now  looking 
to  cash  in  on  its  brand  name. 

Ovoje 

line 

extension 


By  Seth  Lubove 


Berlitz  International  President  Ello  Boccitto 

"Knowledge  of  a  language  means  money  to  someone's  career." 
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Stepping  brightly  into  a  cramped, 
windowless  cubicle  in  New  York's 
Rockefeller  Center,  Mirjana  Popovic 
introduces  herself.  "Dratjo  mije,  "she 
says  pleasantly.  When  I  don't  re- 
spond, she  repeats  herself,  speaking 
crisply  and  gesturing  for  me  to  mimic 
her.  Then  she  begins  pointing  to  vari- 
ous objects  and  pictures  in  the  room. 
"Ovoje  olovka,  "she  says,  holding  up  a 
pencil.  After  several  attempts,  I'm 
able  to  say  "This  is  a  pencil"  in  pass- 
able Serbo-Croatian,  earning  a  smile 
from  my  Yugoslavian-born  teacher. 

Such  is  the  renowned  Berlitz  tech- 
nique: Get  the  student  thinking,  not 
just  speaking,  in  any  of  the  45  major 
languages  Berlitz  International  teach- 
es.' Berlitz  also  sells  phrase  books, 
home-study  courses  and  pocket-size 
electronic  translators.  For  this  poly- 
lingual work,  Berlitz  is  estimated  to 
earn  around  $26  million  this  year,  on 
revenues  of  $290  million. 

Founded  in  1878  in  Providence, 
R.I.  by  German  immigrant  Maximil- 
ian Berlitz,  the  company  is  an  old 
hand  at  the  language  training  game. 
What's  new  is  the  company's  recent 
growth.  Berlitz's  revenues  have  risen 
41%  since  1988,  when  British  press 
baron  Robert  Maxwell  acquired  it  as 
part  of  his  $2.6  billion  takeover  of 
U.S.  publisher  Macmillan  Inc.  Always 
in  need  of  money.  Maxwell  sold  44% 
of  Berlitz  to  the  public  in  1989  at  1^1/2 
a  share.  Berlitz's  New  York  Stock 
Exchange-traded  shares  recently 
traded  at  1778,  giving  the  company  a 
market  value  of  $340  million. 

The  credit  for  Berlitz's  growth  goes 
to  Elio  Boccitto,  a  tightfisted  30-year 
Berlitz  veteran  who  picks  up  visitors 
to  the  company's  low- rent  Princeton, 
N.J.  headquarters  in  a  sporty  red  all- 
terrain  vehicle.  Italian-born  Boccitto, 
48,  got  his  start  with  Berlitz  as  an  18- 
year-old  part-time  instructor,  teach- 
ing Italian  in  White  Plains,  N.Y.  As 
Japanese  became  a  fashionable  and 
usefijl  language  to  learn,  Boccitto 
built  up  Berlitz's  Japanese  division — 
which  produced  $68  million  in  reve- 
nues last  year — before  being  tapped 
to  head  up  the  company  in  1982. 
"Knowledge  of  a  language,"  says 
•Boccitto,  who  speaks  four  languages, 
"usually  means  money  to  someone's 
career." 

The  company's  strength  is  in  its 
corporate  accounts,  which  make  up 
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60%  of  its  business.  Corporate  cus- 
tomers pay  an  average  of  $36  per  40- 
minute  lesson.  Lessons  necessar\'  to 
hold  a  conversation  in  a  foreign  lan- 
guage: 50  to  150,  depending  on  the 
difficulty  of  the  language  (Spanish  is 
generally  easiest,  Japanese  hardest) 
and  the  student's  ability. 

It  may  distress  politically  correct 
multiculturalists  to  hear  that  English 
continues  to  be  the  world's  universal 
language  of  choice.  Over  61%  of  the  5 
million  lessons  given  last  year  by  Ber- 
litz at  its  284  centers  around  the 
world  were  English.  German  is  a  dis- 
tant second,  followed  by  French, 
Spanish  and  Japanese.  When  the  Ber- 
lin Wall  fell,  a  lot  of  Russian-speaking 
East  Germans  found  themselves 
needing  to  master  English  quickly. 
Between  last  September  and  March  of 
this  year,  Berlitz's  German  licensee 
sold  45,000  self- teaching  English  kits 
in  eastern  Germany. 

Berlitz  currently  derives  over  85% 
of  its  revenues,  and  96%  of  its  operat- 
ing profits,  from  language  training. 
But  Boccitto  knows  he  controls  one 
of  the  world's  most  recognized  brand 
names,  and  is  moving  to  exploit  it.  In 
addition    to    language    phrasebooks 


and  travel  guides — 4.5  million  sold 
last  year — you'll  now  find  Berlitz's 
name  (licensed)  on  a  palm-size  elec- 
tronic gadget  that  translates  typed-in 
words  and  phrases  into  five  languages. 
The  company  has  also  acquired  the 
rights  to  the  Penguin  Books  glossy 
series  of  travel  books,  which  now 
prominently  feature  the  Berlitz  name. 
Determined  not  to  debase  the  name, 
however,  Boccitto  refused  to  license  it 
to  a  chap  who  wanted  to  launch  a  line 
of  Berlitz  luggage. 

Berlitz  is  pushing  aggressively  into 
the  corporate  translation  business — 
sales  brochures,  contracts,  trade  dis- 
pute documents,  and  the  like — an 
estimated  $10  billion  to  $20  billion 
worldwide  market.  Says  Michael  Mul- 
ligan, a  Harvarci  M.B.A.  and  former 
Bain  &  Co.  consultant  who  was  hired 
last  year  to  oversee  the  expansion  of 
Berlitz's  publishing  and  translations 
business:  "Berlitz  has  taken  a  com- 
modity-like business  in  language  in- 
struction, branded  it,  and  set  it  apart. 
We  are  working  to  do  it  on  the  transla- 
tion side."  Mulligan  expects  transla- 
tion sales  to  rise  58%  this  year,  to  $30 
million. 

Another  recent  line  extension   is 


"Berlitz  Jr."  classes  for  school  kids. 
Berlitz  sends  instructors  to  40  private 
schools  now  enrolled  in  the  program. 
Why  not  the  public  schools?  "Their 
unions  frown  on  outside  contrac- 
tors," sighs  Boccitto. 

With  all  of  this  growth,  it  seems 
odd  that  Berlitz  shares  have  advanced 
barely  8%  from  the  price  at  which 
Maxwell  sold  stock  to  the  public. 
Why?  Probably  because  at  32  times 
trailing  earnings,  Berlitz  looks  more 
than  fully  valued.  Look  at  the  finan- 
cial, however,  and  you'll  find  $350 
million  in  goodwill;  this  must  be  am- 
ortized against  earnings  over  the 
coming  38  years,  at  $10.3  million — 
or  54  cents  a  share — per  annum.  Ab- 
sent that  charge,  Berlitz  would  have 
earned  around  $1  a  share  last  year. 

Is  the  value  of  the  Berlitz  name  a 
depreciating  asset?  That  depends  on 
Boccitto.  He  says  he  plans  to  expand 
into  instructional  software  for  person- 
al computers  and  compact  discs,  vid- 
eo language  games,  as  well  as  transla- 
tion of  computer  software.  If  he  suc- 
ceeds on  all  these  fronts,  Berlitz's 
name  might  well  be  appreciating  at 
the  same  time  that  the  accountants  are 
insisting  that  it  be  depreciated.       ^M 
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In  the  U.S.  auto  business,  Germany's  Bosch  loses 
money.  In  Europe  it  makes  money.  In  Europe  it  doesn't 
have  to  compete  with  the  Japanese. 

Euiro-thi'ash 


By  Peter  Fuhrman 

Germany's  Robert  Bosch  GmbH  will 
sell  $10  billion  in  car  parts  this  year, 
making  it  the  world's  largest  indepen- 
dent manufacturer  of  auto  compo- 
nents. It  is  solidly  profitable  back 
home,  but  in  the  U.S.,  where  it  books 
around  $800  million  of  its  sales, 
Bosch  has  swerxed  into  the  red. 

No  relief  is  in  sight.  Earlier  this  year 
Ford  Motor  demanded  an  immediate 
1%  price  cut  on  the  fiiel  injection 
parts,  oxygen  sensors,  pressure  regu- 
lators and  diodes  that  Bosch  supplies 
Ford,  and  Bosch  went  along.  Then 
GM,  after  negotiating  price  decreases 
of  its  own,  told  Bosch  that  it  was 
cutting  b\'  50%  what  had  been  a  stand- 
ing order  for  almost  10  million  fiiel- 


injection  components.  To  keep  its 
unionized  work  force  busy,  GM  will  do 
the  work  in  its  own  factories. 

Marcus  Bierich,  64,  is  chairman  of 
the  management  board  at  Bosch, 
based  in  Stuttgart.  He  explains: 
"When  times  are  good,  the  Big  Three 
automakers  squeeze  their  parts  sup- 
pliers .  .  .  when  auto  sales  drop  [they] 
squeeze  their  outside  suppliers'  prices 
even  harder." 

But  Bierich  saves  his  real  gripes  for 
Japanese  competitors.  When  the  Jap- 
anese, who  now  account  for  15%  of 
car  and  truck  production,  built  fac- 
tories here,  they  brought  most  of  their 
suppliers  with  them.  They  have  shut 
Bosch  out,  perhaps  figuring  that  con- 


Bosch  Chairman  Marcus  Biencli 
Japanese  business  wanted. 


gressmen  are  unlikely  to  shed  many 
tears  over  the  plight  of  a  German 
manufacturer.  "This  is  the  problem 
we  think  about  daily,"  says  Bierich. 
"The  Japanese  tell  us  they  are  ready  to 
adopt  more  Western  business  prac- 
tices and  accept  different  ideas  on 
how  parts  suppliers  should  fiinction, 
but.  ..."  As  his  voice  trails  away,  he 
gives  a  little  shrug. 


1.    Radio  Shack 
TRS-80,  1977 


2.    GRID  Compass,  1981 


3.    Tandy  1000,  1984 


4.    Tandy  5000  MC,  1988 


5.    GRiDPAD,  1989 


6.    Victor  M  Series,  1990 


7.    Tandy  1000  RL,  1990 


8.    Tandy  Line  of  Five 
Multimedia  PCs,  1991 


TANDY 


...more  than 
you  imagined. 


In  Europe  things  arc  dif- 
ferent. There,  too,  the  Jap- 
anese are  putting  up  fac- 
tories. Nissan  is  already  up 
and  running;  Toyota  goes 
into  production  next  year. 
But  warned  in  not  ver\'  sub- 
tle terms  by  European  poli- 
ticians not  to  lay  waste  to 
the  950,000  European  jobs 
in  the  auto  components  in- 
dustry', the  Japanese  car- 
makers are  walking  on  eggs, 
while  their  suppliers,  in  the 
main,  ha\'e  stayed  clear  of 
Europe.  This  leaves  an 
opening  big  enough  to 
dri\'e  an  eighteen-wheeler 
through,  which  is  exactly 
what  Bosch  is  doing.  Ever)'  ^B^B 
workday  a  fleet  of  Bosch 
trucks  laden  with  compact  metal  cas- 
ings heads  out  from  one  of  the  com- 
pany's Stuttgart  component  manu- 
facturing plants  to  a  brand-new  alter- 
nator assembly  factor)'  near  Cardiff,  in 
Wales.  Why  Wales.^  Toyota  is  building 
its  engine  factor}'  nearby,  and  Bosch 
thinks  proximirs'  should  help  it  land 
the  crucial  breakthrough  order  with 
the  Japanese  automaker. 


Bosch  fuel  i 
GM  cut  its 


njection  part  manufactured  in  thie  U.S. 
orders;  Ford  got  a  discount. 


Bierich  must  constantly  look  over 
his  shoulder  at  Japan's  Nippondenso 
Co.,  the  world's  second-largest  parts- 
maker.  It  is  also  a  member  of  the 
Toyota  "family"  of  companies. 
(Bosch  itself  owns  6%  of  Nipponden- 
so's  equity,  accumulated  by  taking 
license  payments  in  shares  rather  than 
cash.)  Nippondenso  has  moved 
stealthily  in  Europe,  acquiring  a  small 


British  partsmaker  and  es- 
tablishing a  joint  venture 
with  an  Italian  firm.  Later 
this  year,  however,  Nip- 
pondenso will  open  its  own 
factory  in  Spain  to  compete 
directly  with  Bosch. 

Bosch  has  two  subtle  but 
powerful   advantages  over 
Nippondenso.    One    is   its 
longstanding       reputation 
for  high  quality.  The  other 
is  the  fact  that  it  is  90% 
owned  by  a  charitable  foun- 
dation set  up  by  the  execu- 
tors of  Robert  Bosch's.  The 
foundation    receives    divi- 
dends of  just  $20  million  a 
year;  the  rest  of  the  earnings 
($370  million  in  its  last  re- 
porteci  year)  are  reinvested 
in   the   company   to   fijnd   research, 
development   and   new   investment. 
The  company  has  no  net  debt.  In  this 
regard  it  can  outdo  the  Japanese  at 
their  own  game:  It  can  put  market 
share    above    profit   margins.    "'The 
foundation's  number  one  priorit)'," 
explains  Bierich,  "is  our  [corporate] 
independence."  That,  at  least,  is  not 
in  doubt  in  this  tough  business.      Hi 
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We're  continually  developing  and  marketing  emerging  technologies.  Our 
GRiD  Systems  is  pioneering  handwriting  recognition.  Victor's  mini-towers 
feature  removable  hard  disk  drives.  And  our  newest  line  of  Tandy 
computers  ushers  in  the  next  generation  of  PC  technology:  Multimedia. 
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One  sees  bureaucratic  waste  in  the  Soviet  Union.  One 
also  sees  it  in  California's  worry  about  its  water  supply. 

Natural  resource 
economics 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


Conservative  think  tanks  from  coast 
to  coast  are  sending  people  over  to 
the  Soviet  Union  and  other  Eastern 
European  countries  to  help  them  cre- 
ate a  legal  framework  of  property 
rights  necessary  for  the  functioning 
of  a  free-market  economy.  Unfortu- 
nately, we  have  too  many  Soviet-style 
economic  activities  in  our  own  coun- 
try, producing  the  same  kinds  of 
problems  which  plague  the  econo- 
mies of  Eastern  Europe. 

California,  for  example,  is  currently 
going  through  Alice-in-Wonderland 
nightmares  over  its  water  supply  be- 
cause the  free  marketplace  has  long 
ago  been  replaced  by  a  Soviet-style 
bureaucracy — the  U.S.  Bureau  of 
Reclamation — deciding  who  should 
get  how  much  water  at  what  subsi- 
dized prices.  Market  economics 
would  lead  to  everyone's  being 
charged  the  same  price,  so  that  the 
water  would  end  up  being  shared  in 
such  a  way  that  it  would  go  where  it 
would  be  used  most  efficiently.  Politi- 
cal decision  making,  however,  has  led 
to  the  present  situation,  in  which  a 
monsoon  crop  like  rice  is  being  grown 
in  the  Southwest  desert,  with  water 
being  supplied  by  the  federal  govern- 
ment at  a  fraction  ol'  the  cost  of 
getting  it  there. 


California's  water  problems  are  be- 
ing discussed  in  the  media  and  in 
politics  as  if  they  were  caused  by  the 
current  drought.  But  there  is  ample 
water  to  supply  California's  popula- 
tion, without  any  of  the  current  ration- 
ing programs,  much  less  the  draconian 
measures  that  were  being  considered 
before  a  series  of  late  spring  rains 
causeci  these  plans  to  be  shelved.  More 
than  four- fifths  of  the  state's  water  is 
consumed  by  agriculture,  which  sup- 
plies less  than  3%  of  the  state's  output. 
This  water  is  supplied  to  farmers  at 
prices  which  range  as  low  as  one- 
fiftieth  of  what  city- dwellers  must  pay 
for  the  same  amount  of  water.  At  these 
prices,  who  wouldn't  flood  the  rice 
fields,  the  way  rice  fields  are  Hooded  by 
monsoons  in  Southeast  Asia? 

The  most  obvious  thing  in  the 
world  would  be  to  transfer  some  of 
that  water  to  the  cities  and  cut  out  all 
the  Mickey  Mouse  water- use  restric- 
tions, which  have  such  appeal  to 
busybodies  and  to  bureaucracies.  But 
that  is  a  lot  easier  said  than  done 
politically.  Long  ago,  the  federal  gov- 
ernment created  all  sorts  of  "rights" 
to  various  amounts  of  water  for  vari- 
ous agricultural  constituencies.  Now 
those  constituencies  want  to  be  paid 
off  big  for  these  "rights,"  which  they 
received  for  a  song.  If  nothing  else, 
we  should  learn  from  this  the  lesson 
which  we  are  trying  to  teach  the  Sovi- 
ets: Property  rights  are  crucial  to  the 
fiinctioning  of  a  market  economy — 
and  it  is  crucial  that  these  rights  be 
paid  for  and  be  transferable  to  the 
highest  bidder. 

Transferable  property  rights  in  wa- 
ter would  eliminate  all  the  propagan- 
da, political  infighting  and  bitter 
recriminations  among  farmers,  city- 
dwellers,  environmentalists  and  oth- 
ers with  special  axes  to  grind.  Social 
tranquility  may  be  even  more  of  a 


benefit  from  market  transactions 
than  the  economic  efficiency  it  pro- 
duces. As  things  stand  now,  all  sorts 
of  inflammatory,  tendentious  and 
downright  lying  statements  bombard 
the  public  from  all  sides  of  the  issue. 
How  a  reasonable  resolution  of  cur- 
rent and  fiiture  water  problems  in 
California  can  come  out  of  that  is 
hard  to  see.  Moreover,  this  general 
problem  is  common  to  many  states  in 
the  arid  Southwest. 

Congressman  William  E.  Danne- 
meyer,  a  California  Republican,  has 
introduced  federal  legislation  to  en- 
able water  rights  to  be  sold  in  the 
marketplace.  It  will  be  interesting  to 
see  if  the  nomenklatura  at  the  Bureau 
of  Reclamation  will  be  any  more  will- 
ing to  lose  their  power  than  their 
counterparts  in  Moscow  are.  Nor  can 
one  always  look  for  sweet  reason  from 
the  environmental  extremists,  with 
their  vested  interest  in  "wetlands," 
which  are  now  defined  to  include  land 
that  is  quite  dry.  Then  there  are  whole 
segments  of  the  intelligentsia  who  are 
allergic  to  free  markets.  Will  they  now 
regale  us  with  dire  predictions  that 
"the  rich"  will  gulp  down  unconscio- 
nable amounts  of  water,  while  "the 
poor"  will  have  throats  parched  with 
thirst,  like  the  Ancient  Mariner? 

How  many  promoters  of  dramatic 
bright  ideas  are  going  to  let  thei,r 
chances  of  glory  be  lost  to  something 
as  mundane  as  selling  a  little  agricul- 
tural water  to  the  cities?  The  numer- 
ous proposals  for  dealing  with  the 
water  crisis  in  California  include 
building  aqueducts  to  bring  water  in 
from  the  rainy  Pacific  Northwest,  im- 
porting water  from  Canada  in  con- 
verted oil  tankers,  towing  icebergs 
down  from  Alaska  and  desalinating 
ocean  water  in  coastal  cities. 

Do  these  sound  like  the  kind  of 
grandiose  projects  for  which  the 
Soviet  Union  became  known,  espe- 
cially during  the  Stalin  era?  They 
should,  because  the  political  incen- 
tives are  the  same.  The  quiet,  incre- 
mental tradeotlfs  of  the  marketplace 
do  not  enhance  anyone's  visibility, 
secure  bureaucratic  empires  or  create 
the  illusion  of  dramatic  "victories" 
over  cataclysmic  threats. 

All  that  the  marketplace  can  do  is  to 
cieliver  the  goods  to  the  public.  And  it 
can  do  that  only  insofar  as  public 
opinion  allows  it  to  operate.  HI 
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Profile  of  a  Responsible  Global  Corporation 


are  dedicated  to  the 
proposition  that  the  world 

is  one,  and 
that  mutually  rewarding 

coexistence  is 
the  key  to  true  success." 


Canon 
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onducting  Business  in  the  Spirit  of  Kyosei 


In  celebration  of  its  50th  anniversary  in  1987,  Canon  marked 
the  important  occasion  as  a  second  inauguration  for  the 
company.  At  that  major  turning  point  in  its  dynamic  growth, 
Canon  pledged  to  continue  working  for  a  better  world  through 
kyosei,  a  Japanese  word  signifying  mutually  rewarding 
coexistence. 

Kyosei  thus  became  the  corporate  philosophy  guiding 
our  renewed  efforts  to  attain  maturity  as  a  truly  global 
corporation  and  a  recognized  world  leader  in  the  rapidly 
developing  information  technology  field. 

From  its  modest  beginnings  in  the         ■ 
1930s  as  a  small  team  of  young  Japanese 
entrepreneurs  intent  on  developing 
Japan's  first  35mm  focal  plane  shutter 
camera,  Canon  has  grown  into  one  of 
the  world's  leading  manufacturers  of 
cameras,  business  machines  and  precision     \      f 
optical  equipment. 

Today,  with  production  facilities  in  10     "    *" 
countries  and  a  workforce  of  nearly 
54,000  employees  around  the  world. 
Canon  comprises  a  worldwide  production  and  sales 
network  covering  more  than  130  countries. 

Canon,  however,  is  not  merely  interested  in  being  inter- 
national: Our  real  goal  is  to  become  global. 

While  striving  to  provide  the  best  possible  products  and 
offer  the  highest  satisfaction  to  our  customers,  we  make 
sure  that  each  member  of  the  Canon  global  family  of 
companies  functions  as  a  good  corporate  citizen. 

We  are  convinced  that  no  company  can  become  truly 
global  without  taking  steps  toward  localization,  and  accord- 
ingly we  see  to  it  that  each  of  our  companies  fulfills  its 
responsibilities  toward  its  host  community  through  kyosei. 


Keizo  Yamaji 
President 
Canon  Inc. 


Particularly  significant  among  our  present  goals  is  our 
heightened  commitment  to  the  environment.  We  are  deter- 
mined more  than  ever  to  make  a  worthy  contribution  to 
the  global  task  of  protecting  the  environment  and  preserv- 
ing this  invaluable  heritage  for  future  generations. 

Among  our  efforts  toward  that  end  is  the  establishment 
of  an  effective  system  for  recycling  discarded  copier  and 
laser  beam  printer  cartridges.  For  this  purpose,  we  have  set 
up  a  plant  in  China  for  reassembling  or  reprocessing  used 
cartridges  collected  fi'om  around  the 
world.  Containing  a  drum,  a  charger,  a 
developing  unit,  a  toner  unit  and  a 
cleaning  unit,  the  replaceable  cartridges 
offer  customers  the  added  benefit  of 
greatly  simplified  maintenance. 

Additionally,  we  are  currently  carry- 
ing out  a  move  to  completely  phase  out 
chlorofluorocarbons  (CFCs)  from  our 
manufacturing  processes  by  the  end  of 
1994.  At  the  same  time,  we  are 
conducting  extensive  R&D  work  on 
solar  cells,  using  amorphous  silicon  technology  developed 
for  copiers. 

In  accordance  with  the  spirit  of  kyosei,  we  are  deter- 
mined to  fijlfill  our  growing  social  responsibilities  and 
make  a  genuine  contribution  to  the  communities  that  pro- 
vide the  basis  of  our  wide-ranging  global  operations. 
Canon  is  convinced  that  no  global  corporation  can  ever 
hope  to  prosper  without  contributing  to  the  welfare  of 
people  and  society  at  large. 


psr^  e  should  all  support  international 
^^^  corporations,  such  as  Canon, 
BlMJII  which  believe  in  the  importance 
of  environmental  welfare  and  take  the  lead 
in  a  commitment  to  global  responsibilities. 
In  each  country  where  Canon  operates 
it  has  shown  its  desire  to  become  a  fully 
contributing  and  integrated  member  of  the 


local  community.  This  is  an  essential  role  if 
a  truly  "global"  status  is  to  be  achieved. 

Our  world  would  benefit  if  many  more 
Japanese  corporations  had  the  imagination 
and  courage  to  aeate  and  realize  philoso- 
phies such    — -— -•  V        1 ""  \ 
as  Kyosei.         V^oMftk.^^^^^^^ 
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"Canon  is  convinced  that 

no  global  corporation 

can  ever  hope  to  prosper  without  contributing 

to  the  welfare  of  people 

and  society  at  large." 


History  of  Dynamic 
Growth 

Moving  her  frail  limbs  with  great  effort,  Mercy  climbs  slowly  into  her 
wheelchair.  With  her  family  far  away  in  Suriname,  she  is  visibly  pleased 
to  see  a  visitor  but  cannot  say  hello.  For,  though  Mercy  can  see,  she  can 
^^^^^^^^^^^^^     neither  hear  nor  speak. 
^^^^^^^^^^^^1         Using  her  third  finger — the  only  finger 
^^^^HH^^^^^H     that  responds  to  her  will — Mercy  pains- 
^^^^&H|^^H^H     takingly  punches  the  keyboard  of  a  small 
^|fi|^P|B^P^^     cubical  machine  attached  to  her  wheel- 
^jSSwjL  chair.  Two  minutes  later,  she  finishes 

\^  dfcfi^^  '         punching  out  her  greeting  on  a  tape: 

k.  W^^^^  >  -w««      "Good  morning." 

Xtieke  Leseman  ^6^^^*  i 

Speech  Therapist  &  Head  of  Speech  \-;:i_B.'tt©^*  «\  MerCy  Bcijde  IS 

Therapy  Department,  Bio- 
Mythyl  School.  Amheni,  Netherliwds 
"The  Canon  Communicator  has  made 
ihc  .speech  therapist's  job  easier, 
as  it  has  often  helped  children  with 
hearing  impairment  leam  how  to 
speak  by  first  showing  the  magic  of 
written  communication." 


ftd* 


^^  "liWe*^  V  one  of  many  disabled 
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Canon 
Communicator 


children  at  the  Bio 
Mythyl  School  for 
motor-  and  speech- 
impaired  children 

in  Amhem,  Netherlands,  who  are  benefiting  fi-om  the  Canon  Communiator. 
Since  1977,  thanks  to  the  Communicator,  the  children  at  the  school 
have  been  able  to  communicate  with  the  world  around  them. 

A  compact  "t^e-writer"  developed  by  Canon,  the 
Communicator  has  received  tremendous  response  from  around 
the  world.  Some  17,000  units  of  this  fine  example  of 
Canon's  techfiical  skill  and  social  commitment  are  in  use 
today,  90  %  of  them  in  Europe  and  North  America,  in  tiie 
U.S.,  since  1981  Canon  has  donated  Communicators  to 
various  organizations  helping  the  disabled.  Last  year,  100 
units  were  handed  to  the  Easter  Seal  Society  to  aid  impaired 
people  in  their  interpersonal  communication.  The  Com- 
municator reflects  Canon's  goal  of  consistently  conducting 
itself  as  a  responsible  corporate  citizen  around  the  globe. 

Established  in  1937  by  a  small  group  of  young  Japanese 
entrepreneurs.  Canon,  with  consolidated  sales  reaching 
$12.8  billion  last  year,  is  recognized  today  as  one  of  the 
world's  foremost  manufacturers  of  high-quality  cameras,  business 
machines  and  precision  optical  equipment. 

Around  the  world.  Canon  is  dedicated  to  promoting  growth  and  progress 
in  the  many  communities  that  host  its  operations,  creating  jobs,  reinvest- 
ing profits  in  R&D  and  local  production  facilities,  and  initiating  an 
extensive  range  of  technical  and  cultural  cooperation  programs.  One 
example  of  such  exchange  was  the  establishment  in  1987  of  the 
Amsterdam-based  Canon  Foundation,  which  is  designed  to  promote 
dialogue  between  Europe  and  Japan. 

Canon's  overseas  marketing  activities  began  in  the  mid-1950s  when  it 


Richard  Burke 
President  &  Chief  Executive  Officer 

Canon  Foundation 
Former  Deputy  President  of  the  EC 
"\  think  Canon  has  developed  into  a 
good  world  corporate  citizen.  It  is 
well  initiated  and  well  on  its  way." 


drouth  of  Canon  World- 
wide Sales  (VSS  million) 


opened  two  sales  offices  overseas — in 
New  York  City  in  1955  and  in  Geneva, 
Switzerland,  in  1957.  Canon's  first  over- 
seas manufacturing  facility — a  camera 
plant — was  set  up  in  Taiwan  in  1971. 
The  following  year  Canon  inaugurated  its 
first  European  production  base  in  Giessen, 
Germany,  for  the  manufacture  of 
medium-  and  high-speed  copiers.  Canon 
established  its  first  U.S.  production 
facility,  Canon  Business  Machines,  Inc., 
in  Costa  Mesa,  California,  in  1974. 
The  company,  however,  faced  a 
major  setback  the  following  year.  Due 

to  the  1973  oil  crisis  and  the  ensuing  recession.  Canon  was  forced  to 
suspend  dividends  in  the  first  half  of  1975.  This  temporarily  halted 
Canon's  overseas  expansion  program.  Faced  with  the  problem.  Canon's 
management,  including  incumbent  Chairman  Ryuzaburo  Kaku,  decided  to 
implement  the  Premier  Company  Plan,  a  dynamic  management  strategy  that 
aimed  to  completely  restructure  the  company  and  turn  it  into  one  of  the 
world's  leading  corporations  in  terms  of  personnel,  products  and  marketing. 
Sweeping  management  reforms  were  carried  out  from  1976  through  1986. 
The  reforms  proved  effective,  and,  in  1983, 
Canon,  encouraged  by  the  recovery,  resumed  its 
overseas  production  program.  Canon  Bretagne 
S.A.  was  established  in  Liffi-e  in  the  northwest 
of  France  to  produce  business  machines.  Canon 
Virginia,  Inc. ,  an  office  equipment  production 
base,  was  founded  in  Newport  News,  Virginia, 
in  1987. 

In  addition,  joint  venture  companies  were 
.set  up  in  South  Korea  and  Italy  for  the  manufacture 
of  copiers.   Technical  assistance  or  licensing 
agreements  for  copiers  were  also  concluded  with 
two  Chinese  companies,  along  with  a  similar 
accord  for  cameras  with  a  South  Korean  firm. 
At  the  same  time.  Canon  continued  to  reinforce  its  international  sales 
network  to  secure  the  speedy  delivery  of  its  diverse  range  of  products. 
While  taking  pride  in  the  successful  growth  of  its  dynamic  manufac- 
turing and  sales  activities.  Canon  remains  attuned  to  the  fact  that  being 
a  responsible  global  corporation  entails  more  than  just  efficient  business 
operations. 

To  be  a  good  corporate  citizen,  a  company  also  has  to  involve  itself 
actively  in  the  affairs  of  its  host  community,  such  as  sports  and  cultural 
activities.  In  the  spirit  of  kyosei,  or  mutually  rewarding  coexistence, 
Canon  continues  to  help  promote  growth  and  progress  around  the  world. 


Ciruwtb  of  Canon 
Worldwide  Employees 


Canon 
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"We  are  fast  becoming  an  independent, 

fully  integrated  American  company  capable  of  developing, 

manufacturing  and  marketing  innovative 

products  closely  matched  to  North  American  needs." 


anon  in  North  America 

Canon  USA,  Inc.  is  the  headquarters  for 
Canon's  North  American  operations.  With  nearly  9,000  employees  and  full- 
scale  activities,  ranging  from  marketing  and  sales  to  manufacturing  and  R&D, 
throughout  the  North  American  continent.  Canon  USA  is  rapidly 
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becoming  a  fully  integrated  American 
corporation. 

From  a  humble  start  in  1955  as  a 
camera  sales  office  in  New  York  City,  Canon 
has  steadily  grown  in  stature  and  is  now  closely 
identified  with' top-quality  cameras  and  sophisticated 
office  equipment  throughout  North  America. 
In  1990,  Canon  USA's  consolidated  sales  passed 
the  $3-5  billion  mark,  up  19  %  fi'om  the  previous 
year,  representing  approximately  one  third  of  the 
combined  sales  of  the  worldwide  Canon  Group. 

Several  factors  contributed  to  the  outstanding 
growth  in  1990.  Canon  Virginia,  now  in  its  fifth 
year  and  currently  under  the  tenure  of  President  •Headquarters 

Shinichiro  Nagashima,  doubled  its  production  of  copiers    ^  ?5"^^r 

'^  '^  •  Manufactunng 

and  laser  beam  printers,  while  Canon  Business  Machines,    •  R&D  Center 
with  President  Umi  Tosaka  at  the  helm, 
significantly  increased  its  production  of  elec- 
tronic typewriters  in  Ijiie  with  the  company's 
taking  over  from  Tokyo  as  Canon's  global 
headquarters  for  R&D,  production  and 

r  marketing 

'    operations 
related  to  elec- 
tronic 
typewriters 


Says  Hideharu  Takemoto, 
President  and  Chief  Executive  Officer 
of  Canon  USA:  "We  are  fast 
becoming  an  independent,  fully 
integrated  American  company 
capable  of  developing,  manufac- 
turing and  marketing  innovative 


SlafJ  meeting  (left)  and 
inspection  work  (above)  at 
Canon  Business  Machines 


products  closely 

matched  to  North 

American  needs.  We 
-   .     ,  ■  my-  ^ 

ii^cS^        ^  IB  have  already  started 

exporting  U.S. -made  Canon  products.  With  this,  we  hope  to 

contribute  to  easing  the  U.S.  trade  dificit." 
'(^         In  keeping  with  its  renewed  commitment  to  the 
environment,  Canon  USA  has  launched  the  "Clean 
Earth  Campaign"  to  recover  from  all  over  North  America 
user-replaceable  plastic  printer  cartridges  for  recycling, 
pledging  to  donate  Jl  to  environmental  bodies  for  each 
cartridge  collected.  "We  believe  this  is  what  a  corporation 
like  Canon  should  do  as  part  of  its  commitment  to  society," 
Takemoto  points  out.  "We  wish  to  be  a  good  corporate 
citizen  in  North  America 
and  are  determined 
to  conduct  ourselves  as  such. 


The  Clean 
Eoffh  Compoign 


Symbol  mark  of  Canon 's  "Clean  Earth 
Campaign ' '  and  a  printer  cartidge  (left) 
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"As  a  first  step,  we  will  be  turning  more 

heavily  to  European  talent  to 

secure  a  smoother  functioning  of  our  organization 

and  effect  better  communications." 


anon  in  Europe 

In  Europe,  Canon  main 
tains  two  fully-owned  manufacturing  subsidiaries — 
Canon  Giessen  GmbH  in  Germany  and  Canon 
Bretagne  S.A.  in  France.  A  third  fully-owned  manu- 
facturing subsidiary,  Canon  Manufacturing  UK  in 
Scotland,  is  scheduled  to  go  into  operation  in  early  1993 


Canon  Eurnpa   beadquitrtet 

Canon  also  maintains  a  joint  venture — Olivetti-Canon  Industriale  S.p.A, — 
in  Italy.  All  four  subsidiaries  are  primarily  geared  to  the  production  of 
business  equipment  such  as  laser  beam  printers,  copiers  and  facsimile 
machines. 

Supporting  Canon's  European  sales 
and  marketing  activities  is  an  expansive 
network  of  sales  outlets  located  in  1 1 
countries,  including  France,  Germany, 
Italy,  Spain,  the  Scandinavian  countries 

and  tne  U.Iv.  An  tissembly  Une  at  canon  aessen 

Accounting  for  nearly  one  third  of  Canon's  consolidated  global  sales, 
Europe  continues  to  be  a  vital  market  for  Canon.  Masahiro  Tanaka, 

1         ,  newly  appointed  President  of  Canon 

k      r  ■  Europa  N.V.  in  Amsterdam,  observes: 

I  ^^^^^^^^^^^  "With  the  EC  becoming  unified  in 
j^^^^^^^^^^^H  1992,  this  region  will  become  an 
iBh^^^^^^^^^^^^I  even  more  challenging  and  important 
Canon  Bretagne  market  for  Canou,  making  it  all  the 

more  essential  for  Canon  Europa  to  function  efficiently  as  our  European 
headquarters.  As  a  first  step,  we  will  be 
turning  more  heavily  to  European  talent 
to  secure  a  smoother  functioning  of  our 
organization  and  effect  better  communi- 
cations." 

The  heart  of  Canon's  European  corporate 
structure,  Canon  Europa  determines  the       oiwetttcanon 


BiSel 


Masahiro  Tanaka 

President 
Canon  Europa  N.  V. 


•  Headquarters  &  Sales 
Office 

•  Manufacmring  Plant 

•  R&D  Center 


overall  policies 
guiding  Canon's 
operations  in  Europe, 
Additionally,  Canon  Europa  offers 
marketing  and  sales  support  as  well  as 

other  services  such  as  training  programs.  Canon  Europa  also  serves  as 
Canon's  main  storage  and  distribution  center  for  Europe,  including  the 
growing  East  European  market. 

Says  Canon  Giessen  President  Tomonobu  Kawada:  "We  established 
our  subsidiary  in  Germany  20  years 
ago  and  were  one  of  the  pioneers  in 
our  field.  As  a  means  of  furthering  our 
localization  efforts,  we  have  signifi- 
cantly decreased  the  number  of 
Japanese  managers  at  our  factory. 
There  are  now  only  sue  out  of  a  total 
of  33,  and  the  number  will  get  even 
smaller  in  the  future." 

As  a  result  of  such  steady  localiza- 
tion efforts.  Canon  Giessen  has  become  the  first  subsidiary  of  a  Japanese 
corporation  to  be  admitted  to  the  highly  respected  Federation  of  German 
Machine  Manufacturers. 

Nobufiisa  Tomomatsu,  President  of  Canon  Bretagne,  points  out  that 
Canon's  manufacturing  facilities  in 
Europe  came  into  being  because  the 
company  believes  in  "local  production 
of  merchandise  marketed  locally." 
In  recognition  of  Canon's  contribution 
to  the  development  of  the  Bretagne 
region,  the  French  government  has 
decorated  Canon  Chairman  Ryuzaburo 
Kaku  with  France's  prestigious  Legion 
d'Honneur. 


Tomonobu  Kawada 

President 

Canon  Giessen  GmbH 


Nobiifusa  Tomoniatsu 

President 
Canon  Bretagne  S.A, 
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"One  of  our  aims  in  our  operations  in  the  region 

is  to  carry  out  an  effective  program 

of  continuous  technological  transfer  to  Asian  countries.' 


anon  in  Asia 

Asia  remains  a  vital 
production  base  for  Canon,  Here  Canon  operates  five  fully-owned 
manufacturing  subsidiaries:  Canon  Inc.,  Taiwan;  Canon  Opto  (Malaysia), 
Sdn.  Bhd.;  Canon  Camera  (Malaysia),  Sdn.  Bhd.;  Canon  Dalian      •Headquarters 
Business  Machines,  Inc.;  and  Canon  Zhuhai,  Inc.,  the  last  two      office 
both  located  in  China.  An  additional  fully-owned  manufac-     •Manufacturing 

,,    .„„  •R&D  Center 

tunng 

subsidiary — Canon 
HiTech  (Thailand)  Ltd.— 
is  slated  to  go  into 
operation  later  this 
year.  Canon  also 
maintains  joint  ven- 
ture operations  in 
both  China  and 

Canon  Taiwan  SOUth  Korea. 

The  product*;  Canon  turns  out  in  Asia  range  from  compact  cameras  and 
office  equipment,  including  copiers,  facsimile  machines  and  printer  cart- 
ridges, to  optical  lenses  for  video  cameras.  A  noteworthy  development  in 
the  company's  Asian  strategy.  Canon's  single  lens  reflex  EOS  cameras 
are  now  manufactured  by  Canon  Taiwan. 

Set  up  in  1970,  Canon  Taiwan  is  currently  aiming  to  achieve  an  annual 
production  target  of  600,000  SLR  cameras  and  2,000,000  compact  cameras 
by  1992.  Most  of  Canon  Taiwan's  products  are  exported  to  Japan,  the  U.S. 


^    ^ 


> 


and  Europe. 

Observes  Fujio  Mitarai,  Senior 
Managing  and  Representative 
Director  of  Canon  Inc.  in  Tokyo: 
"We  are  more  than  pleased 
with  the  excellent  quality  of 
cameras  manufactured  at  Canon  Taiwan.  We  have  excellent  R&D  facilities 
for  cameras  there  and  nearly  90%  of  the  parts  are  acquired  locally." 

A  significant  development  resulting  from  a  new  project,  the  production 
of  compact  cameras  is  currently  being  shifted  from  Taiwan  to  Malaysia. 
Aiming  to  achieve  a  monthly  production  target  of  120,000  units  by  1993, 
Canon's  subsidiaries  in  Malaysia  will  function  as  the  new  compact 
camera  manufacturing  base  in  the  region. 

"One  of  our  aims  in  our  operations  in  the  region,"  Mitarai  says,  "is 
to  carry  out  an  effective  program  of  continuous  technological  transfer  to 
Asian  countries.  This  will  contribute  to  the  development  of  these  countries 
and  at  the  same  time  benefit  Canon." 


What  People  Say  About  Canon 
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Mutifn-t/  \i/if7/.'  Yvon  Bourges 

Mayor  of  (,'fsscn.  '  •t-nnany  Senator  in  the  French  National 

'It  makes  me  proud  to  have  a  firm  like  Assembly  and  President  of  the 


Canon  in  our  community.  Canon  is 
deeply  committed  to  innovation  and 
to  being  a  fine  corporate  citizen." 


Regional  Council  of  Bretagne 


"It  was  no  risk  to  help  promote  Canon  but  also  culturally,  through  its  active 
because  Canon  is  committed  not  only     involvement  in  community  affairs." 
lo  technological  excellence  but  also  to 
the  welfare  of  the  community  " 


Dr  ()  van  Diepen  Sharon  Tan  Gim  Bee  ML  Boer 

Mayor  of  Amstelveen.  Netherlands         Deputy  Divisional  Manager.  General  Manager 

"Canon  has  contributed  immensely  to    <^<>^Porate  Division.  Canon  Marketing  Distribution  Center 
our  community,  not  only  economically  ^*^'''f«^'^  itd.  (Singapore) 


At  Canon,  you  are  given  a  chance  to 
exercise  your  creativity  There  is  very 
little  bureaucracy  You  feel  you're  an 
integral  part  of  the  Canon  family  " 


Canon  Europa  N.  V 
"Canon  takes  good  care  of  its  employees. 
It  also  gives  them  a  lot  of  responsibility, 
which  gives  them  a  chance  to  grow  on 
the  job." 


Peter  Teufel 
Vice  President 
Canon  Giessen  GmbH 
"Initially  I  planned  to  learn  everything 
about  the  so-called  Japanese  produc- 
tion system  then  find  a  job  with  a  (ier- 
man  company,  but  more  than  U)  years 
later  1  am  still  here  and  having  a  great 
time  of  it." 


Herbert  Kroll 
Group  Leader 

Drum  Production  Warehouse 
Canon  Giessen  GmbH 
"I  fied  from  Poland  with  a  bag  in  1979 
and  found  a  job  with  Canon  the  follow- 
ing year.  Several  years  later,  my  son 
also  fied  and  came  to  work  with  me 
in  1 986.  We  are  lucky  and  proud  lo 
belong  to  the  (^anon  global  family." 


Adriaan  Monshouwer, 
Manager,  Canon  Image  Center. 
"Although  one  of  the  world's  leading 
business  machine  manufacturers  now. 
Canon  is  still  deeply  committed  to  pro- 
motion of  photography.  Our  studio 
fosters  a  lot  of  photographers  thanks 
lo  the  funds  provided  by  Canon." 


Ootninique  Lequeux 

Manager  of  Corporate  Planing 

Canon  Bretagne  S.A. 

"There  is  a  lot  to  learn  from  the 

Japanese  production  system,  I  find  the 

Japanese  dedication  to  efficiency  and 

hard  work  very  impressive." 


Huang  Po-Kuang 

Assistant  Chief 

Product  Development  Department 

Canon  Inc..  Taiwan 

"I  feel  very  confident  working  here. 

It's  a  place  where  you  can  see  the 

results  of  your  efforts  very  quickly." 


Cation 
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"By  ( nharicing  our  R&D  functions  further, 

we  telieve  we  will  be  able  to 

help  stimulate  the  markets  of  our  host  communities, 

in  addition  to  furthering  our  own  growth 

as  a  global  corporation." 


aying  the  Groundwork 
for  Future  Growth 

Canon  is  well  aware  of  the  value  of  research,  for  it  owes  its  past  phenomenal 
growth  to  its  deep  commitment  to  sophisticated  R&D  programs. 

With  that  in  mind,  Canon  has  pledged  an  even  deeper  commitment 
to  R&D  and  is  actively  pursuing  a  drive  to  globalize  its  R&D  activities 
with  five  research  centers  operating  in  four  countries — the  U.S.,  the 
U.K.,  France  and  Australia.  These  facilities  augment  Canon's  other  R&D 
work  around  the  globe,  enhancing  its  ability  to  develop  integrated 
office  equipment  products  with  appropriate  software. 

As  Canon  sees  it,  overseas  R&D  facilities  serve  a  very  important  func- 
tion. They  enable  the  company  to  gather  vital  customer  and  market 
data  and  hence  keep  abreast  of  specific  local  requirements. 
Furthermore,  they  allow  the  company  to  take  advantage  of  the  host 
country's  technological  strength  and  apply  it  to  its  own  R&D  work. 

Canon  Research  Centre  Europe  Ltd.  (CRE),  established  in  1988  at  the 
Surrey  University  Research  Park  in  Guildford  near  London,  is  Canon's 
first  R&D  center  outside  Japan.  Here  Japanese  and  British  researchers 
work  in  areas  that  include  computer  languages  and  audio  products. 

In  June  this  year,  Canon  marketed  its  first  audio  product,  a  break- 
through in  audio  design  called  Wide  Imaging  Stereo  or  WIS,  for 
short.  Designed  to  create  an  arc  of  sound  emanating  from  two 
speakers  rather  than  the  unidirectional  patterns  set  by  conven- 
tional speakers,  WIS  enables  the  listener  to  enjoy  top-quality 
sound  reproduction  from  different  directions  in  his  home. 

"This  is  just  one  of  the  many  exciting  new  pro- 
ducts our  research  centers  around  the  world  are 
now  working  on,"  says  CRE  Director  Hirokazu 
Negishi.  "I  am  confident  that  the  results  of  our  re- 
search will  benefit  Canon  products  manufactured 
around  the  world." 

Canon  Research  Center  America,  Inc.,  established 


Paul  Otto 

Manager 

Canon  Research  Centre 

Europe  Ltd. 

"Canon  is  committed  to 

R&D,  and  researchers  here 

are  very  happy  to  feel  this 

commitment  all  the  time. 

Morale  is  extremely  high." 


1988  in  Palo  Alto,  California,  conducts  fijnda- 
mental  research  in  computer  technologies  and 
carries  out  work  in  areas  such  as  optical  recogni- 
tion, image  data  compression  algorithms,  and 
network  management  and  architecture. 

Another  U.S.  research  center — Canon 
Information  Systems  in  Costa  Mesa,  California 
— opened  in  1989  and  develops  hardware  for 
new  computers  and  other  office  products,  as 
well  as  systems  and  application  software  for 
computers  and  peripherals. 

Established  last  year  in  Renne,  France, 
Canon  Information  Systems  R&D  Europa  S.A.  focuses  on  digital  telecom- 
munication technology,  while  Canon  Information  Systems  Research 
Australia  Pty.  Ltd.,  located  in  North  Ryde,  Sydney,  concentrates  on 
studies  of  information-related  software. 

Canon  has  pledged  to  make  even  bigger  investments  in  its  R&D  pro- 
grams, which  it  recognizes  as  an  integral  part  of  its  future  growth.  In 

1990,  Canon  invested 
$637millioninR&D, 
approximately  5.0%  of 
its  consolidated  global 
sales,  and  received  868 
patents  in  the  U.S.,  the 
third  largest  number  of 
patents  registered  for 
CRE  staff  members  thc  year.  Canon  Inc. 

President  Keizo  Yamaji  vows  to  inaease  the  amount  to  about  10% 
in  the  near  future.   "By  enhancing  our  R&D  fijnctions  further," 
says  he, "we  believe  we  will  be  able  to  help  stimulate  the  markets 
of  our  host  communities,  in  addition  to  fijrthering  our  own  growth 
as  a  global  corporation." 


Introducing  the  Wide  Imaging  Stereo  or  WIS 


Cor  porate   Philoso  p  h  y    of   Canon 


Corporate  Mission 

Canon's  corporate  mission  is  to  make  a  positive  difference  in  the  world 
through  the  means  of  continued  growth. 

Corporate  Objectives 

We  are  responsible  global  citizens. 

We.will  create  the  best  and  most  unique  products  based  on  leading 
edge  technologies. 

^e  will  contribute  to  continuing  prosperity 
by  building  an  ideal  firm. 


Corporate  Values 

We  respect  cultural  differences  among  ourselves,  our  customers,  and  our 

communities. 

We  believe  that  self-awareness,  enthusiasm  and  responsible  behavior  are  three 

keys  to  good  results. 

We  respect  dignity,  value  initiative,  and  recognize  the  merit  of  each  individual,  iss 

As  members  of  the  Canon  family  of  companies,  we  trust  and  respect  each  other 

and  work  together  in  a  harmonious  atmosphere. 

Above  all,  we  sustain  our  physical  and  emotional  health  in  order  to  lead  ft;" 

and  happy  lives. 


Canon 
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The  Canofile  250  optical  disk  filing 
system  virtually  eliminates  file 
cabinets  and  lost  documents.  And 
puts  all  your  files  on  top  of  your  desk. 

You  might  say  Canon  has  reinvented 
the  filing  system. 

Now,  instead  of  piles  of  files  and  rows 
of  cabinets,  all  you  need  is  the  desktop 
Canofile  250. 

The  Canofile's  unique  pictorial  screen 
makes  it  extremely  easy  to  index,  store, 
cross-reference,  and  find  documents. 

Its  built-in  scanner  can  scan  in  up  to 
40  letter-size  sheets  or  1 20  checks  a  minute, 
single-Sided,  or  both  sides  simultaneously. 

And  Canon's  special  magneto  optical 
disks  can  be  made  erasable,  for  utmost 
usage.  Or  non-erasable,  for  utmost  security. 

Innovative?  Yes.  Expensive?  No. 
The  Canofile  250  gives  you  all  this  plus  a 
high-quality  laser  printer— at  about  half  the 
cost  of  competitive  floor-standing  systems. 

And  it  sits  nght  on  top  of  your  desk. 
For  more  information,  call  1'800'552'8335, 
ext.  280. 


Greater 

"^J^^"^  Come  see  the  Canon  Greater  Hartford  Open 
'  July  25-28.  or  watch  it  on  CBS  Television. 


Just  one  Canon  magneto  optical 
disk*  holds  up  to  1 3,000 
documentsT*  about  6  drawers 
of  paper  files. 

*Magn«to  optical  disk  sold  separately. 
"Based  or  CCITT»1  Chart 


Canon 

Canofile  250 
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The  latest  pitch  to  junk 

bond  holders:  Sell  now  or  else. 


Have  an  apple  •  •  • 


By  Christopher  Palmeri 


Financier  Carl  Icahn  is  painting  the 
bleakest  of  pictures  for  his  troubled 
Trans  World  Airlines.  How  bleak? 

In  a  mid -May  press  release,  the 
company  said  that  the  airline  industry 
faces  "severe  overcapacity,  unman- 
ageable cost  escalations  and  perni- 
cious price  wars,"  and  that  twa  is  in 
the  midst  of  "extremely  difficult'"  ne- 
gotiations with  its  unions. 

It's  somewhat  unusual  for  a  boss  to 
portray  his  company  in  such  a  harsh 
light,  but  Icahn  may  have  his  reasons: 
He's  in  tough  negotiations  with  cred- 
itors. Says  Michael  McNelley,  a  junk 
bond  manager  at  Caywood-Christian 
Capital  Management  in  San  Diego: 
"It's  certainly  in  his  interest  to  paint 
as  bad  a  picture  as  he  can."  TWA  is 
trying  to  buy  back  much  of  its  $1.2 
billion  of  debt  at  prices  as  low  as  17.5 
cents  on  the  dollar. 

Suppose  you  want  to  reduce  the 


cost  of  the  mortgage  on  your  home. 
You  go  to  your  banker  and  say  you're 
about  to  lose  your  job,  the  roof  is 
leaking  and  you  hear  some  crack  deal- 
ers bought  a  house  down  the  street. 
Would  the  banker  please  reduce  your 
mortgage  payments  by  halt}  Other 
wise  you  might  have  to  default. 

The  banker  would,  of  course,  tell 
you  to  pay  or  lose  the  house. 

Things  aren't  that  simple  in  the 
junk  bond  business.  Yes,  the  bonds 
are  a  lien  on  the  business,  but  exercis- 
ing that  lien  isn't  easy. 

Here's  what  Icahn  told  his  credi- 
tors: If  bondholders  refuse  to  surren- 
der their  claims  at  deep  discounts, 
"TWA  likely  will  file  for  protection 
under  Chapter  1 1  of  the  bankruptcy 
code." 

That  would  throw  the  company 
into  the  courts,  where  the  junk  hold- 
ers might  find  themselves  stranded  for 


years.  Nevertheless,  holders  of  iwa's 
senior  unsecured  bonds  managed  to 
convince  a  federal  judge  to  block 
$670  million  of  the  planned  repur- 
chases of  I"wa's  junior  debentures. 
Rationale:  Insolvency  or  not,  to  pay 
cash  to  junior  bondholders  first 
would  violate  the  terms  of  the  senior 
securities.  The  senior  bondholders 
felt  Icahn  would  be  cleaning  his  bal- 
ance sheet  at  their  expense. 

Whatever  the  merits  of  this  case, 
junk  holders  have  reason  to  be  wary. 
Increasingly,  companies  are  striving 
to  buy  back  their  debt  at  distress 
prices.  In  May  Orion  Pictures — con- 
trolled by  billionaire  John  Kluge — 
simultaneously  announced  write- 
downs totaling  $65  million  and  a 
tender  offer  to  exchange  its  junk 
bonds  for  notes  and  common  stock. 
The  terms  were  so  unappealing  to 
bondholders  that  the  prices  of 
Orion's  junk  bonds  have  dropped  by 
40%  or  more. 

Considering  that  they  can  get  their 
debts  reduced  by  huge  amounts,  can 
you  blame  companies  for  trying?  Let's 
take  a  closeup  look  at  how  things 
worked  for  R.H.  Macy  &  Co.  Late  last 
year  Prescott  Oocker,  manager  of 
Colonial  Group's  $365  million  High 
Yield  Securities  mutual  fund,  began 
getting  calls  from  Wall  Street  bond 
salesmen  asking  if  he  would  sell  his 
14.5%  Macy  subordinated  deben- 
turfcs  for  the  going  price  of  35  cents 
on  the  dollar. 

The  buyers  made  it  sound  as  if  they 
would  be  doing  Crocker  a  favor  by 
taking  the  stuff  off"  his  hands.  Some 
Macy  junk  bonds  were  trading  as  low 
as  9  cents  on  the  dollar.  The  company 
faced  tremendous  fiature  capital  re- 
quirements and  a  crushing  debt  bur- 
den. Crocker  didn't  bite  right  away, 
but  he  was  wary.  In  mid-February, 
when  the  bonds  climbed  to  65  cents, 
Crocker  sold.  Macy's  bonds,  which 
recently  traded  at  80  cents  on  the 
dollar,  are  now  offered  in  the  mid -70s. 

Through  open-market  purchases, 
Macy  could  retire  $506  million  worth 
of  bonds  for  only  $202  million.  Ac- 
counting rules  treat  the  difference 
between  the  bonds'  face  value  and 
actual  cost  as  current  income.  Thus, 
Macy  booked  an  extraordinar\'  after- 
tax gain  of  $  1 1 1  million  for  the  nine 
months  ending  May  4.  In  spite  of 
that,  Macy  reported  a  nearly  $80  mil- 
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lion  loss  for  the  period.  But  here's  the 
icing  on  the  cake.  The  buyback  will 
save  Macy  $78  million  a  year  in  inter- 
est expenses,  starting  immctiiately. 

No  wonder  U.S.  corporations  re- 
tired some  $15  billion  in  high-yield 
debt  last  year,  much  of  that  in  the 
second  half  of  the  vear,  when  the  junk 
bond  market  hit  new  lows. 

Financier  Arthur  Goldberg,  who 
recently  took  control  of  casino  and 
health  club  operator  Bally  Manufac- 
turing, has  been  buying  back  bonds 
on  the  open  market.  Since  he  took 
over,  Bally's  bonds  have  been  climb- 
ing, from  9  cents  to  20  cents,  and  now 
to  50  cents.  With  manv  analysts  still 
questioning  Bally's  abilit)'  to  surxive, 
"Bondholclers  don't  know  whether 
to  hold  for  par,  or  tender  and  wish 
him  luck,"  says  Smith  Barney  high- 
yield  analyst  Eric  Dobbin. 

In  some  cases  bondhokiers  ha\e 
been  better  otY  selling.  Burlington 
Industries  bought  back  $390  million 
worth  of  bonds  at  prices  as  high  as  96 
cents  on  the  dollar;  they  are  now 
trading  at  54  cents. 

A  problem  here  is  that  the  playing 
field  isn't  even:  The  people  who  run 
the  businesses  often  know  more  than 
the  people  who  own  the  bonds. 

However,  bondholders  are  getting 
smarter  and  tougher.  TWa's  bond- 
holders have  been  forceful  in  de- 
manding a  better  deal,  but  they  aren't 
alone.  When  McCaw  Cellular  Com- 
munications offeree!  in  late  Februarx' 
to  exchange  bonds  with  a  $1,000  face 
value  for  a  combination  of  stock  and 
cash  worth  about  $860,  the  response 
was  underwhelming.  By  making  the 
offer,  says  Peter  Currie,  McCaw  chief 
financial  officer,  "the  attention  we 
caused  to  be  paid  to  our  company 
made  people  realize  that  the  bonds 
really  weren't  worth  as  little  as  they 
were  trading  for."  The  McCaw 
bonds,  then  trading  in  the  low  60s, 
are  now  50%  higher. 

Joan  Batchclder,  manager  of  the 
$500  million  Massachusetts  Financial 
High  Income  Trust,  is  one  of  many 
bondholders  frustratcti  with  the  game 
of  chicken.  She  has  sold  bond  issues 
back  to  companies  at  a  discount. 

What  will  happen  when  these  firms 
try  to  tap  the  bond  market  with  a  new 
issue  some  time  in  the  future?  Says 
Batchclder:  "They'd  better  find 
somebody  else."  WM 


A  Tax  Court  decision  on  promoters  of  tax  shelters  has 
scared  the  dickens  out  of  lawyers,  moviemakers, 
architects,  venture  capitalists  and  others  who  use 
partnerships  to  combine  capital  and  talent. 

Contingent 
income  taxation 


Should  tax  shhithr  promoters  who 
got  a  piece  of  their  own  deals  owe 
taxes,  up  front,  based  on  the  projec- 
tions in  their  sales  pitches? 

Or  tr\'  this:  Should  developers,  ven- 
ture capitalists.  Wall  Street  dealsters, 
film  producers  and  others — perhaps 
even  lawyers  and  accountants — pay 
tax  on  a  partnership's  estimated  fu- 
ture profits  as  soon  as  they  join  it? 

These  may  seem  farfetched  ques- 
tions. But  they  have  been  debated 
with  utmost  seriousness  before  the 
Fjghth  Circuit  C-ourt  of  Appeals  in  a 
case  called  Campbell  v.  Commission- 
er. The  case  has  roiled  the  partnership 
bar  and  its  clients.  "It's  so  horrendous 
that  people  were  hoping  that  it  might 
just  fade  away,"  says  Warren  Shine,  a 
partnerships  expert  with  New  York 
law  firm  Opton  Handler. 

Here  are  the  facts  that  created  the 
fiiss.  In  1979  and  1980  Litde  Rock 
developer  William  G.  Campbell  got 
small — 2%  or  less — interests  in  the 
future  profits  of  three  real  estate  limit- 
ed partnerships.  The  interests  were  in 
return  for  setting  up  partnerships  for 
Summa  T.  Group,  a  real  estate  syndi- 
cator.  Campbell  himself  put  up  less 
than  $500  for  the  three. 

Should  Campbell  have  declared  his 
interests  as  income  when  he  got 
them?  Tax  experts  said  no.  The  widely 
accepted  theory  was  that  what  Camp- 
bell got  wasn't  taxable  compensation 
but  rather  an  interest  in  the  fliture 
fortunes  of  the  partnerships  that  would 
be  valued — and  recognized — when 
any  profits  or  losses  were  realized.  This 
interpretation  was  even  buttressed  by 
an  IRS  statement  declaring  that  the 
goxernment  wouldn't  rely  on  an  earli- 
er holding  (Sol  Diamond  v.  Commis- 
sioner,   1971)    that    such    interests 


might  be  taxable  immediately. 

Despite  all  that.  Tax  Court  Judge 
Irene  Scott  held  that  Campbell  owed 
tax  up  front  on  the  present  value  of  his 
future  benefits.  FLven  worse,  she  ruled 
that  the  amount  of  tax  would  be 
determined  by  the  earnings  projec- 
tions in  sales  documents  handed  out 
by  the  shelter  promoters.  On  the  basis 
of  that  calculation,  Judge  Scott  decid- 
ed Campbell  owed  back  taxes  on 
$58,000,  plus  interest. 

And  what  if  the  sales  brochure's 
projections  proved  too  optimistic — as 
indeed  they  did?  Too  bad.  Campbell 
owed  the  tax  up  front  anyway.  He 
would  then  add  the  $58,000  to  his 
basis  in  the  investment,  which  in  turn 
would  offset  gains  or  add  to  losses 
when  the  deal  wound  up. 

In  efi'ect.  Judge  Scott  ruled  as  fol- 
lows: Never  mind  if  the  fijture  profits 
interest  can't  be  valued  exactly;  just 
do  your  best  and  pay  the  tax  right 
away.  This  is  what  would  happen  if 
your  boss  paid  you  with  a  Picasso 
print  or  stock  in  a  private  company.  In 
both  cases  the  compensation  would 
be  difficult  to  value,  but  still  taxable. 

Judge  Scott's  decision  is  obviously 
a  problem  for  some  tax  shelter  pro- 
moters who  took  pieces  of  their  own 
deals  and  are  now  on  the  hook  for 
huge  amounts  of  back  taxes,  includ- 
ing, apparently.  Prudential  Securities, 
which  declines  to  comment.  But  it 
could  affect  partnerships  far  removed 
from  what's  left  of  the  shelter  game. 
Says  William  Weigel,  a  partner  at  New 
York  law  firm  Davis  Polk  &  Wardwell: 
"It  calls  into  question  any  arrange- 
ment where  a  partner  contributes  ser- 
vices in  exchange  for  an  interest." 

On  Wall  Street,  for  example,  the 
Campbell  decision,  if  upheld,  would 
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"The  whole  car  is 
^.     riding  on  what  I  do." 

Joe  Mack,  Underbody  Assembly. 
Ford  Employee  for  18  years.       I 


Profile  in  Quality 
#25:  Care 

Joe  Mack  cares 
about  every  aspect    \ 
of  his  job.  Because       i 
he  knows  that  eveit     I 
though  you  can't    \     I 
see  his  work,  it's      |     i 
absolutely  essential  to 
the  quality  of  your  car. 

Joe  is  one 
ofover366,0Q0 
Ford  people 
worldwide  who 
are  committed  to    ^  >4 
making  quoijty 
Jobl.       f 


Oui^goal  is  to  build 
the  highest  quality 
cars  and  trucks  ^____ 
in  the  world.    ('"^^, 


■il. 


^^ 


wd 


BinUe  up—  Together  we  can  save  U¥es. 


FORD,  MERCURY  LINCOLN,  FORD  TRUCKS  ^"--  _     , 

Always  insist  on  genuine  ford  Motor  Coiripany  loHisifiti  repair  partf. 


TAXING  MAnERS 


be  a  serious  obstacle  to  a  typical  ven- 
ture capital  fund  in  which  the  deal- 
makers  put  in  their  expertise  and  the 
limited  partners  put  in  $20  million. 
Later  the  two  split  the  profits  20/80 
after  the  limited  partners  earn  a  speci- 
fied return.  On  Main  Street,  the 
Campbell  ruling  might  mean  that  an 
architect  who  takes  a  piece  of  a  build- 
ing in  return  for  designing  it  must  pay 
taxes  now  on  income  that  won't  be 
seen  for  years. 

In  Holh'wood,  independent  pro- 
ducers typically  team  up  with  finan- 
cial backers  and  share  whatever  prof- 
its a  film  might  earn.  The  new  ruling 
promises  to  complicate,  if  not  elimi- 
nate, that  kind  of  moviemaking.  In 
fact,  a  general  partner  in  several  deals 
to  make  movies  has  been  taxed  up 
front  on  interests  that  it  received  in 
return  for  ser\'ices.  In  the  case  (Mark 
IV  Pictures  v.  Commissioner),  the 
judge  cited  the  Campbell  case  as 
precedent. 

Some  wonder  if  the  Campbell  deci- 
sion could  even  affect  service  partner- 
ships like  law  and  accounting  firms. 
After  all,  partners  contribute  their 
services  in  return  for  a  profits  interest. 
"As  written,  the  Tax  Court  decision 
was  so  broad  that  it  could  even  cover 
new  partners  of  my  firm,"  says  R. 


Imagine:  An  investment 
banker  makes  partner  at 
Goldman,  Sachs  and  gets 
a  tax  bill  for  several 
million  dollars  because 
the  promotion  is  all  but 
certain  to  yield  him  a 
large  income  someday. 
Ridiculous,  perhaps,  but 
possible  under  Campbell. 


Donald  Turlington  of  New  York's 
Brown  &  Wood.  Turlington  gave  the 
original  no-taxes-due  opinion  to 
Campbell,  and  argued  the  case  before 
the  appeals  court.  Expert  opinion  is 
divided  on  the  issue. 

Imagine:  An  investment  banker 
makes  partner  at  Goldman,  Sachs  and 
gets  a  tax  bill  for  several  million  dol- 
lars because  the  promotion  is  all  but 
certain  to  yield  him  a  large  income 
someday.  Ridiculous,  perhaps,  but 
possible  under  Campbell. 

Curiously,  the  government  seems 
ambivalent  about  its  victor)"  in  this 
case.  Trcasurx'  ofTicial  Robert  Woot- 
ton  likens  the  decision  to  "an  ugly- 
looking  thing  under  the  [Christmas] 
tree.  Is  this  a  gift  the  IRS  wants  to  take 
home.^"  One  reason  for  the  ambiva- 
lence: If  the  IRS  runs  with  this  deci- 
sion, it  must  figure  the  value  of  this  or 
that  future  profit  interest  received  as 
compensation.  That  in  turn  calls  for 


computers,  expert  witnesses  and  lots 
of  time — just  the  kind  of  thing  the 
taxmen  are  trying  to  get  away  from  in 
other  areas  such  as  intangible  assets. 
Says  Jerry  Williford,  a  tax  expert  with 
CPAs  Grant,  Thornton:  "The  Service 
needs  another  valuation  question  like 
a  hole  in  the  head." 

So  the  Justice  Department  is  de- 
fending the  Tax  Court  decision — but 
not  too  expansively.  The  iRS'  position 
is  that  Campbell's  interests  were  tax- 
able, but  only  because  he  received 
them  for  work  done  as  an  employee 
of  a  corporation,  not  as  a  partner  in  a 
partnership.  If  this  reasoning  is 
adopted  by  the  appeals  court,  part- 
nerships should  be  able  to  work 
around  the  decision.  But  the  court 
can  do  as  it  pleases,  ancH  it  could  rule 
that  a  partner's  interest  in  fijture  in- 
come is  taxable  when  the  interest  is 
awarded.  A  lot  of  anxious  eyes  are 
watching  this  one.  -L.S.  ^M 


80 


When 
CompaniesTadde 

Major  Projects, 

Ihteifflaph 

Is  Usually 
Somewhere  In 

I       The  Picture. 


In  Fact,\^  Arc 


NASA  designed  this  docking  mechanism  for  the  Space 
Station  using  an  Intei^^rajih  system. 


Milivaukee  Electric  Tool  optimized  the  engineering  design 
for  its  new  Super  Sawzall  "  on  an  Intergraph  system. 


Intergraph 's  ModelView  application  helps  Japan's  Takcnaka 
Corporation  visualize  building  designs. 


For  more  than  20  years  now,  Inteigraph  has  helped 
organizations  of  every  kind  see  something  quite 
remarkable  take  shape  before  their  eyes: 

The  future.  Created  by  skilled  people  working 
together  in  groups  supported  by  sophisticated  computer 
graphics  systems. 

It  may  be  the  latest  version  of  a  company's  flag- 
ship product  or  one  never  before  envisioned . . .  design 
ing  a  major  transportation  system  or  rebuilding  a  vast 


Wellcrajt  Marine  created  a  unique  new  pleasure  craft  — 
the  Genesis  — with  Intergraph  mechanical  design  tools. 


power  supply  facility  destroyed  by  hurricane  or  devas- 
tated by  war ...  an  architecturally  significant  building 
or  an  entirely  new  city 

Indeed,  whenever  oiganizations  are  involved  in 
projects  whose  success  depends  upon  the  ability  of 
designers,  developers  and  engineers  to  visualize  solu- 
tions, Intergraph  is  likely  to  be  there. 

We're  one  of  the  largest  suppliers  of  interactive  com- 
puter graphics  solutions.  We  offer  the  world's  broadest 


)  1991,  Inlergraph  Coiporalion,  Hunlsville.  AL  SSSg-l-OOOl  Inlergraph  is  a  cegislered  Irademark  and  Euecywhece  You  Look  is  a  Kademark  ol  Inlergraph  Cuipwalion  Rand  McNally  dala  courtesy  ol  Rand  McNally  &  Co  ,  ©  1991  NASA  image 


oThe  Picture. 


Kvaerner  Engineering  of  Oslo,  Norway  used  Intemraph's  Plant 
Design  System  to  engineer  the  Draugen  oil  platforms. 


Intergraph 's  map  publishing  system  helps  Rand  McNally 
automate  road  map  production. 


portfolio  of  integrated  applications  —  from  engineering 
to  manufacturing,  plant  design  to  cartography,  dispatch 
management  to  publishing  and  everything  in  between. 
And  since  our  workstations,  systems  software  and 
networking  tools  all  work  together,  they  broaden  our 
customers'  capabilities,  help  shorten  their  production 
cycles  and  strengthen  their  competitive  positions. 

Is  there  any  wonder  why  Intergraph  is  consistently 
rated  #1  in  customer  satisfaction?  Or  why  our  annual 


The  Kuwaiti  Government  and  the  Corps  of  Engineers  use  data 
compiled  on  Intei-graph  systems  for  Kuwait  reconstruction. 


Intergraph  uses  its  own  software  to  design  new  products 
with  human  factors  in  mind. 

revenues  exceed  $1  billion? 

To  find  out  how  your  company  can  benefit  from  the 
advantages  we  offer  —  from  microCAD  on  PCs  to 
sophisticated  systems  solutions  —  phone  us  toll-free  in 
the  U.S.  at  800-826  3515.  In  Canada,  call  403-250-6100. 
We'll  make  sure  you  get  the  picture. 

INTERGRAPH 

Everywhere  you  look. 


courtesy  ol  NASA/Matstiall  Space  Flighl  Center,  Mechanical  Syslems  Developmenl  Branch  Satellite  view  ol  Kuwait  provider)  by  SPOT  Image  Corporation,  ©  1991  CNES  All  product  names  are  trademarks,  ol  their  respective  maniilaclurei' 
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The  mother  of  all  farm  cooperatives,  Nokyo 
is  supposed  to  help  Japan's  farmers.  Why,  then, 
is  it  so  hard  to  make  a  living  as  a  farmer? 

Bullies  on 
the  farm 


By  Gale  Eisenstodt 

With  all  thk  protection  their  gov- 
ernment affords  against  imported 
foodstuffs,  Japan's  agricultural  sector 
must  be  the  world's  most  prosperous. 
Think  again.  In  the  past  15  years  the 
number  of  farm  households  that  earn 
the  majorit}'  of  their  income  from 
farming  has  declined  by  40%,  to 
around  1  million.  Fewer  farmers 
hasn't  always  meant  richer  farmers : 
Full-time  farming  families  earn 
$24,000  a  year  from  agriculture;  ad- 
justing for  inflation,  that's  less  than 
what  they  earned  ten  years  ago.  ( Land 
appreciation,  of  course,  encourages 
them  to  hang  on.) 

Yet  food  prices,  especially  rice,  beef 
and  milk,  remain  astoundingly  high. 
A  Japanese  family  pays  over  25%  of  its 
disposable  income  for  food,  \'ersus 
the  17%  spent  by  an  American  family. 

How  is  it  that  protectionism  keeps 
Japanese  food  prices  high,  but  Japa- 
nese farmers  have  a  hard  time  making 
a  living  farming?  Part  of  the  answer  is  a 
vast  institution  known  as  Nokyo.  And 
we  mean  vast:  With  assets  of  $447 
billion,  Nokyo's  3,688  local  coopera- 
tives are  involved  in  finance,  distribu- 
tion and  social  activities  that  reach 
deeply  into  every  farming  community 
in  Japan.  This  organization  is  bad 
news  for  an\'  foreigner  who  wants  to 
do  business  with  the  farm  sector. 

Norinchukin,  the  co-op's  principal 
bank,  has  assets  of  $260  billion,  more 
than  Citicorp,  and  is  the  largest  sup- 
plier of  funds  to  Japan's  short-term 
money  markets.  Yet  another  Nokyo 
arm  is  a  huge  Japanese  insurer,  with 
$2.2  trillion  of  coverage  in  force — 
double  that  of  Metropolitan  Life. 

These  days  Nokyo  is  putting  its 
considerable   muscle   into  the   fight 
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against  opening  the  Japanese  rice 
market  to  imports.  Nokyo  controls 
95%  of  Japan's  rice  crop.  Such  is 
Nokyo's  influence  among  politicians 
that  the  rice  market  will  probably,  at 
best,  open  a  crack. 

By  supplying  farmers  with  seed, 
pesticides,  fertilizers  and  other  equip- 
ment, and  by  marketing  the  farmers' 
crops,  Nokyo  is  supposed  to  help 
Japanese  farmers.  Sometimes  it  does. 
But  often  it  charges  exorbitant  prices. 

As  the  number  of  farmers  has 
plunged,  the  number  of  employees 
working  for  Nokyo  has  swelled  to 
380,000.  There  is  now  one  Nokyo 
worker  for  even,'  three  "real"  farm 
households,  versus  one  for  every  six  in 
1975.  Says  Tasuku  Kanesaka,  who 
manages  a  giant  rice  field  in  Chiba 
Prefecture:  "Nokyo  is  a  socialist  orga- 
nization more  interested  in  its  own 
surx'ival  than  in  helping  farmers." 
Agrees  Tadashi  Kurose,  48,  a  rice 
farmer  with  40  acres  in  Akita  Prefec- 
ture: "Nokyo  and  protectionism  are 
destroying  Japanese  agriculture." 

Crucial  to  the  surx'ival  of  the  Nokyo 
bureaucracy  is  its  ability  to  charge 
Japanese  farmers  some  of  the  world's 
highest  prices  for  fertilizer,  feed,  pes- 
ticides and  other  agricultural  inputs. 
Farmers  say  Nokyo's  prices  are  some- 
times up  to  30%  higher  than  those  of 
Japanese  private  companies,  which  in 
turn  are  generally  much  higher  than 
what  U.S.  companies  would  charge. 

One  reason  for  the  markup  is  No- 
kyo's daisy-chain  distribution  system. 
Consider  fertilizer,  a  market  90%  con- 
trolled by  Nokyo.  Nokyo's  national 
distribution  arm,  Zen-noh,  imports 
most  of  the  raw  materials,  sells  them 
to  fertilizer  producers  and  buys  back 
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the  finished  product.  Zen-noh  then 
marks  up  the  fertilizer  and  sells  it  to 
the  Keizairen,  a  prefectural  level  dis- 
tribution arm.  The  Keizairen  then 
sells  the  product — at  a  markup — to 
the  local  Nokyo  co-op,  which  marks  it 
up  yet  again  and  sells  it  to  the  farmer. 
Each  markup  helps  keep  those 
380,000  Nokyo  workers  employed. 

Why  aren't  Japanese  and  foreign 
firms  rushing  to  compete  with  No- 
kyo? Because  Nokyo's  power  runs 
deep  within  the  farming  communi- 
ties. Nokyo  ofTices  are  where  the 
farmer  might  get  his  loan,  where  he 
might  buy  his  insurance  and  even 
where  he  might  hold  his  wedding 
receptions.  The  farmer  can  purchase  a 
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car  through  Nokyo  and  fill  up  the  gas 
tank  at  the  Nokyo-owned  station. 
Against  such  pervasive  influence,  few 
farmers  dare  buy  from  a  Nokyo  com- 
petitor. Says  rice  farmer  Kurose: 
"When  you  live  in  a  small  town,  you 
figure  you  will  lose  more  socially 
bucking  the  system  than  you  will  gain 
in  financial  terms." 

Cargill,  the  U.S.  agribusiness  giant, 
found  this  out  the  hard  way.  It  took 
two  years — and  help  from  the  U.S. 
trade  representative — to  get  permis- 
sion to  open  a  Japanese  feed  mill  and 
fertilizer  plant  whose  products  sold 
for  roughly  20%  below  that  charged 
by  Nokyo's  local  cooperatives.  But 
once  it  was  in  business,  sources  say 


Tasuku  Kanesaka,  farm  manager 
"Nokyo  is  a  socialist  orga- 
nization more  interested  in 
its  own  survival." 


Nokyo  agents  followed  Cargill  trucks 
on  their  routes  to  pressure  buyers  to 
turn  elsewhere.  (Nokyo  empire  offi- 
cials deny  this.) 

Another  example:  Zen-noh  con- 
trols some  60%  of  the  farm  market  for 
cardboard  boxes.  Last  year  Japan's 
largely  toothless  Fair  Trade  Commis- 
sion went  after  Zen-noh  for  trying  to 
prevent  Japanese  cardboard  box  man- 
ufacturers from  selling  directly  to  re- 
gional co-ops  at  cheaper  prices. 

Conversely,     manufacturers     that 


play  along  with  Nokyo  have  done 
well.  Yoshimasa  Kajiura,  a  retired  Ncj- 
kyo  executive,  recalls  that  Zen  noh 
paid  high  prices  for  fertilizer  and  ma- 
chinery in  exchange  for  the  manufac- 
turers' promise  not  to  compete  with 
Zen-noh.  "These  companies  see  Zen- 
noh  as  a  great  deal,"  says  Kajiura,  now 
80.  "There  is  no  risk  and  they  can 
make  decent  profits."  At  the  expense, 
of  course,  of  the  farmers.  Zen-noh 
fimctionaries,  naturally,  deny  any 
wrongdoing  and  claim  they  are  trying 
to  get  the  best  value  for  farmers. 

As  long  as  Nokyo's  lobbyists  can 
convince  the  government  to  keep  for- 
eign food  imports  to  a  minimum  and 
Japanese  farm  prices  high,  Japan's 
farmers  can  shift:  most  of  the  tribute 
they  pay  to  Nokyo  back  onto  Japan's 
consumers.  The  farmers  don't  get 
rich  this  way,  but  at  least  they  usually 
don't  go  broke.  And  Nokyo  can  con- 
tinue to  pad  its  bloated  payroll. 

How  much  longer  can  this  go  on.^ 
The  recent  turmoil  in  Japan's  stock 
market  (caused  by  disclosures  that  big 
brokerage  houses  were  making  good 
their  big  customers'  trading  losses) 
may  encourage  consumers  to  take  a 
more  skeptical  look  at  the  establish- 
ment. The  vestiges  of  the  regulated 
Japanese  economy  are  giving  way.  As 
they  give  way,  so  will  Nokyo's  power. 

Thus,  for  example,  some  Nokyo 
officials  seem  as  much  disturbed  by 
the  deregulation  of  deposit  interest 
rates  as  by  the  prospect  of  an  open  rice 
market.  Why.>  Nokyo  makes  a  lot  of  its 
profits  from  its  banking  and  insurance 
operations.  A  484-page  report  issued 
by  Japan's  Management  &  Coordina- 
tion Agency  in  1988  said  Nokyo 
failed  in  its  duty  to  give  technical 
support  to  farmers  and  was  too  busy 
pushing  loans  and  insurance  policies. 

In  an  effort  to  appear  to  be  stepping 
into  the  20th  century,  Nokyo's  top 
brass  has  drawn  up  ambitious  plans  to 
streamline  operations  and  merge  local 
cooperatives.  This  no  doubt  will  low- 
er overall  operating  costs,  but  the 
main  goal  seems  to  be  beefing  up 
Nokyo's  banking  business.  Says  a  dis- 
gmntled  Nokyo  employee  in  Chiba, 
"This  restructuring  has  more  to  do 
with  trying  to  keep  Nokyo  jobs  than 
with  helping  farmers." 

Japan,  in  short,  has  problems  with 
its  bureaucracies  every  bit  as  serious  as 
ours.  HI 
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Once  a  laggard  among  airlines,  Italy's 
Alitalia  is  now  up  among  the  best. 
Take  a  bow,  Giovanni  Bisignani. 

Italy's  flying 
banker 


By  James  Cook 

Giovanni  Bisignani,  44,  isn't  your 
typical  airlines  boss.  A  Roman- born. 
Harvard-trained,  finance  man  who 
spent  three  years  working  for  C>iti 
bank  in  New  York  in  the  1970s,  Bisi- 
gnani is  now  the  boss  of  Itah's  gov- 
ernment-controlled Alitalia  Group. 

As  such,  he  has  done  an 
outstanding  job  of  turning 
around  what  was  once  a 
basket  case  of  an  airline. 
Ranking  fourth  among 
Europe's  airlines,  Alitalia's 
costs  were  high  and  head- 
ing higher,  and  it  was  all  too 
regularly  being  closeci 
down  by  strikes.  By  1989,  a 
year  when  the  rest  of  the 
industrv'  did  well,  Alitalia 
was  headed  for  a  sickening 
$180  million  loss. 

Bisignani  came  aboard 
from  the  Istituto  per  la  Ri- 
costruzione  Industriale, 
the  agency  that  oversees 
many  of  the  Italian  govern-  ^^^M 
ment's  grab  bag  of  busi- 
nesses. His  objective:  make  the  airline 
profitable.  "When  I  arrived,"  he  says, 
"the  business  was  changing,  but  we 
had  the  idea  we  could  stop  the  evolu- 
tion of  the  world." 

Bisignani's  first  problem  was  tack- 
ling Alitalia's  notoriously  strike- 
prone  trade  unions.  Not  only  was  the 
payroll  bloated,  but  the  employees 
tended  to  treat  passengers  cavalierly. 
"Look,"  Bisignani  told  the  unions, 
"we  are  the  only  company  with  red 
numbers,  so  we  have  to  change." 
Alitalia's  pilots,  for  example,  were  fly- 
ing only  420  hours  a  year,  versus  a 
European  average  of  520  hours.  On 
the  other  hand,  those  pilots  were  paid 


less  than  the  European  average.  Bisi- 
gnani ofl'ered  higher  pay  in  exchange 
for  dramatic  increases  in  productivity. 
If  the  unions  got  nast\'?  Bisignani 
could  remind  them  that  deregulation 
was  coming  to  Europe,  and  that  Alita- 
lia would  soon  no  longer  have  a  pro- 


Giovanni  Bisignani,  Alitalia  managing  director 

For  a  common  market,  you  need  a  common  set  of  rules. 


tected  domestic  position.  The  unions 
got  the  point;  the  workers  got  raises. 
Alitalia  got  a  long-overdue  increase  in 
productivity — a  12%  gain  in  a  single 
year.  Despite  improved  productivity, 
Bisignani  could  maintain  a  no-layoft 
policy  because  the  market  was  grow- 
ing rapidly.  In  Europe  passenger  traf- 
fic is  growing  6%  a  year,  versus  2%  in 
the  U.S.,  and  likely  to  keep  growing. 
To  handle  the  growing  traftic,  Bi- 
signani acquired  $5  billion  in  new 
aircraft.  Between  1988  and  1990  Ali- 
talia's market  share  went  up  22%  in 
both  the  Far  East  and  North  America, 
41%  in  Europe.  With  new  planes  and 
better  labor  relations,  Alitalia's  on- 


time  performance  hit  nearly  80%  last 
year,  highest  in  the  European  Com- 
munit)'.  "The  takeoff  of  a 
plane,"  Bisignani  says,  with  a  grin,  "is 
like  selling  ice  cream.  If  it  leaves  15 
minutes  late,  it's  a  different  product." 
Deregulation  is  coming  to  Europe, 
but  it  isn't  there  yet.  "Europe  is  an  old 
lady  that  moves  step  by  step,"  Bisi- 
gnani says.  In  theory,  any  airline  can 
now  fly  anyAvhere  in  the  European 
Community.  In  fact,  landing  slots  are 
hard  to  come  by  in  major  markets  like 
London,  Frankfurt  and  Milan.  Each 
country  has  its  own  traffic  control 
system — you  pass  through  four  differ- 
ent systems  flying  from  London  to 
Rome.  Result:  Europe's  airports  can't 
handle  anything  like  the  traffic  those 
in  the  U.S.  do.  In  the  U.S.,  a  plane 
takes  ort'every  45  seconds;  in  Fairope, 
every  two  or  three  minutes.  That  will 
change,  but  it  will  take  time. 

Alitalia  has  other  problems  typical 
of  Italy.  Take  the  value- 
"■"^^ '  added  tax  on  domestic 
fares.  In  Italy,  that  runs  to 
19%,  versus  4%  in  Germany 
and  elsewhere,  zero  in  Brit- 
ain. To  compete,  Alitalia 
has  to  absorb  most  of  the 
difierence,  and  last  year  that 
cost  it  roughly  $160  mil- 
lion, which  more  than  ac- 
counted for  last  year's  loss 
of  $80  million. 

Alitalia,  dominant  carrier 
in  the  Middle  East,  was 
hard  hit  by  the  Gulf  war.  Its 
international  traffic  fell  25% 
through  March.  "Rome  is 
the  gateway  to  the  Middle 
East,  and  the  planes  just 
stopped  flying." 
Since  then,  Alitalia's  traffic  turn- 
around has  been  the  fastest  in  the 
business.  "We've  got  a  solid  base  for 
very  great  recovery  in  1992,"  Bisi- 
gnani says.  He  says  he  is  not  the  least 
afraid  of  competing  with  other  air- 
lines, but  he  does  worry  that  the  Kc:  is 
not  paying  enough  attention  to  air- 
line policy.  "If  we're  going  to  have 
one  market,"  he  says,  "we've  got  to 
have  one  set  of  rules  for  the  game." 
The  tax  policy  is  one  problem.  Anoth- 
er is  aircraft  control,  and  deregulation 
of  domestic  operations  is  another.  As 
Bisignani  well  knows,  the  Continent 
still  has  a  good  way  to  go  before  it  can 
claim  real  economic  integration.    IH 
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Facing  the  Global  Challenge 

How  the  United  States  and  Korea  Can 
Cooperate  in  World  Markets 


What  is  the  global  challenge?  For  most  business  people,  it 
means  that  they  must  compete  with  more  and  more  prod- 
ucts at  home  and  abroad.  Understanding  this  new  market 
and  ways  to  survive  in  it  requires  careful  analysis. 


First,  it  is  a  global  market  for  con- 
sumer and  capital  goods.  Names 
like  Coca-Cola  and  IBM  make  the 
point.  New  names  are  appear- 
ing— Samsung,  Goldstar,  Ssangyong, 
Korean  Air  and  Hyundai  from  Korea 
have  aU  become  familiar.  It  is  also  a 
global  market  for  capital.  Management, 
too,  has  become  global,  as  executives 
are  transferred  across  borders  and  as 
companies  hire  more  foreign  nationals 
to  run  their  overseas  activities.  Labor 
also  competes  in  a  global  market:  People 
are  able  to  move  more  freely  between 
countries,  and  manufacturing  migrates 
to  nations  with  lower  labor  costs. 


.1 


Continued  changes  in  the  global 
market  pose  challenges  to  both  Korea 
and  the  United  States.  Differences  in 
their  circumstances  create  opportunities 
for  them  to  cooperate  in  responding. 

Korea's  challenge  is  that  it  must 
continue  to  grow  rapidly  in  order  to 
provide  the  living  standards  Koreans 
have  come  to  expect.  Wages  have  been 
rising  fast  for  so  many  years  now  that 
its  days  as  a  low-wage  manufacturer  are 
about  over.  Korea  is  phasing  out  the 
labor-intensive  products  like  clothing 
and  footwear  that  accounted  for  much 
of  its  early  growth. 

Korea  also  finds  itself  competing 

—    By  John  T.  Bennett    


with  c(,imtries  that  produce  high-tech- 
nolf^^tv  products.  In  the  past  it  was  easy 
to  at  quire  simple  foreign  technology  to 
impu.ve  its  products.  Now,  however, 
Korea  has  moved  so  far  upscale  that  it 
needs  much  more  advanced  technology 
to  take  the  next  steps  in  its  industrial 
development.  But  the  foreign  owners  of 
technology  often  charge  more  than 
they  used  to  or  are  even  unwilling  to 
sell  the  technology  on  any  terms.  This 
phenomenon  is  best  seen  in  consumer 
electronics,  Korea's  largest  export. 

The  U.S.  also  faces  competition 
from  low-wage  countries  as  weU  as 
high-technology  countries,  Japan  in 
particular.  Initially,  most  companies 
responded  to  rising  competition  by 
outsourcing  based  on  low  wages.  As 
time  passed,  however,  the  challenge 
became  less  a  matter  of  price  and 
more  of  quality  and  design,  based  on 
rapid,  successive  innovations.  Thus  the 
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By  Ambassador  Donald  P.  Gregg 

The  past  year  has  witnessed  unprecedented 
changes  on  the  Korean  peninsula.  In  quick 
succession,  South  Korea  has  established 
diplomatic  relations  with  the  Soviet  Union  and 
opened  a  trade  office  in  China.  Even  long-frigid 
relations  between  North  and  South  Korea  saw 
Sonne  easing  as  Prime  Ministerial  talks  led  to 
increased  cultural  and  sporting  exchanges.  Nearly 
40  years  after  the  end  of  the  Korean  War,  we  can 
at  last  look  forward  to  both  North  and  South 
entering  the  United  Nations  this  fall. 

The  former  communist  bloc  now  seeks  to 
emulate  South  Korea's  economic  achievements. 
The  stagnant  economy  in  the  North  stands  in  stark 
contrast  to  the  dynamism  of  the  South,  demon- 
strating for  all  the  advantages  of  an  economy 
based  on  market  forces  and  tied  to  the  world  trad- 
ing system. 

Living  in  Korea  today,  I  find  hardly  a  trace  of 
the  Korea  I  first  experienced  in  1968.  At  that  time, 
per  capita  GNP  stood  at  only  US$400  and  GNP  at 
US$13  billion.  Total  trade  between  our  two  coun- 
tries was  miniscule.  Korean  economists  were  pre- 
occupied with  questions  of  how  to  build  an  econo- 
my that  could  supply  the  most  basic  needs  of  its 
people.  Today,  Korea  is  the  world's  fifteenth- 
largest  economy,  the  twelfth -largest  trading  nation 
and  the  United  States'  seventh-largest  trading 
partner.  Total  U.S. -Korean  trade  is  approaching 
US$40  billion. 

With  Korea's  phenomenal  economic  success, 
our  bilateral  economic  partnership  is  evolving  into  a 
true  economic  partnership,  providing  enormous 
benefits  to  both  our  nations.  Opportunities  for  the 
future  abound.  Technology  and  research  partner- 
ships have  tremendous  potential  for  U.S.  and 
Korean  firms.  The  U.S.  is  Korea's  technological 
partner  of  choice;  Korea  offers  well-established 
world-class  firms  and  a  huge  pool  of  university- 
educated  researchers.  The  development  of  the  sur- 
rounding region  in  Northeast  Asia  is  another 
promising  area  for  U.S.  and  Korean  corporate 
cooperation. 


Ambassador  Gregg  with  Forbes  Publisher 
Caspar  W.  Weinberger 

It  is  true  that  we  have  experienced  some  well- 
publicized  "bumps  in  the  road"  as  we  move  toward 
this  economic  partnership.  Will  Korea  and  the  U.S. 
have  economic  differences  in  the  future?  Assuredly. 
But  I  am  convinced  that  the  economic  relationship 
will  continue  to  grow  and  to  deepen,  and  that  we 
will  work  together  to  manage  those  differences.  My 
vision  of  the  future  is  a  very  positive  one. 

To  continue  its  almost  unparalleled  record  of 
economic  development  and  growth,  the  Republic 
of  Korea  is  taking  steps  to  liberalize  its  economy. 
South  Koreans,  I  believe,  recognize  the  need  to 
open  trade  and  financial  markets,  to  take  the 
maximum  advantage  of  the  current  GATT 
Uruguay  Round  negotiations  to  strengthen  the 
international  trading  system,  and  to  support  new 
initiatives  such  as  APEC  (Asia  Pacific  Economic 
Cooperation)  to  find  imaginative  answers  to  the 
challenges  of  the  future. 

To  our  Korean  friends,  I  would  say  that  the 
U.S.  admires  your  achievements  and  your  industh- 
ousness.  We  welcome  your  participation  in  interna- 
tional markets  and  want  to  work  with  you. 

To  U.S.  firms,  I  would  encourage  you  to  pur- 
sue aggressively  new  opportunities  in  the  dynamic 
Korean  economy.  My  staff  and  I  stand  ready  to 
assist  you  in  any  way  possible. 


ADVERTISEMENT  3 


Facing  the  Global  Challenge 


evolution  of  both  American  and  Kore- 
an manufacturing  strengths  make 
them  appropriate  partners.  Samsung, 
for  one,  identifies  technology  and  glob- 
al marketing  as  the  two  greatest  defi- 
ciencies facing  Korean  companies,  for 
which  it  looks  to  alliances  with  U.S. 
companies.  Goldstar  has  just  invested 
in  Zenith  in  order  to  develop  techno- 
logy jointly. 

Korea's  Emergence  as  a 
Global  Competitor 

To  understand  how  to  work  effec- 
tively with  Korean  companies, 
Americans  need  to  be  aware  of 
how  far  Korea  has  come  and  how  it  has 
achieved  its  success.  Korea's  real  out- 
put has  risen  every  year  but  two  since 
the  Korean  War  ended  in  1953.  Since 
1962,  when  reconstruction  of  the  war 
damage  was  completed,  its  growth  has 
averaged  9%  a  year,  one  of  the  world's 
fastest  growth  rates. 


eratively  with  the  private  sector,  so 
that  they  are  consistent  in  terms  of 
employment,  growth,  exports,  imports, 
investment  and  financing.  The  compa- 
ny plans  must  provide  enough  growth 
to  maintain  full  employment  and  rising 
incomes  or  the  drafts  are  sent  back  to 
government  agencies  and  the  compa- 
nies for  revision. 

In  the  past,  the  government  used 
a  variety  of  means  to  get  companies  to 
enter  desired  fields  of  activity,  includ- 
ing approvals  necessary  to  enter  busi- 
ness lines,  tax  breaks  and  access  to 
foreign  and  domestic  capital.  Such 
intervention  has  become  less  accept- 
able in  recent  years.  The  economy  is 
much  larger  and  more  complex,  involv- 
ing high  technology  and  business  judg- 
ments about  future  trends.  Requiring 
government  approval  to  enter  business 
lines  is  no  longer  legitimate  at  home  or 
internationally. 

The  old  verities  of  Korean  growth 
nevertheless  remain:  Korea  needs  to 
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Korea's  econonuc  growth  has  fol- 
lowed a  pattern,  embodied  in  Five- Year 
Development  Plans,  the  seventh  of 
which  will  cover  1992-96.  The  five-year 
plans  are  modified  by  annual  plans, 
which  adjust  the  five-year  targets  and 
strategy  to  fit  the  current  outlook. 

These  plans  are  developed  coop- 


export  to  pay  for  its 
imports.  Importing 
is  essential, 
because  the  coun- 
try has  too  many  people  for  its  scant 
natural  resources.  Moreover,  it  can 
only  prosper  by  acquiring  improved 
technology  and  training  workers  to 
master  it.  Thus,  the  traditional  empha- 
sis on  saving,  investing,  exporting,  edu- 
cation and  training  is  logical,  as  is  the 
newer  emphasis  on  technology. 


Changing  Corporate 
Strategies 

While  government  strategy  has 
been  evolving,  so  has  com- 
pany strategy.  For  most  of  the 
last  30  years,  companies  had  to  work 
closely  with  the  government.  Now  they 
need  to  look  to  themselves  or  else- 
where for  help. 

Relationships  with  foreign  compa- 
nies have  taken  several  forms.  Most 
observers  have  focused  on  joint  ven- 
tures, but  direct  foreign  investment  in 
Korea,  either  wholly  owned  or  in  joint 
ventures,  has  been  relatively  unim- 
portant. Koreans  are  sensitive  about 
foreign  control  and  found  an  alterna- 
tive in  contract  manufacturing 
arrangements.  These  evolved  first 
with  retailers  in  the  U.S.,  like  Sears, 
which  found  Korean  companies  that 
were  reliable,  high-volume  manufac- 
turers of  clothing  and  shoes.  Contract 
manufacturing  later  expanded  to  new 
fields  such  as  consumer  electronics 
and  to  original  equipment  manufac- 
turers, including  Hewlett-Packard  and 
General  Electric,  as  well  as  retailers. 

Korean  companies  have  also 
sought  to  work  on  their  own,  buying 
technology  abroad  to  stay  competitive. 
But  the  most  successful  have  always 
had  an  alliance — a  joint  venture  or  a 
contract  manufacturing  relationship 
with  a  foreign  company — as  the  means 
to  acquire  advanced  technology  and  to 
help  them  enter  a  new  market.  This  has 
proven  attractive  to  American  compa- 
nies, which  take  advantage  of  Korea's 
lower-cost  production  capability  and  its 
access  to  Asian  markets. 

Company  strategy  has  also 
increasingly  included  investment 
abroad.  Samsung,  for  example,  has 
invested  $100  million  in  the  U.S., 
employing  1,300  people  in  marketing, 
manufacturing  and  research  and  devel- 


r>^' 


V'l." 


'jj^tir^i 


The  few  blue  whales 

remaining  alive  in  the  world 

are  no  match  for  the  predator 

who  has  carelessly  eliminated 

eight  hundred  species  of  life 

from  the  face  of  the  earth 

in  this  century  alone:  Man. 

Like  every  other  creature  in  the  sea, 

the  blue  whale  requires  clean  water  to  live. 

The  Samsung  Group 

has  designed  and  is  currently  producing 

supertankers  with  a  double-hull, 

double-bottom  construction 

that  prevents  oil  spills. 

The  vessels,  which  are  being  built 

for  major  oil  companies 

in  the  United  States  and  Europe, 

are  proof  that  technology 

can  make  man  a  protector 

instead  of  a  predator. 


SAMSUNG 

Technology  that  works  for  life. 


The  Samsung  Group 

International  Trade.  Electronics,  Electron  Devices,  Electro-Mechanics,  General  Chemicals,  Shipbuilding  &  Heavy  Industries, 

Aerospace,  Construction,  Engineering,  Financial  Services,  Food  &  Pharmaceuticals,  Cameras  &  Watches,  Garments  &  Textiles 

C.P.O.  Box  1580,  Seoul,  Korea  Tel:  (02)  724-0394  Fax:  (02)  739-5672 


ADVERTISEMENT  6 


Facing  the  Global  Challenge 


opment.  Goldstar  envisions  beconung 
truly  international  and  establishing 
regional  centers  in  the  U.S.,  Japan, 
Asia  and  Europe.  In  each  it  will  sell 
and  manufacture  products,  carry  on 
research  and  provide  the  services  that 
go  with  high-tech  products. 

In  examining  Korea  for  potential 
relationships,  it  helps  to  know  what 
businesses  Korean  companies  are 
engaged  in.  Korean  corporations  are 
structured  in  groups  of  companies. 
Most  groups  share  common  features. 
All  have  large  trading  companies  with 
widespread  overseas  branches.  They 
import  and  trade  with  third  countries, 
but  exporting  is  their  principal  activity. 

These  groups  also  have  one  or 
more  financial  companies.  All  corpo- 
rate groups  also  carry  on  extensive 
research  activities.  Their  experience  in 
trade  has  led  them  into  shipping,  retail- 
ing and  hotels,  but  their  core  activity  is 
in  manufacturing. 

For  example,  Hyundai  started  in 
construction,  and  expanded  to  manufac- 
turing building  materials,  steel  shapes, 
ships,  turrikey  industrial  plants,  marine 
engines  and  gear,  containers,  railroad 
roUing  stock,  materials  handling  equip- 
ment, industrial  electrical  equipment, 
aluminum,  autos,  computer  chips,  elec- 
tronic equipment  and  computers. 

Ssangyong  competes  in  many  of 
the  same  fields — construction,  build- 
ing materials  like  cement  and  many 
manufactured  goods — but  makes 
paper  and  refines  and  distributes  oil 
products  as  well. 

Goldstar  focuses  on  electronics 
and  chemicals,  but  also  produces  tex- 
tiles, clothing,  personal  care  products 
and  cosmetics. 

While  these  business  activities 
may  seem  disparate,  each  category 
was  added  as  an  extension  of  existing 
activities.  These  are  the  areas  in 
which  the  group  has  experience  and 
where  it  is  likely  to  excel  in  the  future. 


These  too  are  the 
business  lines  for 
which  the  group  will 
be  seeking  interna- 
tional alliances. 

Efforts  to 
Improve  Trade 
Relations 

One  problem 
area  intrudes 
into  the  evolv- 
ing relationship 
between  U.S.  and 
Korean  companies. 
Market  access  for 
American  exporters, 
although  greatly 
expanded,  remains  limited.  Negotia- 
tions on  this  issue  were  particularly  dif- 
ficult in  1990. 

In  spring  1990,  American  exporters 
of  appliances  like  refrigerators  found 
their  products  were  being  taken  off  the 
floor  in  Korean  stores,  in  what  appeared 
to  be  a  campaign  against  imports.  The 
government  denied  any  involvement 
and  characterized  the  campaign  as  an 
anti-luxury-consumption  one,  not 
directed  against  imports.  But  foreigners 
observed  that  virtually  all  consumer 
imports  were  considered  luxuries. 

Korea  responded  by  reasserting  its 
commitment  to  market  opening  and 
reformulating  its  policy:  Consumers 
should  be  austere  in  their  consump- 
tion; however,  they  should  not  discrim- 
inate against  imports  but  buy  them 
where  quality  and  price  make  them 
attractive.  It  also  sought  to  satisfy  the 
U.S.  on  several  unresolved  issues,  espe- 
cially farm  trade  and  foreign  invest- 
ment in  service  industries.  By  spring 
1991,  the  Americans  were  mollified, 
though  trust  was  by  no  means  fully 
restored. 

Koreans  regarded  the  American 


Dockyard  of 

Hyundai  IHeavy 

Industries 


reaction  in  1990 
as  extreme. 
Americans  had 
made  no 
allowance  for ' 
Korea's  deteriorating  trade  balance.  It 
fell  from  a  surplus  of  $1 1.4  billion  in 
1988  to  a  deficit  of  $1.8  billion  in  1990. 
Exports  had  risen  little  while  imports 
boomed.  And  the  deficit  looked  likely 
to  worsen,  a  situation  the  Korean  gov- 
ernment found  difficult  in  the  face  of 
grovdng  interest-group  opposition  to 
market  opening. 

At  the  same  time,  Americans  need- 
ed to  realize  that  Korea  had  done  most 
of  what  the  U.S.  had  asked.  Import 
licensing  was  largely  eliminated.  Tariffs 
were  way  down  and  set  to  go  further. 
Laws  protecting  infant  industries  had 
been  repealed.  Copyrights,  patents  and 
trademarks  were  better  protected 
under  new  laws  and  enforcement  was 
improving.  Most  areas,  notably  in  ser- 
vice fields,  had  been  opened  to  foreign 
investment,  limitations  on  foreign  ovm- 
ership  were  reduced  and  the  proce- 
dures simplified.  Most  important  for 
overall  trade,  the  method  for  determin- 


RELIABILITY  IN  BALANCED  DIVEBSITY 


Rely  on  Ssangyong  for  all  your  needs. 

Why  are  people  in  more  than  100 
nations  relying  on  SSANGYONG  reliabil- 
ity? Because  SSANGYONG  delivers  what 
it  promises  in  a  fine  balance  of  business 
and  industrial  fields.  And  last  year  that 
resulted  in  total  turnover  of  $8.1  billion. 

With  22  domestic  and  23  overseas 
subsidiaries,  the  SSANGYONG  GROUP 
continues  to  diversify  its  international 
activities.  In  construction,  having  built 
Singapore's  spectacular  73-story  Raffles 
City  Complex,  we're  now  doing  the 
Grand  Hyatt  Jakarta  Hotel.  In  automo- 
biles, we're  in  technical  license  with 
Mercedes  Benz.  In  cement,  we  have  7 


major  distribution  centers  in  Japan  and 
a  joint-venture  in  the  U.S.  In  trade,  we 
have  joint-ventures  in  container  manu- 
facturing in  Thailand  and  in  computers 
in  England.  In  finance,  we're  Korea's 
leading  handler  of  IV\&.A  transactions. 
And  we  continue  to  make  impressive 
international  advances  in  oil  refining, 
machinery,  insurance,  computers,  elec- 
tronics, paper  and  shipping  as  well. 

Rely  on  reliability. 
Rely  on  SSANGYONG. 


SSANGYONG 


'  Central  P.O.  Box  409  Seoul.  Korea  «  Telex:  TWINDRA  K23258.  K24630,  K24270.  K28442.  K28215  «  Phone:  270-8114  •  Fax:  273-0981. 274-2896, 273-8297 
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IF  YOU  THINK  WE  MAKE  ONLY  CARS, 
YOU'RE  21%  CORRECT. 


You  probably  think  of  Hyundai  as  the 
maker  of  world-class,  high  quality, 
affordable  motor  cars — and  you're  right. 
But  Hyundai  Motor  only  represents 
approximately  21%  of  the  Hyundai 
Business  Group  worldwide. 

Originating  44  years  ago  as  a  small 

contractor,  Hyundai  has  rapidly 

expanded  to  become  one  of  the  international  giants  in  engineering 

and  construction  with  over  US$20  billion  of 
overseas  contracts,  the  builder  and  operator  of 
a  shipyard  with  the  largest  ship  tonnage 
in  the  world,  and  the  largest  producer  of 
automobiles  in  Korea. 


in  addition,  Hyundai  is  leading  the  way  in  the 
manufacture  of  computers,  semiconductors, 
telecommunication  systems, 
heavy  equipment, 
rolling  stock,  machinery 
and  petrochemicals. 
Hyundai's  latest  venture  to  develop  the  natural  resources  of 
Siberia  is  an  illustration  of  its  pioneering  and  innovative  spirit. 


in  fact,  corporate 
depth  and  diversity 
is  one  of  the  reasons 
why  Hyundai  has 


become  a  symbol  of  Korea's  economic  success. 
Join  with  us  in  Korea  or  around  the  world  as 
we  bring  the  challenge  of  tomorrow  closer  today. 


HYUNDAI 

K  P  0  Box  92  Seoul  Korea  Tel  (02)746-1873 
Tlx   K23175/7  Fax  (021741-2341 
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A  view  of 
downtown 
Seoul,  site 
of  the  1988 
Olympics 


ing  the  exchange  rate  had  been 
changed  to  make  it  respond  to  market 
forces. 

These  measures  contributed  to  the 
turnaround  in  Korea's  international 
accounts.  Korea's  $14  billion  surplus  in 
its  1988  current  account,  which  covers 
trade  in  goods  and  services,  became  a 
deficit  of  $2  biUion  in  1990.  This 
reflects  a  major  restructuring  of  the 
Korean  economy,  which  is  now  much 
closer  to  sustainable  equilibrium.  The 
overall  turnaround  also  reduced  the 
bilateral  surplus  with  the  U.S.:  It  tum- 
bled from  a  high  of  $9.6  billion  in  1987 
to  $2.4  billion  in  1990. 

Many  of  the  trade  conflicts,  though 
they  may  be  quite  bitter  at  times,  will 
become  irrelevant  in  the  long  run  as 
they  are  dwarfed  by  the  growing 
amount  of  trade  and  investment.  Still, 
the  time  can  be  shortened  by  American 
and  Korean  companies  looking  for  ways 
to  cooperate. 

Korea  as  a  Tourism  and 
Conference  Center 

One  way  for  foreign  business  peo- 
ple to  get  to  know  Korea  is  to 
take  a  quick  look  as  a  tourist. 
Few  travelers  went  there  until  recently, 
as  Korea  was  not  well  known  for 
tourism.  The  1988  Seoul  Olympics  put 
Korea  on  the  tourist  map  and  provided 


the  occasion  to 
establish  world- 
class  facilities. 
Today  visitors 
face  an  abun- 
dance of  riches  in 
Korea's  mountains  and  beaches  and  in 
historic  and  cultural  sites. 

Korea's  earlier  tourist  development 
was  designed  to  service  visiting  busi- 
ness people.  Buyers  still  flock  to  Seoul, 
many  several  times  a  year,  to  identify 
suppliers,  close  deals  and  work  out 


Few  think  of  Korea  as  a  confer- 
ence center.  Yet  its  roots  as  a  confer- 
ence location  go  back  decades  to 
when  Korea  acted  as  host  for  regional 
and  world  conferences.  Early  efforts 
often  also  involved  activities  such  as 
the  meetings  of  the  Pacific  Economic 
Cooperation  Conference.  In  any  case, 
Korea's  National  Tourism  Corporation, 
charged  with  promoting  tourism  in 
Korea,  today  promotes  conferences 
along  with  recreational  tourism  as  a 
major  source  of  future  growth. 

While  Korea's  economy  faces 
many  new  challenges,  it  has  been  chal- 
lenged in  the  past  and  has  come  back 
to  surpass  itself.  Koreans  take  their 
economic  success  as  a  matter  of  life 
and  death  and  have  demonstrated  their 
ability  to  adapt.  The  already  enormous 
opportunities  for  cooperative  activity 
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designs  and  produc- 
tion technology. 

Koreans  them- 
selves added  impe- 
tus to  the  develop- 
ment of  tourist 
facilities.  Widely 
known  as  worka- 
holics, they  also 

energetically  pursue  their  leisure  activ- 
ities. Their  strong  national  identity, 
shared  heritage  and  rising  incomes 
have  made  them  look  increasingly  to 
their  spectacular  countryside.  The  gov- 
ernment also  thought  of  domestic 
tourism  as  an  alternative  to  seeing 
Koreans  spend  foreign  exchange  to 
travel  abroad — one  of  their  great 
desires,  since  it  had  been  all  but  forbid- 
den until  the  mid-1980s. 


between  American  and  Korean  compa- 
nies continue  to  grow.  The  incentives 
to  work  together  as  corporate  partners 
are  also  becoming  larger,  made  so  by 
growing  world  competition.   * 


John  T.  Bennett  is  a  consulting 
economist  in  Alexandria,  VA.  He  found- 
ed and  was  the  first  president  of  the 
Korea  Economic  Institute  of  America. 


Designed  by  DetVlartino  Design  Inc. 


A  SMALL  LAMP  ILLUMINATED  OUR  SEARCH 
FOR  SOURCES  OF  ALTERNATIVE  ENERGY. 


For  thousands  of  years,  our  forefathers 
used  animal  fat  as  fuel  for  their  lamps.  Then 

in  the  late  1 9th  century,  kerosene  \A/as 

introduced  to  Korea.  This  new  fuel  required 

a  lamp  capable  of  withstanding  higher  burning 

temperatures.  From  this  requirement  came 

a  lamp  made  out  of  cerannic  material  which 

was  nnore  than  equal  to  the  task.  By  studying  the 

skills  and  wisdom  of  the  past,  we  have  also  produced 

something  more  than  equal  to  the  task. 

The  Lucky-Goldstar  Group.  By  being  dedicated 

to  the  needs  of  our  people  as  well  as  the 

requirements  of  our  customers,  we've  grown  into 

a  US$25  billion  corporation,  operating  in 

over  1 20  countries  and  with  a  portfolio  of  over 

35  diverse,  well-established  companies. 

Companies  involved  in  every  aspect  of  electronics, 

chemistry,  finance,  trade,  construction,  and 
public  service.  We  know  where  we  came  from  and 

\A^e  know  where  we're  going.  With  astute 

planning,  development  and  investment,  we  aim  to 

become  one  of  the  world's  top  ten  companies 

by  the  turn  of  the  century. 

I@  LUCKY-GOLDSTAR 

Investing  Our  Past  In  The  Future 


Lucky -Goldstar  International  Corp.  Yoido  PO  Box  699,  Seoul.  Korea  Phone  (02)  785-5694  Fax  (02)  763-9288  •  Chemistry  and  Energy  •  Lucky.  Ltd.  •  Honam  Oil  Refinery  •  Lucky  Ftetrochemical  *  Lucky 
Advanced  Materials    •    Lucky   Ralychemical    *    Vosu  Energy    •    Electric  and  Electronics    •    Goldstar  Co..  Ltd     •    Goldstar  Information  &   Communications    •    Goldstar   Telecommunication    •    Goldstar  Software 

*  Goldstar  Electron  •  Goldstar-Alps  Electronics  -  Goldstar  Precision  •  Goldstar  Electronic  Devices  -  Goldstar  Industrial  Systems  •  Goldstar  Instrument  &  Electric  *  Goldstar  Electric  Machinery  •  Goldstar- 
Honeywell  •  Machinery  and  Metals  •  Goldstar  Cable  •  Kukje  Electric  Wire  •  Lucky  Metals  •  Tt-ade  and  Finance  •  Lucky-Goldstar  International  •  Lucky  Securities  •  Lucky  Insurance  •  Goldstar 
Investment  6i  Finance    •    Pusan  Investment  &  Finance    •    LG  Credit  Card    •    Construction  and  Services    •    Lucky  Development    •    Lucky  Engineering    •    LG  Mart    •    Hee  Sung  Toq^ism  Development    •    LG  Ad 

•  Systems   Technology   Management    •    Lucky-Goldstar  Economic  Research   Institute    •    Public   Service  and  Sports     •    The   Yonam  Foundation    •    The   Yonam   Educational  Institute    •    Lucky -Goldstar  Sports 
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In  the  waning  ykars  of  the  20th 
centur)',  political  boundaries  are  be- 
coming increasingly  irrelevant  to 
commerce  and  industry,  and  the  busi- 
ness community'  has  become  global, 
not  national.  These  titans  of  trade  are 
as  likely  to  have  interests  in  East 
Bridgevvater,  Mass.  as  in  London,  as 
likely  to  be  selling  groceries  in  Texas 
as  in  Tokyo.  See  the  illustration  below 
for  a  brief — incomplete — demonstra- 
tion. Follow  these  people,  learn  what 
they  are  doing  and  how  they  are 
investing  and  get  glimpses  into  major 
business  trends.  Some  of  the  most 
rapid  economic  expansion  in  the 
world  is  going  on  in  Southeast  Asia. 
These  are  boom  times  in  /^ailand, 
Malaysia,  Indonesia;  this  year  each  of 
these  once  quaint  travelogue  loca- 
tions has  one  or  more  billionaires  on 


our  list.  For  better  or  worse,  they  are 
in  the  capitalist  world. 

At  the  same  time,  the  established 
industrial  countries  are  wrestling  with 
big  problems.  In  lapan  land  prices 
have  been  driven  so  high  by  specula- 
tion they  are  an  economic  worr\'.  It  is 
a  delicate  matter  for  the  authorities: 
squeezing  the  speculators  without 
touching  off  a  price  collapse  that 
could  threaten  the  collateral  and  sta- 
bility of  the  country's  banks.  Want  a 
look  at  how  it  feels  on  the  inside?  Our 
Japan  real  estate  section  begins  on 
page  128.  There  you'll  fmd  one  of 
Japan's  biggest  land  speculators, 
worth  over  $7  billion  on  paper,  if  he 
doesn't  go  bankrupt  tomorrow.  Also 
a  quick  and  gloomy  take  on  why  the 
numbers  don't  work  in  Tokyo  real 
estate  by  the  land  mogul  who  (^ 
just  might  be  the  richest  man 


in  the  world. 

People  on  both  sides  of  the  Atlantic 
wonder     about     Canada's     famous 
Reichmann  brothers.  With  real  estate 
values  sinking  virtually  every  place 
they  own  property,  some  have  won- 
dered   whether    they've    overex- 
tended with  their  enormous  Ca- 
nary Wharf  project  in  London. 
See  page  121. 

But  real  estate  isn't  in  the 
tank     everywhere.     One 
British  billionaire  real  es- 
tate family  is  drawn  for 
the  first  time  in  centu- 
ries to  invest  outside  the  En-    / 

glish-speaking  world  alto- 
gether. The  market  that's  so 
compelling?  See  page  182 
(Grosvenor). 
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Is  there  a  billionaire  in  your  home?  Welcome  to  the  global  economy 


1.  Porsche  family:  Porsche  car 

2.  Chung  Ju-yung:  Hyundai  car 

3.  Quandt  family:  BMW  car 

4.  Genshiro  Kawamoto:  home 
development 

5.  Giovanni  Agnelli:  FIAT  car 

6.  Cisneros   brothers:    Spalding   tennis    ball; 
Evenflo  baby  bottle 

7.  Masatoshi  ito:  7-Eleven  product 

8.  Swarovski  family:  rhinestones 

9.  Kerry  Packer:  coupons 

10.  Heinz  Bauer:  Woman's  World  magazine 


11.  Liliane  Bettencourt:  L'Oreal  cosmetics 

12.  Rausing  brothers:  Tetra  Pak  juice 
boxes 

13.  Hoffmann  family:  Valium  tranquilizer 

14.  Michele  Ferrero:  Tic  Tac  candies 

15.  Ken  Thomson:  small-town  newspaper 

16.  Erivan  Haub:  A&P  groceries 

17.  Tadao  Yoshida:  YKK  zipper 

18.  Charles  Bronfman:  Seagram's  whiskey 

19.  Robert  Maxwell:  Macmillan  books 

20.  Ingvar  Kamprad:  Ikea  furniture 

21.  Matsushita  family:  VHS  videotape 


22.  Hattori  family:  Seiko  watch 

23.  Garza-Sada  family:  Dos  Equis  beer 

24.  Kristiansen  family:  LEGO  blocks 

25.  Pablo  Escobar  Gaviria  and  Ochoa 
family:  cocaine  scourge 

26.  Morita  family:  Sony  TV,  Walkman 

27.  Koo  family:  Goldstar  VCR 

28.  Hiroshi  Yamauchi:  Nintendo  system 

29.  Junichi  Murata:  fax  machine 

30.  Alain  Wertheimer:  Chanel  perfume 

31.  Reinhard  Mohn:  RCA  record 

32.  Benetton  family:  sweater 


IT  WAS  A  REAL 
BLESSING,"  Frances 
Vaughn  said  after 
volunteers  from  the 
Christmas  in  April 
program  gave  her 
house    a    face    lift. 

"A  whole  slew  of  people  gave 
up  their  weekend  to  help  nie. 
They  fixed  my  back  porch. 
Painted  every  room.  Gave  me  a 
stove.  They  even  put  a  brand-new 
roof  on.  I  could've  kissed  every 
one  of  them." 

This  neighborly  love  is 
being  rekindled  all  over  America, 
thanks  to  Christmas  in  April. 

Thousands  of  people  from  all 
walks  of  life  are  banding  together 
to  help  the  poor,  the  elderly,  the 
handicapped. 

By  repairing  homes,  these 
caring  volunteers  are  doing  more 
than  painting  and  hammering. 

They're  restoring  dignity,  hope 
and  pride. 
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STRANGERS. 


FRANCES       VAUGHN 


Washivgton,      DC. 


Ihe  lauiicli  of  Cli  lis  Unas 
in  Aprilli^USA  was  made  possible 
through  the  commitment  of 
many  people  and  corporations, 
including  a  grant  from  the  Toyota 
USA  Foundation.  We're  proud  to 
say  we've  been  a  supporter  from 
the  very  start. 


As  a  result,  the  national  body 
has  been  able  to  help  more 
communities  start  local  programs. 
(The  number  has  grown  from 
13  to  52  in  just  over  two  years.) 

Frances  Vaughn  is  certainly 
thrilled  the  f  o  1  k  s  around 
Washington  rallied  behind 
Christmas  in  April. 

In  fact,  she  would  have  jumped 
through  the  roof  with  joy  if  it 
hadn't  just  been  repaired. 

TOYOTA 

INVESTING   IN  THE   INDIVIDUAL 


The  billionaires 


In  Hong  Kong  wc  found  billion- 
aires and  millionaires  alike  building 
feverishly,  as  if  the  Chinese  takeover 
scheduled  for  1997  weren't  ever  go- 
ing to  happen.  The  ver\'  good  reason 
for  that  has  nothing  to  do  with  faith  in 
Beijing.  See  page  158. 

Back  in  Japan,  billionaire  money- 
lenders are  thinking  hard  about  a  new 
trend  among  the  country's  younger 
generation  that  could  mean  deep  so- 
cial change  in  the  future.  It  means 
more  business  for  them,  but  at  least 
one  is  seriously  worried  about  it. 
Why.>  See  pages  144,  146. 

In  Germany  we  find  a  billionaire 
forbidden  to  buy  three  east  German 
newspapers  he'd  already  sunk  money 
into.  The  probable  reason?  German 
politics  (Bauer,  p.  200). 

In  Brazil  we  find  support  for  Presi- 
dent Collor  de  Mello  visibly  weaken- 
ing among  two  of  his  most  important 
supporters  (p.  116).  And  elsewhere  in 
the  Americas  are  the  Colombian  drug 
billionaires,  demonstrating  to  all  the 
world  that  enough  money  can  subvert 
a  country  (p.  1 14). 

Beyond  all  that,  many  of  these  peo- 


ple are  interesting  in  themselves. 

Want  to  know  who  is  the  richest 
man  in  the  world.^  So  do  we.  We  have 
two  candidates  this  year,  both  plausi- 
ble. Page  128.  Then  there  is  tlie  rich- 
est 8-year-okl  in  the  world.  Does  he 
have  business  problems.  Page  202. 
And  in  Germany  we  find  a  lawyer 
(courtesy  of  affiliate  Forbes  von 
Burda,  which  prepares  its  own  Ger- 
man rich  list,  reflected  here)  who 
made  a  huge  fortune  out  of  a  German 
law  designed  to  discourage  lawsuits. 
Page  201. 

Don't  American  billionaires  matter 
too?  We  look  at  them,  and  the  rest  of 
the  richest  people  in  America,  in  the 
tenth  edition  of  the  Forbes  Four 
Hundred,  in  October.  For  now,  we 
simply  list  their  names  (p.  126). 

You  won't  find  royalty'  or  dictators 
here.  The  Sultan  of  Brunei  and  the 
King  of  Saudi  Arabia  are  sodden  with 
money,  while  dictators  like  Kim  II 
Sung  use  at  their  whim  the  assets  of 
whole  countries.  But  kings  and  dicta- 
tors are  fading.  This  is  capitalist 
wealth  we  deal  with  here.  See  page 
108.  -H.S. 


Country' 

Page 

Number  of  billionaires 

Australia 

176 

111 

Austria 

196 
116 
121 

111 

Brazil 

3| 

Canada 

9B 

Colombia 

114 

M 

Denmark 

192 

1  l|                         ^ 

W<. 

France 

178 

9  ■ 

Germany 

200 

4oHHi 

Greece 

184 

3 '                ^^ 

fR 

Hong  Kong 

156 

^  V               ^ 

m 

India 

176 

1 1I                JB 

H 

Indonesia 

164 

3  1                 ^» 

mi 

Italy 

185 

6i 

Japan 

128 

41  ^H^H 

Korea 

166 

4| 

Lebanon 

110 

2\ 

Malaysia 

166 

111 

Mexico 

120 

2\ 

Netherlands 

192 

3  1                        JH 

HI 

Philippines 

166 

1  II                   s 

R 

Saudi  Arabia 

108 

6  B               a| 

Singapore 

166 

2»                          ^ 

Spain 

188 

3| 

Sweden 

190 

3| 

Switzerland 

193 

6| 

Taiwan 

174 

5| 

Thailand 

160 

2| 

3| 

Turkey 

110 

United  Kingdom 

182 
126 
121 

6| 

United  States 

mmtm^^^^ 

II 

Venezuela 

111 

•Plus  The  Aga  Khan  IV,  page  112 


Name/countryZ/ndusf/y  Page 
Over  $10  billion 

Mori,  Ja\k\ch\rol]d[)Bnl property  development  128 

Tsutsumi,  Yoshiaki/Japan/Zand,  railroads,  resorts  128 

Over  $5  billion 

Hanlel  family/Germany/frad/ng',  retailing  207 

Irving  family/Canada/o/7  distribution,  paper,  land  122 

Nakajima,  Kenkichi/Japan/pac/7/nfco  machines  144 

Otani,  Yoneichi  and  family/Japan/tofe/s  134 

Rausing,  Hans  and  Gad/Sweden/Z/qu/ds  packaging  190 

Reichmann,  Paul,  Albert,  Ralph/Canada/reaZ  estate,  investments  121 

Sainsbury,  David  and  familylUKJsupermarkets  184 

Shin  Kyuk-ho  (a.k.a.  Shigemitsu,  Takeo)/Korea/candy,  real  estate  170 

Takenaka  family/Japan/consfrucZ/on  132 

Thomson,  Kenneth  Roy/Canada/pubZ/sZj/ng,  retailing  123 

Watanabe,  Kitaro/Japan/reaZesfafe  129 

Over  $2  billion 

Agnelli,  Giovanni  and  family/ltaly/aufos,  etc.  185  , 

Albrecht,  Karl  and  Theo/Germany/supermarZtefs  203 

Al-Rajhi  family/Saudi  Arabia/money  changing/banking  108 

Beisheim,  Otto/Germany/refa/Z;ng  206 

Bettencourt,  Liliane/France/cosmef/cs  179 

Bin  Mahfouz  family/Saudi  hshial banking,  investments  110 

Boehringer  family/Germ3ny/pZ7armaceuf/caZs  214 

Brenninkmeyer  family/Nettierlands/reZa/Z/ng  193 

Escobar  Gaviria,  Pablo/Colombia/cocame  114 

Fentener  van  Vlissingen  family/Netherlands/o/Z  &  gas,  retailing  193 


Name/countryZ/ndusZo'  Page 

Finck,  August  and  Wilhelm  von/Germany/ 6an/(;ng,  reaZ  esfate  209 

Flick,  Friedrich  Karl  Jr./Germany/Zieai'y  industry  207 

Garza-Sada  family/Mexico/bee/',  steel,  packaging  120 

Grosvenor,  Gerald  Cavendish/U  K./reaZ  estate  182. 

Hariri,  Rafik  BA^banonlconstruction,  investments  110 

Hattori  family/Japan/wafcZres  144 

Haub,  Erivan/Germany/supermartefs  208 

Hayashibara,  Ken/Japan/pZvarmaceuf/caZs,  reaZ  estate  134 

Henkel  family/Germany/consumeAproducZs  212 

Hoffmann  family/Switzerland/pZ)armaceuf/caZs  196 

Isono  family/Japan/ /mporteA,  wholesaler  150 

Ito,  Masatoshi/Japan/refa/Z/ng'  138 

Itoyama,  Eitaro/Japan/Zand  129 

Iwasaki,  Yohachiro/Japan/Zogg'/ng',  property,  resorts,  etc.  134 

Kamprad,  \n^ijl^m<\ml furniture  retailing  190 

Kipp,  Karl  Heinz/Germany/i^anefy  stares,  real  estate  207 

Koc,  Vehbi  l^MAt'jIconglomerator  110 

Kwok  family/Hong  Kong/reaZ  estate  160 

Li  Ka-shing/Hong  Kong/property  development,  industry  156 

Liem  Sloe  Liong  and  family/lndonesia/frnance,  trade,  manufacturing  164 

Merck  family/Germany/d/'ugs,  chemicals  212 

Mohn,  Reinhard  and  family/Germany/pufeZ/s/i/ng  207 

Mulliez  family/France/ZiypermarteZs  182 

Murata,  Junichi/Japan/Za/,  industrial  machinery  150 

Ochoa  family/Colombia/coca/ne  114 

Oetker  family/Germany/Zood,  brewing  212 

Ohga,  Tetsuo/Japan/pui)Z/sZ7/ng  ■  141 

Oppenheim  family,  von/Germany/banZ(/ng  208 

Otto  family/Germany/ma/Z  order,  real  estate  203 
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Name/country//nc/t/sfry 


Page 


Name/countryZ/ndusfo' 


Page 


Quandt  family/Germany/autos,  industry 

Sagawa,  Kiyoshj/Japan/de//i/ery  service 

Schickedanz  family/Germany/ma/V  order 

Schmidheiny  family/Switzerland/consfrucf/on,  industry 

Schmidt-Ruthenbeck/Germany/refa/V/ng 

Schorghuber,  Josef/Gemdn^l construction,  real  estate,  beer 

Seydoux/Schlumberger  families/France/fexf//es,  media,  oil  services 

Shino,  Rinji/Japan/rea/  estate,  leisure 

Tada  family/Japan/rea/  estate  development 

Takei,  Hirotomo/Japan/z-ea/ esfafe 

Tsai,  Wan-lin  and  familyAaiwanZ/nsurance,  construction 

Vestey,  Samuel  and  EdmundliiKI meatpacking 

Weston  family/Canada/foods,  supermarkets 

Widjaja,  Eka  Tjipta/lndonesia/pu/p  &  paper,  banking 

Yamaguchi,  Hisakichi/Japan/cans 

Yamauchi,  Hiroshi/Japan/ wdeogames 

Yoshida,  Tadao  and  family/Japan/z/ppers,  building  materials 

Yoshimoto  family/Japan/rea/  estate 

Over  $1  billion 

Aga  Khan  Wllreligion,  investments 

Bauer,  Heinz  Heinrich/Germany/pub/zs/i/ng' 

Benetton  family/ltaly/appare/ 

Berlusconi,  Silvio/ltaly/med/a,  retailing,  real  estate 

Biria  family/lndia/cemenf,  aluminum,  autos 

Bosch  family/Germany/auto  parts 

Botin  family/Spain/fcian/(/n|' 

Bouriez  iamWylUdncd  tiypermarkets,  luxury  goods 

Bronfman,  Charles/Canada///Quor 

Camargo,  Sebastiao/Brazil/consfAucf/on,  manufacturing 

Chang  Yung-fa  and  family/Taiwan/srt/pp/ng,  trucking 

Chearavanontfamily/Thailand/agnbus/ness 

Cheng,  Yu-tung/Hong  Mglreal  estate 

Chung  Ju-yung  and  family/Korea/Zjeavy  industry 

Cisneros  familyA/enezuela/consumer  produces,  broadcasting 

Conle  family/Germany/c/iarfer  airline 

Dassault,  Serge  and  family/France/azrcA-aff,  electronics 

David-Weill,  Michel/France/ /ni/esfmenf  banking 

Dreesmann,  Anton  and  famlly/Holland/refa/V/ng 

Eaton  family/Can3d3/refa/7/ng' 

Eczacibasi,  Nejat  F.  and  family/Turkey/p/?armacetvf/ca/s 
Ermirio  de  Moraes,  Antonio  and  family/Brazil/mmmg,  industry 
Ferrero,  Michele/ltaly/candy 
Ferruzzi  family/ltaly/agnbus/ness,  chemicals 
Freudenberg  family/Germany/ fexf/7es,  diversified  products 
Furukawa,  Tamesaburo/Japan/rea/esfafe,  movies 
Gerling,  Hans/Gerniany//nsurance 
Goulandrisfamily/Greece/s/7/pp/ng,  real  estate,  etc. 
Grundigfamily/Germany/e/ecfron/cs 
Haefner,  Walter/Switzerland/car  sa/es,  software 

Haindl  family/Germany/newspr/nf 

Herz  family/Germany/coffee,  cigarettes 

Hsu  family/Taiwan/ fexf/7es,  cement,  department  stores 

Jacobs,  Klaus/Switzerland/coffee,  chocolate,  temp  employment 

Jameel,  Abdul  Latif/Saudi  Arabia/auto  distribution,  real  estate 

Jinnai,  Ryoichi/Japan/money/end;ng 

Juffali  family/Saudi  kBbisI  conglomerate 

Kadoorie  family/Hong  \{Qngl utilities,  hotels 

Kamel,  Saleh  Abdullah/Saudi  kr3h\al banking,  service  contracts 

Kawamoto,  Genshiro/Japan/rea/  estate 


212  Kawamura,  Shigekuni/Japan//n/(,  chemicals  152 

150  Kinoshita  family/Japan/money/end/ng  144 

206  Kirch,  Leo/Germany/mowes,  TV  programs  200 
196  Koplowitzsisters/Spain/consffucf/on  188 

207  Kobayashi,  Heizo/Japan/rea/  estate  132 

208  Koo  iam\\yl\{oml  conglomerate  170 
178  }i{oofam\\yf]a\mnlfinancial services,  cement,  chemicals  176 
134  Kristiansenfamily/Dennark/ifGO  192 
132  Kuok,  Robert/Malaysia/sugar,  shipping,  hotels  166 
132  Kwek/Quek  family/Singapore/f/nance,  property,  etc.  166 

174  Latsis,  John/Greece/s/?/pp/ng,  oil  184 

184  Lee  family/Singapore/ban/cmg,  rubber  166 
123  Lee  Byung-chull  family/Korea/cong/omerate  170 
164  Lee  Shau-kee/Hong  Kong/rea/  estate  156 
152  Leibbrand,  Willi/Germany/supermartefs  208 
138  Ligresti,  Salvatore/ltaly/rea/  estate,  construction,  insurance  188 
150  Mann  family/Germany/refa/7/ng  214 
132  March  family/Spain/consf/-uc7/on,  ban/(/ng  189 

Marinho,  Roberto/Brazil/med/a  116 

Matsushita  family/Japan/e/ecfron/cs  139 

112  Maus/Nordmannfamily/Switzerland/departmenf  stores  196 

200  Maxwell,  Robert/U.K,/pub//s/?/ng  182 

188  Merckle,  Adolf/Germany/p/iarmaceuf/ca/s  200 

185  Moores,  Sir  John  and  family/U.K./foofba//  pools,  retailing  182 
176  Morita  family/Japan/e/ecfron/cs  138 
214  Murayamafamily/Japan/p(ji)//s7?/ng'  152 

189  Nangaku,  Masao/Japan/consumere/ec7TOn/cs,  rea/esfafe  132 
182  Niarchos,  Stavros/Greece/sTj/pp/ng,  investments,  art  184 
121  Olayan,  SulimanSaleh/SaudiArabia///cens/ng,  investments  108 

120  Otsuka,  Masahito  and  family/Japan/prtarmaceuf/ca/s,  beverages  146 

174  Packer,  Kerry/Australia/med/a,  investments  176 

160  Pao,  Sir  Yue-kong  and  family/Hong  Kong/s/7;pp/ng,  rea/esfafe  156 

158  Peugeot  family/France/aufos  178 

166  Porsche  family/Germany/aufos,  auto  dealerships  201 

121  Rochling  family/Germany/coa/,  sfee/,  e/ec7ron/cs  208 
207  Sabanci  brothers/Turkey/cong/omerafe  112 
178  Safra  brothers/Lebanon/ban/c/ng  110 
178  Saito  family/Japan/paper  140 

192  Saji,  Keizoandfamily/Japan//;quo/'  146 

122  Schuppli,  Wolfgang/Germany//nsurance,  rea/esfafe  201 

112  Siemens  family,  von/Germany/e/ecfnca/ mac/7/neo'  214 

116  Slim  Helu,  Carlos/Mexico/cong/omerafe  120 

188  Soeryadjaya,  William  and  family/lndonesia/aufosa/es,  finance  164 

185  Sophonpanich  familyAhailand/bafj/c/ng  164 

214  Swarovskifamily/Austna/r7)/nesfones, /ewe/rys7ores  196 

134  Swire  family/Hong  hngi trading,  airline,  real  estate  160 

209  Takei,  Yasuo/Japan/money/end/ng  146 
185  Takizaki,  Takemitsu/Japan/sensors  146 
212  Teramachi  family/Japan/dear/ngs  140 
196  Thurn  und  Taxis,  Prince  Albert  von/Germany/ /and,  investments  202 

209  Thyssen-Bornemisza,  Hans  Heinrich/Switzerland/a/t,  manufacturing  196 

207  Tsutsumi,  Seiji/Japan/refa///ng,  7?o/e/s  140 

174  Uehara,  Shoji  and  family/Japan/p/7armace(j7/ca/s  150 

193  Voith  family/Germany/ manufacfurmg  209 

109  Vuittonfamily/France//uxury  goods  182 
144  Wang,  Y.C./laiwan/p/asf/cs  174 

110  Werhahn  family/Germany/consfrivcf/on,  manufacturing  202 
160  Wertheimer,  Alain  and  family/France/perfume,  designer  clothes  179 
109  Yokoi,  Hideki/Japan/rea/  esfafe  134 
129  Zobel  family/Philippines/ rea/  esfafe,  manufacturing  166 
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It's  not  easy  figuring  out  who  owns  what  in  Europe. 
Italy's  Francesca  Agusta,  for  example,  says  she's  heir  to  a 
billion-dollar  fortune.  Her  stepson  says  she's  mad. 

Italian  soap 
opera 


By  Lisa  Gubernick 

Normally,  La  Scala  is  the  best  place 
in  Milan  for  high  drama  and  steamy 
emotions.  But  the  opera  house  is 
nothing  compared  with  what  is  being 
played  out  not  far  away  at  the 
Tribunale  di  Milano,  Milan's  princi- 
pal courthouse.  There  C^ontessa  Fran- 
cesca Agusta,  48,  the  titian-maned 
widow  of  aeronautics  magnate  Count 
Corrado  Agusta,  is  waging  a  bitter 
war  against  her  stepson,  (>ount  Ric- 
cardo  (Rocky)  Agusta,  38,  jet- setter 
and  erstwhile  wine  importer.  At  stake: 
Francesca's  slice  of  the  century-old 
Agusta  family  fortune,  which  she 
claims  is  worth  upwards  of  $1  billion. 

L'affaire  Agusta  has  it  all:  big  mon- 
ey, secret  bank  accounts,  arms  deals 
with  the  shah  of  Iran,  and  even 
charges  of  mysterious  circumstances 
surrounding  a  death. 

While  the  Agustas  aren't  as  well 
known  as  the  Guccis  or  the  Agnellis, 
the  position  of  their  company — 
Agusta  SpA — as  one  of  the  Conti- 
nent's preeminent  aeronautical  inno- 
vators is  unequaled.  Founded  in  1907 
by  Giovanni  Agusta,  it  was  taken  over 
in  1971  by  Agusta's  youngest  son, 
Corrado,  after  the  death  of  his  older 
brothers.  Under  Corrado,  the  com- 
pany developed  the  Agusta  109  exec- 
utive helicopter  and  a  militar\'  version 
called  the  Mangusta. 

By  the  mid-Seventies  Agusta's 
company  was  doing  so  well  Corracio 
could  have  appeared  on  Lifestyles  of 
the  Rich  and  Famous.  Among  his 
playthings  were  a  home  in  Portofmo, 
a  place  in  St.  Moritz,  a  spread  in 
Cuernavaca,  luxurious  apartments  in 
both  Milan  and  Manhattan,  a  yacht,  a 
Gulfstream  jet — and  a  very  glamorous 
seconti  wife,  Francesca,  a  former  fash- 


ion model  some  20  years  his  junior, 
whom  he  made  his  contessa  in  1974. 

For  the  first  ten  years,  all  went 
smoothly  as  the  golden  couple  jetted 
from  Europe  to  Mexico  to  Tehran, 
where  Agusta  sold  helicopters  to  the 
shah.  But  in  1985  they  hit  a  rough 
patch:  Francesca  says  she  wanted  to 
have  children.  Corrado,  who  had  a 
grown  son,  Riccardo,  from  his  first 
marriage,  wasn't  interested.  By  the 
end  of  the  year  they  had  an  interim 
separation  agreement.  Francesca  got 
the  fiat  in  Milan,  five  years'  salary  for 
her  servants  plus  a  flat  cash  settlement 
of  $3  million.  Previously  Corrado  had 
given  her  the  villa  in  Portofino  and  the 
house  in  Cuernavaca. 

In  1986  Francesca  decided  she 
wanted  more.  That's  when  the  trou- 
ble began. 

Over  risotto  and  white  truffle  in  her 
elegant  Milan  villa,  Francesca  tells  her 
side  of  the  story.  "1  told  him  [Cor- 
rado] I  needed  more  money  to  estab- 
lish the  life  I  had,"  she  says.  "1  said  1 
needed  $15  million."  But  Corrado 
"laughed  in  my  face,"  she  says,  and 
"told  me  I  was  crazy  to  think  he  had 
that  kind  of  money." 

A  billionaire  who  couldn't  come  up 
with  $15  million.^  Francesca  didn't 
believe  it.  Not  only  did  newspapers 
report  his  worth  to  be  hundreds  of 
millions  of  dollars,  but  she  also  dug  up 
government  documents  that  valued 
his  stake  in  the  company  at  $120 
million  in  1982.  He  gradually  sold 
that  stake  to  the  Italian  government, 
which  now  owns  all  of  it.  That  piece  of 
Agusta's  fortune  alone  could  now  be 
worth  $200  million. 

Where  did  the  money  go.^  Corrado 
claimed  it  had  been  spent,  but  a  team 


Corrado  and  Rocky 
Agusta  (below); 
Contessa  Francesca 
in  Portofino  (right) 
She  spent  years 
searching.  But  will 
she  ever  find  the 
missing  millions? 
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of  private  detectives  hired  by  Frances- 
ca found  evidence  that  the  funds  were 
intact.  Corrado,  she  claims,  had  used 
the  money  to  fijnd  a  score  of  Panama- 
nian and  Bahamian  shell  corpora- 
tions. The  shares  of  the  corporations, 
in  turn,  are  held  by  Liechtenstein 
trusts,  complex  financial  structures 
that  make  it  almost  impossible  to  find 
the  true  owner. 

Francesca  believes  that  there  are 
hundreds  of  millions  of  dollars  more 
stashed  in  secret  accounts  scattered 
from  the  Bahamas  to  Liechtenstein. 
Supported  by  reports  in  the  Italian 
press  and  from  U.S.  military  sources, 
the  contessa  claims  Corrado  was 
skimming  money  off  the  top  of  arms 
sales  to  the  shah  of  Iran  and  others. 

For  three  years,  from  1986  to 
1989,  Corrado  and  Francesca  battled. 
Because  there  was  no  definitive  settle- 
ment, under  Italian  law  there  could  be 
no  divorce.  In  the  process,  Corrado 
fell  ill  and  his  son  Riccardo  returned 
home  from  America.  Within  a  year 
Corrado  was  dead  from  liver  cancer. 
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The  messy  divorce  fight  turned  into 
an  even  messier  will  battle  between 
the  contessa  and  her  stepson. 

Francesca  soon  charged  Count 
Rocky  with  illegally  stripping  the  es- 
tate. Documents  filed  in  Swiss  and 
Italian  courts  suggest  that  hours  be- 
fore Corrado's  death  in  St.  Moritz, 
Rocky  flew  to  Milan  to  execute  power 
of  attorney  over  various  of  his  father's 
accounts.  The  documents  indicate 
withdrawal  of  some  $22  million  from 
Corrado's  bank  accounts.  Count 
Rocky  insists  he  was  with  his  father 
when  he  died. 

Francesca  shows  a  visitor  an  aft^ida- 
vit  from  a  family  friend  who  says  that 
Rocky  tried  to  bribe  him  to  persuade 
Francesca  to  agree  to  a  divorce.  Ac- 
cording to  the  affidavit,  Rocky  told 
the  friend  he  would  "get  billions" 
when  his  father  died. 

Rocky,  interviewed  in  his  lawyer's 
office  in  Milan,  dismisses  all  this  as 
"absurd."  He  points  to  his  father's 
will,  filed  in  Switzerland,  in  which  he 
was  named  sole  beneficiary.  "By  the 


end,"  he  says  of  his  stepmother,  "my 
father  hated  that  woman." 

Unfortunately  for  Rocky,  his  fa- 
ther's emotions  are  irrelevant.  While 
the  will  is  authentic,  its  legality  is 
unclear.  Since  both  Francesca  and 
Corrado  were  Italian  citizens,  the  es- 
tate is  governed  by  Italian  law.  Like 
American  law,  it  says  that  a  man  can- 
not disinherit  his  wife.  On  Feb.  26, 
1 99 1  the  Italian  court  ruled  that 
Francesca  is  an  heir,  and  thus  entitled 
to  at  least  one-third  of  the  estate. 

What,  aside  from  greed  and  hate,  is 
at  stake  here?  How  much  is  the  Agusta 
clan  really  worth.''  Corrado's  will  does 
not  say.  A  preliminary  tally  from 
Rocky  lists  assets  of  just  $60  million. 
So  for  the  last  year,  Francesca  and  her 
lawyers  have  been  on  a  worldwide 
treasure  hunt,  trying  to  unravel  the 
extent  of  Agusta's  fortune. 

One  example:  Corrado's  Gulf- 
stream  jet.  At  first,  according  to  Fran- 
cesca, Rocky  Agusta  claimed  that  the 
plane  did  not  belong  to  his  father's 
estate  but  rather  to  an  unrelated  Ba- 


hamas company.  When  Francesca  fi- 
nally tracked  down  and  deposed  the 
officers  of  the  Bahamanian  corpora- 
tion that  held  title  to  the  plane,  they 
admitted  they  were  nominees  holding 
shares  of  the  company  for  C.orrado. 
Rocky  now  says  he  never  contested 
ownership  of  the  plane. 

Establishing  the  ownership  of  oth- 
er assets  has  been  more  difficult  be- 
cause of  bank  secrecy  laws.  Francesca 
claims  that  her  late  husband  con- 
trolled other  corporations  as  well  as 
Agusta,  with  shares  all  held  by  those 
Liechtenstein  foundations,  which  in 
turn  are  controlled  by  Swiss  banks. 

As  an  official  heir,  Francesca  has  the 
right  to  penetrate  some  banks'  secrecy 
veils.  Both  Swiss  and  Italian  courts 
(the  will  was  filed  in  Switzerland,  so 
jurisdiction  over  the  assets  is  split) 
have  ordered  Rothschild  A.G.  and 
Fides,  a  division  of  Credit  Suisse — the 
banks  that  control  the  trusts — to  tes- 
tify as  to  the  trusts'  assets.  The  banks 
have  yet  to  comply. 

Count  Rocky,  too,  refiases  to  detail 
the  size  of  his  father's  estate,  saying 
only:  "Anybody  can  say  they  own  the 
Piazza  del  Duomo.  Proving  it  to  a 
judge  is  another  matter."  The  Italian 
judge,  meanwhile,  still  awaits  an  in- 
ventory of  Corrado's  estate  from  the 
Swiss  court.  Says  Rocky:  "It's  up  to 
her  to  come  up  with  the  numbers." 

In  Italy  as  in  America,  the  only  ones 
sure  to  profit  from  this  battle  are  the 
lawyers.  In  a  moment  of  charming 
good  humor,  Rocky  gestures  to  his 
table  full  of  lawyers.  "Since  I've  paid 
you  so  much  and  we've  become  so 
friendly,  from  '91  on,  perhaps  you'll 
do  it  for  sport.^"  he  says  to  them.  The 
lawyers  respond  in  Italian.  Rocky 
translates.  "They  don't  agree,"  he 
says  with  a  grin. 

David  Sarch,  one  of  Francesca's 
lawyers,  doesn't  think  this  is  particu- 
larly charming  or  funny.  "Rocky 
thinks  that  he  can  bring  Francesca  to 
her  knees  financially  by  making  the 
effort  much  more  costly  and  by  de- 
laying," says  Sarch. 

But  the  contessa  has  already  proved 
herself  a  tough  adversary  who's  likely 
to  go  a  few  more  rounds.  "When  they 
step  on  my  feet  I  am  very  aggressive," 
she  says.  "I  will  never  give  up."  If  she 
prevails,  we  might  have  another  bil- 
lionaire family  to  add  to  our  listing. 
Then  again,  we  might  not.  Hi 
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"While  we're  already  the 
industry's  high-quality  leader, 
Becton  Dickinson  is  always 
booking  for  ways  to  improve 
iour  manufacturing  operations 
It  makes 
sense  both 
I  for  business 
and  for  bet- 
ter health  care.  In  Digital's 
open  computing,  we've  found 
i  exactly  what  we  were  looking 
for.  At  Becton  Dickinson's 
Immunocytometry  Systems,  in 
San  Jose,  California,  the  com- 
bination of  Digital's  Network 
Application  Support  (NAS) 
Environment  for  Manufactur- 
ing and  ASK's"  MANMAN" 


software  lets  us  share  informa- 
tion among  our  manufacturing 
systems  and  the  rest  of  our 
enterprise-wide  information 
systems.  With  complete  control 
over  manu- 
facturing 
operations, 
we  never 
have  to  worry  about  our  ability 
to  produce  quality  products. 
Instead,  we  concentrate  on  new 
product  development,  confi- 
dent that  whatever  we  come  up 
with,  we  can  manufacture. 
With  Digital  and  ASK,  we're 
planning  a  top-to-bottom 
enhancement  of  our  process 
manufacturing  systems.  We 


see  an  opportunity  to  widen 
the  gap  even  further  between 
us  and  our  competition." 

Digital's  NAS,  and  its  third- 
party  suppliers  provide  manu- 
facturers with  complete 
solutions  that  work  in  their 
complex,  multi-vendor  envi- 
ronment. Solutions  that  are 
designed  to  meet  today's  needs 
and  tomorrow's  demands 
because  they're  based  on  inter- 
national standards. 

To  learn  more,  write  to 
Digital  Equipment  Corporation, 
129  Parker  Street,  Maynard, 
MA  01754-2198.  Or  call  your 
local  Digital  hhh||||h||"' 
sales  office.    EjuSDUuD 
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Middle  East 


Saudi  Arabia 


Suliman  Saleh  Olayan 

Suliman  Olayan  is  licensee  of  Col- 
gate-Palmolive, Coca-Cola,  Kimber- 
ly-Clark, Burger  King  and  other  big 
American  companies  in  his  native 
Saudi  Arabia.  Now  he  wants  to  ex- 
pand into  Kuwait.  As  his  ally,  he's 
lined  up  an  important  Kuwaiti  mer- 
chant family,  the  Al-Sagars.  Abdul 
Aziz  Al-Sagar  is  the  head  of  the  Ku- 
waiti Chamber  of  Commerce.  The 
focus  will  be  on  high-tech  jobs  in  oil 
ser\'ices  and  telecommunications. 

In  the  U.S.,  Olayan  operates  as 
Crescent  Diversified  Ltd.  and  Com- 
petrol  Real  Estate,  located  in  New 


York.  He  owns  just  over  5%  of  cs  Firsr 
Boston,  plus  stakes  in  Chase  Manhat- 
tan (5%),  J. P.  Morgan  and  First  Chi- 
cago. At  72,  he  still  calls  the  shots  but 
has  turned  over  some  of  the  day-to- 
day operations  of  his  $  1  billion  empire 
to  his  four  children.  -R.K. 


Al-Rajhi  family 

When  Iraq  stormed  Kuwait,  panicky 
Saudi  depositors  stormed  banks.  Ru 
mors  swirled  that  Al-Rajhi  Banking  & 
Investment  Corp.  (assets,  $4.9  bil- 
lion) had  a  jet  flown  in  stuffed  with 
U.S.  dollars  to  pay  depositors. 

Whether  it's  true  or  not,  the  rumor 
attests  to  the  Al-Rajhi  brothers'  repu- 
tation for  absolute  business  rectitucie 


Sulllli,!',  i"!!,!yan 

Bringing  Coca-Cola  back 
to  Saudi  Arabia. 


Kuwait  City  after  the  war 

The  cost  of  replacing  stolen  goods 

could  reach  $10  billion. 


as  well  as  religious  devotion.  Because 
the  Koran  proscribes  interest,  the 
brothers  (Sulaiman,  Saleh,  Abdullah 
and  Mohamed)  benefit  from  very  low 
cost  of  funds;  their  bank  earns  an 
astounding  6%  return  'on  assets.  On 
the  basis  of  the  bank's  value  on  the 
Saudi  stock  exchange,  the  Al-Rajhis' 
50%  is  worth  about  $1 .8  billion.  Add 
to  that  over  $1  billion  made  in  the  oil 
boom  years. 

The  Al-Rajhis  specialize  in  offering 
below-market  rates  to  finance  trade; 
so  as  not  to  earn  interest,  they  buy 
their  commercial  customers'  inven- 
tories and  resell  them  at  a  markup.  So 
far  the  brothers  have  dealt  mainly  with 
Japanese  and  European  trading  com- 
panies. But,  according  to  Mardig  Ha- 
ladjian  of  Cyprus- based  Capital  Intel- 
ligence, the  Al-Rajhis  are  now  inter- 
ested in  developing  links  to  U.S. 
import-export  businesses.  -R.K. 
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New  mood 
in  the  Gulf 

The  Kuwaiti  goxernmcnt 
may  finally  start  serious 
work  on  rebuilding  the 
country  late  this  summer, 
or  maybe  fall.  "But  why 
should  the  private  sector 
wait?"  demands  a  Ku- 
waiti banker. 

The  Gulf  war  has 
changed  Gulf  attitudes,  no- 
where more  than  here. 
The  private  sector  is  as  little 
as  20%  of  the  total  econo- 
my— the  government  owns 
the  oil  and  most  people 
are  on  an  official  payroll. 
But  it  is  a  crucial  20%.  Ku- 
wait imports  almost  every- 
thing, mostly  through 
the  private  sector.  The 
Iraqis  looted  ever\'thing, 
down  to  bathroom  fixtures. 

Shrewd  businessmen 
smell  opportunity.  "I'm 
going  to  live  in  bad  con- 
ditions, sacrificing  my  com- 
fort so  I  won't  miss  out," 
says  Sami  Shammas,  a  mod- 
esdy  wealthy  Kuwaiti 
contractor.  He  rushed 
home  from  the  U.S.  in 


early  April,  after  signing  up 
new  U.S.  suppliers.  Now, 
the  emergency  phase  over, 
only  Kuwaitis  may  bid  on 
contracts,  which  means  for- 
eigners must  find  Kuwaiti 
agents  or  partners.  Kuwaiti 
merchants  are  scrambling 
to  bring  back  employees 
and  get  to  work. 

The  two  Kuwaiti  bil- 
lionaire families — suspend- 
ed from  our  list  until  the 
dust  setdes — sent  members 
back  home  early.  The  Al- 
Ghanims'  automobile  dis- 
tributorships reportedly 
lost  7,000  cars  to  the  Iraqis. 
They  have  ordered  more 
than  8,000  new  ones,  Gm's 
single  largest  internation- 
al order  ever.  Staffers  scour 
the  U.S.  for  other  goods. 

The  Al-Kharafi  family 
is  even  better  situated. 
Their  construction  firm; 
one  of  the  largest  in  the 
Middle  East,  already  has  a 
contract.  Mohamed  Al- 
Kliarafi  is  chairman  of  the 
National  Bank  of  Kuwait, 
the  only  bank  whose  as- 
sets were  not  frozen  during 
the  war.  Over  20 
branches  are  operating  in 


Kuwait;  the  London  of- 
fice is  issuing  hundreds  of 
letters  of  credit  a  day. 

Then  there's  Saudi  bil- 
lionaire Suliman  Olayan's 
ally,  the  old  Kuwaiti  mer- 
chant family  AJ-Sagar.  A.H. 
Al-Sagar  &  Bros.'  Wael 
Al-Sagar  assesses  the  ftj- 
ture.  The  invasion  of  Ku- 
wait showed  the  Gulf  Arabs 
how  important  political 
cooperation  is  in  the  re- 
gion, he  says.  He  foresees 
a  kind  of  Gulf  common 
market,  because  econom- 
ic links  can  reinforce  com- 
mon political  interests. 
Kuwaiti  merchants,  he  says, 
would  let  other  Gulf 
companies  compete  in  Ku- 
wait if  they  could  com- 
pete elsewhere,  too — a  big 
departure  from  old  pro- 
tectionist habits.  Al-Sagar 
says  he's  heard  such  talk 
from  Saudis. 

"The  war,"  he  says, 
"showed  the  cause  is  one 
and  the  fate  is  one."  Co- 
operation between  Arab 
states  has  been  often  dis- 
cussed but  seldom  seen. 
Perhaps  this  time  will  be 
different.  -R.K. 


Saleh  Abdullah  Kamel 

With  an  up-from-nothing  fortune  es- 
timated at  $  1 . 1  billion,  well-connect- 
ed Kamel  is  new  to  the  world  billion- 
aires fraternity  this  year.  A  former 
Ministry  of  Finance  controller,  Ka- 
mel, now  in  his  50s,  joined  a  Saudi 
prince  in  a  licensing  deal  with  the 
U.S.'  Avco  Corp.  (now  part  of  Tex- 
tron) in  the  1970s  and  won  govern- 
ment contracts  to  maintain  airports 
and  provide  water  and  light  to  entire 
cides.  One  division  of  Dallah-Albar- 
aka,  Kamel's  master  company,  holds 
the  kingdom's  only  license  to  teach 
driving  and  give  out  permits. 

A  devout  Muslim,  Kamel  started 
his  own  Islamic  banking  empire  (Al- 
baraka)  in  the  early  1980s.'  (Islamic 
banks    obey    the    Koran's    stricture 


against  riba,  or  interest,  and  instead 
make  their  money  through  fees  and 
sharing  in  profits.)  Kamel's  Albaraka 
bank  ( 1989  assets,  $4  billion)  supplies 
venture  capital,  and  sometimes  takes 
cieposits,  in  underdevelopeti  coun- 
tries with  large  Muslim  populations, 
including  Tunisia,  Egypt,  Mauritania, 
Sudan,  Bangladesh  and  Pakistan.  It 
does  business  in  England,  too.  Al- 
baraka also  has  offices  in  Chicago, 
Pasadena  and  Houston  to  invest  in 
real  estate,  mergers  and  acquisitions, 
and  to  finance  trade.  It  also  works 
through  Intercap  Investments,  a  New 
York  merchant  bank  specializing  in 
Islamic  banking.  Kamel's  brother 
Hassan  runs  the  bank  day  to  day. 

Kamel  knows  the  value  of  public 
relations.  When  Saddam  Hussein  oc- 
cupied Kuwait  and  Kuwaiti  dinars 
became  worthless,  Kamel  offered  Ku- 
waitis stranded  outside  the  country 


preinvasion  exchange  rates.  (Kuwait 
paid  off  1 00%. )  Suppose  Kamel  wants 
a  bank  license  in  Kuwait  and  seeks 
lucrative  maintenance  contracts. 
Many  Kuwaitis  will  doubtless  remem- 
ber kindly  the  man  who  purchased 
their  worthless  dinars.  -R.K. 


Abdul  Latif  Jameel 

Abdul  Latif  Jameel,  now  in  his  70s, 
built  a  near- $2 -billion  fortune  on  his 
Toyota  franchise;  it  remains  the  heart 
of  his  empire  and  accounts  for  40%  of 
the  Saudi  car  market. 

Investments  in  U.S.  real  estate  ( Jay- 
mont  Properties)  and  U.K.  car  dis- 
tributors (Hartwell  Pic.)  may  have 
problems,  but  Abdul  Latif  Jameel  Co. 
made  $3  billion  in  sales  in  1990, 
partly  thanks  to  Toyota  truck  orders 
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s  Abdul  Latif  Jameel 
I   No  complaints 
about  Japan's 
contribution 
to  the  Gulf  war. 


as  one  of  Japan's  contributions  to  the 
Gulf  war. 

Mohammed  Jameel,  one  of  three 
U.S. -educated  sons,  is  learning  the 
business.  -R.K. 


Bin  Mahfouz  family 

The  Bin  Mahfouz  family  name  has 
come  up  in  reports  of  Clark  Clifford's 
scandal -stained  First  American  Bank- 
shares.  The  Bin  Mahfouz  were  big 
holders  of  BCCI,  the  money-launder- 
ing bank  that  appears  to  have  secretly 
controlled  First  American.  But  the 
Saudi  family  is  out;  they  sold  their 
20%  of  BCCl  over  a  year  ago.  The  heart 
of  their  fortune  is  60%  of  National 
Commercial  Bank  (ncb),  Saudi  Ara- 
bia's largest  bank  (1989  assets,  $23 
billion).  They  also  have  a  Luxem- 
bourg-based holding  company  for  in- 
vestments in  the  U.S.  and  Europe.  In 
New  York  they  own  bond  dealer 
Langdon  P.  Cook  and  Eastbrook,  a 
trading  company  for  Latin  American 
and  Asian  produce. 

NCB  has  been  stuck  with  bad  loans 
to  lesser  Saudi  royals.  Patriarch  Salim 
Alimed  Bin  Mahfouz  is  stepping 
aside;  Klialid  Bin  Salim  Bin  Mahfouz, 
44,  one  of  the  three  brothers  working 
at  NCB,  seems  to  be  taking  over. 

The  family  is  worth  upwards  of  $2 
billion.  -R.K. 


Juffali  family 


Through  E.A.  Juffali  &  Bros,  (sales, 
$850  million),  brothers  Ebrahim, 
Ahmad  and  Ali  Juftali  represent  some 
60  foreign  companies  in  Saudi  Arabia, 
including  IBM,  Mercedes-Benz  and 
Michelin,  and  have  joint  ventures 
with  the  likes  of  Siemens  ancJ  Du 
Pont.  This  $1  billion  family  installed 
air-conditioning  in  the  king's  Taif 
palace  and  still  seems  to  enjoy  the 
royal  nod:  The  Juflfalis'  joint  venture 
with  Siemens  recently  won  a  contract 
for  a  cancer  center  for  King  Abdel- 
Aziz  Flospital.  Their  foreign  invest- 
ment arm,  Enpro  International,  is  in 
New  York.  -R.K. 

Lebanon 


Safra  brothers 

The  cosmopolitan  Safras  were  born 
and  bred  in  Beirut,  fled  to  Brazil  in  the 
late  1940s  and  made  most  of  their 
money  in  New  York,  Brazil  and  Eu- 
rope. Edmond  Safra  controls  29%  of 
$29  billion  (assets)  Republic  New 
York  Corp.,  a  capital-rich  holding 
company  for  Republic  National  Bank 
of  New  York.  Republic  also  owns 
Manhattan  Savings  Bank.  In  Geneva 


Edmond  directly  owns  20%  of  Safra 
Republic  Holdings  (assets,  $8.4  bil- 
lion), while  Republic  New  York  has 
another  48.6%. 

Last  November,  Edmond's  youn- 
ger brothers,  Joseph  and  Moise,  own- 
ers of  Brazil's  Banco  Safra  (assets, 
$2.2  billion),  paid  an  estimated  $35 
million  for  a  controlling  interest  in 
First  International  Bank  of  Israel 
($3.5  billion),  Israel's  fifth-largest 
and  most  profitable  bank. 

What  will  the  Safras,  now  worth 
more  than  $1  billion,  buy  next?  Ed- 
mond Safra's  Republic  says  it  is  look- 
ing to  acquire  banks  in  the  greater 
New  York  area.  -R.K. 


RafikB.HaHH 

Rafik  Hariri,  46,  worth  some  $2.5 
billion  from  Saudi  Arabian  construc- 
tion contracts  and  maintenance  proj- 
ects, owns  Houston's  Texas  Com- 
merce Tower  and  pieces  of  French 
banks.  A  patriotic  philanthropist,  he 
has  lent  over  $100  million,  interest- 
free,  to  Lebanese  students  studying  in 
the  West.  He's  also  financed  nearly 
20%  of  the  student  body  in  Lebanese 
universities.  With  the  end  of  Leba- 
non's civil  war,  look  for  Hariri  to  play 
a  major  role  in  the  country's  recon- 
struction. -R..K. 


Turkey 


VehbiM.Koc 

Koc  Group,  Turkey's  largest  con- 
glomerate (1990  sales,  $9.4  billion; 
estimated  net  worth,  $3  billion),  is 
selling  tea,  cigarettes,  flour,  razor 
blades,  even  refrigerator  parts  to  the 
Soviet  Union  through  its  trading 
company.  It's  also  selling  consumer 
goods  on  consignment  in  Hungar\', 
Czechoslovakia  and  Poland.  In  fact, 
Turkey  hopes  to  create  a  Black  Sea 
Cooperation  Zone  consisting  of  itself 
plus  the  Soviet  Union,  Romania  and 
Bulgaria.  Explains  a  Koc  trading  com- 
pany executive:  "We  want  to  enter  the 
kc:  but  we're  frozen;  we  work  with  the 
Middle  East  and  North  Africa  but 
they're  unreliable;  so  we  are  flirting 
with  the  East.  If  we're  refused  com- 
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man  but  brother  Sakir,  62,  and  son 
Bulent,  42,  run  the  business.  Son 
Faruk,  37,  oversees  their  small  com- 
puter business.  Now  a  patron  of  the 
arts  in  Istanbul,  Nejat  plays  the  violin 
and  collects  Turkish  paintings.  He 
started  Istanbul's  Foundation  of  Cul- 
ture &  Arts,  which  has  hosted  the 
New  York  Philharmonic  and  the  Bol- 
shoi  Ballet.  -R.K. 


Vehbi  Koc 

Flirting  with  the  East. 


mon  market  status,  at  least  we'll  have 
found  something." 

Although  Rahmi  Koc,  59,  runs  the 
business,  his  father,  Vehbi  Koc,  90, 
who  started  as  a  grocer,  is  said  to  have 
the  last  word  on  big  decisions  involv- 
ing the  99  Koc  Group  companies  in 
ever\'thing  from  electronics  to  con- 
struction to  banking  to  automobiles. 
Koc,  a  licensee  of  Peugeot  and  a  joint 
venture  partner  with  Ford  and  Fiat, 
sold  a  whole  year's  worth  of  cars  in  the 
first  six  months  of  1990,  before 
the  Gulf  war  spooked  the  Turkish 
market.  -R.K. 


Nejat  F.  Eczacibasi 
and  family 

Nejat  is  another  new  name  among  the 
world's  billionaires.  In  1909  the  Iz- 
mir city  council  bestowed  the  title  of 
Eczacibasi,  or  head  pharmacist,  on 
Nejat's  father.  Some  40  years  later 
Nejat  founded  Turkey's  first  pharma- 
ceutical plant.  Todav  Eczacibasi 
Holding  A.S.  (1990  sales,  $1  billion) 
is  a  major  conglomerate,  with  30 
companies  in  pharmaceuticals,  per- 
sonal health  care  and  industrial  raw 
materials.  The  company's  estimated 
worth  is  upwards  of  $  I  billion. 


Nejat  Eczacibasi 

Turkey's  biggest  pharmacist. 


Nejat  studied  chemistry  at  the  uni- 
versities of  Heidelberg,  Berlin  and 
Chicago.  During  World  War  II  he 
won  fame  for  producing  a  vitamin 
unavailable  at  the  time.  After  the  war 
Eczacibasi  produced  drugs  under  li- 
cense from  Upjohn  and  other  big 
foreign  drugmakers.  With  two  phar- 
maceutical factories  built,  he 
branched  out  into  personal  care  prod- 
ucts and  industrial  raw  materials. 
Joint  venture  deals  with  Procter  & 
Gamble  (diapers  and  feminine  hy- 
giene products)  and  James  River 
Corp.  (tissue  paper)  followed. 

Like  the  Koc  Group,  Eczacibasi 
eyes  the  Soviet  market.  "The  Middle 
East  is  100%  unreliable,"  says  an  exec- 
utive, '"the  Soviet  Union,  only  50%." 

Nejat,  77 ^  is  still  Eczacibasi's  chair- 


Sabanci  brothers 

Sabanci  Holding  A.S.,  Turkey's  sec- 
ond-largest industrial  conglomerate 
(1990  sales,  $3  billion),  is  forging 
more  overseas  links:  with  Du  Pont  to 
make  industrial  yarn;  with  Toyota  and 
Mitsui  to  produce  1 00,000  cars  a  year 
in  Turkey;  and  with  Philip  Morris  to 
make  Marlboros,  Chesterfields  and 
Parliaments.  Founded  in  the  1930s  by 
Haci  Omer  Sabanci,  the  company  is 
run  by  his  five  sons.  Sakip,  58,  is 
chairman;  Haci,  57,  rims  food,  ce- 
ment and  textiles;  Sevket,  56,  interna- 
tional; Erol,  55,  banking  and  insur- 
ance; and  Ozdemir,  54,  automotive 
and  plastics.  Last  year  the  family  bank, 
Akbank,  went  public  on  the  frail  Is- 
tanbul stock  exchange. 

The  brothers'  fortune  is  estimated 
at  $1.5  billion.  -R.K. 

Citizen  of  the  World 
The  Aga  Khan  IV 

The  Aga  Khan,  spiritual  leader  of  15 
million  Ismailis  and  recipient  of  an 
annual  12%  of  their  income — a  trib- 
ute known  as  zakat — maintains  a 
comfortable  lifestyle  on  his  estate  in 
Aiglemont  (outside  Paris)  with  his 
wife  and  their  three  children.  He 
owns  about  700  racehorses  and 
7.5%  of  Giovanni  Agnelli  &  Co., 
which  indirectly  holds  Fiat's  stock. 
Through  his  own  holding  company, 
Fimpar  SpA,  the  Aga  Khan  has  50% 
of  Milan-based  Ciga  SpA,  a  group  of 
36  luxur)'  hotels  throughout  Eu- 
rope, and  controls  two  small  Italian 
airlines,  Alisarda  SpA  and,  through 
it,  Avianova. 

The  Aga  Khan,  54  and  a  Harvard 
alum  ('59),  is  also  reputed  to  have  a 
huge  stock  portfolio.  -M.K. 
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We've  discoverfsd 
that  sreen  comes  in  lots 

of  other  colors* 


>.*»" 


The  global  marketplace 
is  rich  with  opportunities  for 
Diebold.  No  surprise  that  it's 
the  target  of  our  growth 
strategies. 

InterBold',"  a  recent  joint  ven- 
ture of  Diebold  and  IBM  companies, 
offers  automated  teller  machines 
and  other  financial  self-service  systems 
worldwide. 

And  we're  moving  in  the  same 
direction  with  our  physical  and  electronic 
security  products... seeking  distributors, 
acquisitions,,joint  ventures  and  licensing 
agreements  around  the  world. 

Our  strong  cash  position  and  low 
debt  give  us  the  financial  muscle  to  take 
on  new  opportunities.  And  to  realize 
the  corporate  goal  of  international 
industry  leadership. 

An  ambition  we  expect  will  come 
off  with  flying  colors. 

For  a  copy  of  our  annual  report, 
with  news  of  our  38th  consecutive 
annual  dividend  payout  increase,  write 
to  Diebold,  Incorporated,  Investor 
Relations,  Dept.  9-79-M,  P.O.  Box  8230, 
Canton,  Ohio  44711-8230. 

For  information  on  our  Dividend 
Reinvestment  Plan,  or  other  shareholder 
matters,  call  1-800-766-5859. 


INCORPORATED 


The  AmeHcas 


Colombia 


Pablo  Escobar  GaviHa 

Following  the  Ochoa  brothers'  exam- 
ple, cocaine  kingpin  Pablo  Escobar 
Gaviria  turned  himself  in  once  the 
Colombian  government  assured  him 
that  he  would  not  be  extradited  to  the 
U.S.  On  June  20  he  checked  into  a 
mountaintop  prison  overlooking  his 
hometown  of  Envigado.  The  drug 
lord,  as  part  of  a  decade -long  patron- 
age effort,  donated  the  site  as  a  uni- 
versity campus.  Escobar  has  been  ac- 
cused of  ordering  the  murders  of 
judges,  policemen  and  anyone  else 
who  got  in  his  way.  A  lot  of  people 
have  scores  to  settle  with  him.  He  had 
the  "prison"  built  to  protect  himself 


"A  great  many  Colombian  police- 
men are  making  a  fortune  protecting 
Pablo  Escobar,  another  great  many 
are  making  money  chasing  him,"  said 
cocaine  industry  analyst  Rensselaer 
Lee  last  month.  "It's  almost  as  if 
Pablo  Escobar  represents  everyone's 
vested  interest  in  maintaining  the  sta- 
tus quo." 

Despite  the  Colombian  govern- 
ment's recent  crackdown  on  the  co- 
caine cartel,  much  of  Escobar's  distri- 
bution network  remains  intact.  The 
government  may  not  want  to  destroy 
it  altogether.  The  billions  of  narco 
dollars  flowing  back  into  Colombia 
give  that  country  one  of  the  strongest 
economies  in  Latin  America.  When 
the  authorities  attack,  say  Drug  En- 
forcement Agency  sources,  Escobar 
and  friends  fall  back  on  long- hidden 
stocks  of  cocaine,  and  new  traffickers 


appear  to  fill  any  supply  shortfalls. 
First  among  them,  the  Cali  cartel,  less 
violent,  less  threatening  to  the  Co- 
lombian government,  and  little  dam- 
aged so  far.  There  are  many  others. 
The  "democratization"  of  the  co- 
caine trade  may  be  the  main  legacy  of 
Colombia's  crackdown. 

Escobar,  41,  is  the  most  blood- 
stained narco,  and  also  the  richest. 
Impossible  to  measure  precisely,  but  a 
multibillionaire.  -J.M. 


Ochoa  family 

Sitting  on  one  of  Latin  America's 
biggest  fortunes,  the  violent  Ochoa 
brothers  negotiated  their  surrender  to 
Colombian  authorities  starting  last 
December.  They  now  run  their  lucra- 


Drug  king  Pablo 
Escobar  Gaviria  and 
some  Colombian 
holdings:  a  Medellin 
hacienda  (left)  and 
a  private  zoo 
"A  great  many 
Colombian  police- 
men are  making 
a  fortune  protect- 
ing Escobar." 


114 


Forbes  ■  July  22,  1991 


"TEN  YEARS  AGQOUR  LOVE  BECAME  I 
THIS  AK[NIVERSARY,  I'M  BREAKING  ALL  TH: 


4 


^,tM0'' 


THE  DIAMOND  ANNIVERSARY  BAND. 
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Suggested  retail  price  tor  rings  $2,000- $4,500 
For  more  intormation,  call  800-777-8220. 


ihisjjear,  tell  her  youd  many  her  all  over  again. 

fl  diamond  is  forever. 


The  Americas:  Colombia,  Brazil 


tive  cocaine  producing  and  exporting 
enterprise  from  comfortable  prison 
cells  in  Bogota,  beyond  the  reach  of 
U.S.  justice.  Last  month  Colombia's 
parliament  appro\'ed  a  new  constitu- 
tion that  bars  the  extradition  of  Co- 
lombian criminals. 

"The  Colombians  have  never 
shown  much  interest  in  prosecuting 
the  Ochoas,"  says  Richard  Gregorie, 
the  former  South  Florida  prosecutor 
who  spent  most  of  his  career  with  the 
Justice  Department  tr\'ing  to  bring 
them  to  trial  in  Miami.  The  broth- 
ers— Jorge  Luis,  41,  Juan  David,  43, 
and  Fabio  Ochoa,  34 — were  among 
the  first  "extraditables"  to  make 
peace  with  the  Colombian  go\ern- 
ment;  their  father,  Fabio  Sr.,  67,  sup- 
posedly retired,  remains  unjailed. 

According  to  Drug  Enforcement 
Agency  sources,  the  seizure  of 
Ochoa-owned  assets  in  Colombia 
seems  not  to  ha\e  dented  the  Ochoas' 
fortune,  estimated  at  over  $2  billion. 
"At  most  only  about  $230  million  in 
property  has  been  seized''  from  all  the 
traffickers,  the  Ochoas  included,  says 
one  source.  And  most  of  that  has  been 
returned  on  appeal  to  front  operatixes 
who  have  claimed  title. 

As  cocaine  use  slows  in  the  U.S., 
the  Ochoas  and  other  narcos  have 
increased  shipments  to  Europe  and 
are  testing  the  Far  East.  While  1990 
was  hardly  a  banner  year,  cocaine 
remains  a  lucrative  business  for  Co- 
lombia— and  will  as  long  as  a  kilo  can 
be  delivered  in  Miami  for  $10,000 
and  sold  wholesale  for  $20,000,  as  is 
the  case  now.  -J.M. 

Brazil 


Ermmo  de  Moraes  family 

"Brazil,"  a  national  slogan  goes,  "is 
the  country  of  the  next  century." 
Many  add:  "And  always  will  be." 

The  old  quip  has  a  sour  ring  this 
year.  By  first  seeking  to  vanquish  in- 
flation by  cutting  public  spending  and 
freezing  private  speculation  and 
prices — and  then  losing  his  nerve  half- 
way— President  Collor  has  mainly 
succeeded  in  giving  Brazil  both  hy- 
perinflation and  a  deep  recession. 

Antonio  F^rmirio  de  Moraes,  63, 
who  controls  his  family's  $1.6  billion 


LEFT: 

f  Ermirio  de  Moraes 
I  Collor  supporter 
I  turns  tough  critic. 


(book  value)  Votorantim,  Brazil's 
biggest  private  conglomerate,  was  a 
strong  backer  of  Collor.  Now  he  is  a 
bitter  critic. 

"Months  of  turmoil"  is  what  Er- 
mirio de  Moraes  predicted  for  Brazil 
in  October,  when  Collor  announced  a 
one-year  freeze  on  bank  deposits. 
Turmoil  for  Votorantim,  certainly: 
Some  $500  million  in  its  cash  was 
frozen,  at  least  until  late  this  year. 
Votorantim  has  laid  oft"  3,000  em- 
ployees and  cut  back  investment. 
"Businessmen  should  forget  about 
investing  here,"  he  gloomily  told  re- 
porters. Votorantim's  money  is  sup- 
posed to  be  released  in  stages,  but 


ABOVE: 

Roberto  Marinho 
Profits  roll  on 
soaps  and  soccer. 


many  think  the  impoundment  will 
prove  an  effective  form  of  taxation. 
No  developing  economy  needs  to 
increase  taxes.  -J.M. 


Roberto  Marinho 

Marinho,  86,  owns  Brazil's  Rede 
Globo,  the  world's  fourth-largest  TV 
network  (after  ABC,  CBS  and  nbc).  He 
has  long  been  at  the  center  of  Brazil's 
political  ring.  There  are  long-stand- 
ing ties  between  him  and  the  family  of 
Brazilian  President  Fernando  Collor 
de  Mello. 

Rede  Globo  emphatically  endorsed 
Collor  de  Mello  when  he  ran  for 
president  in  1989.  But  its  support  for 
Collor  sympathizers  in  local  and  state 
elections  last  October  was  at  best 
lukewarm.  The  pro-Collor  slate  was 
crushed. 

Marinho  says  he  still  backs  Presi- 
dent Collor  and  his  harsh  economic 
austerity  plan,  even  though  it  hurts 
Marinho's  interests  in  magazine  and 
newspaper  publishing,  cattle  ranch- 
ing and  real  estate.  But  losses  there 
have  been  offset  by  gains  in  broadcast- 
ing. TV  ad  revenues  were  up  again  last 
year,  thanks  to  Brazil's  love  affair  with 
soccer;  Globo  broadcasts  the  World 
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PAMERICANS 
IG  AND  HEALTHY 


Municipal  bonds  are  not  just  sound  investments. 

Not  simply  tax-free.  They  help  keep  Americans  active  and  healthy,  by  building 

and  supporting  hospitals,  clinics  and  medical  groups. 

We're  America's  leading  insurer  of  municipal  health  care  bonds.  We  add  strength  to  bonds. 

By  staying  strong  in  our  commitment,  strong  in  our  resources. 

Municipal  Bond  Investors  Assurance  Corporation,  Armonk,  New  York  10504 
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The  Alfa  Romeo  Assurance  Program. 
A  package  of  services,  neatly  laid  out  in  its 
own  cloth  case,  that  says  we  believe  the 
164  to  be  so  reliable,  so  sure  of  itself,  that 
we're  backing  it  up  in  writing. 


The  Alfa  Romeo  164.  A  car  so  good,  with  a  warranty  so  complete, 

it  even  covers  the  occasional  mental  breakdown. 


Of  course,  it  covers  all  scheduled 
maintenance,  even  headlight  bulbs  and 
wiper  blades  for  three  years  or  36,000 
miles,  whichever  comes  first.  But  it  goes 
further,  much  further,  to  include  things 
like  the  cost  of  emergency  roadside  service 
if  you  run  out  of  gas.  And  free  installation 
of  your  spare  should  you  have  a  flat  tire 
while  on  the  road.* 

The  Alfa  Romeo  Assurance  Program  is 
waiting  patiently  inside  the  most  reliable, 
well  builtAlfa  Romeo  ever  The  164.  Which, 
in  turn,  i$  quite  anxious  to  be  on  the  road. 


Call  1-800-245-ALFA  for  the  dealer  nearest 
you  for  details  and  a  copy 
of  this  warranty. 


•Emergency  roadside  service  and  trip 
interruption  provided  byCrossCountry 
Motor  Club,  Inc.,  Boston,  MA  021 55, 
except  in  California,  where  services 
are  provided  by  Cross  Country  Motor 
Club  of  California,  Inc.,  Boston, 
MA  02155. 

©1991  Alfa  Romeo  Distributors  of  Nortfi  America 


The  legendary  marque  of  high  performance. 


The  Americas:  Brazil,  Mexico,  Venezuela,  Canada 


Cup  soccer  matches.  Newly  divorced 
and  still  active  in  his  many  businesses, 
Marinho  faces  Brazil's  recession  with 
deep  pockets.  His  fortune  is  worth 
upwardsof$l  billion.  -J.M. 


Sebastiao  Gamargo 

The  government  construction  proj- 
ects for  Camargo's  $5  billion  (sales) 
construction  empire,  Camargo  Cor- 
rea,  have  dried  up  under  Brazilian 
President  Fernando  Collor  de  Mello's 
anti-inflation  policies.  So  Camargo, 
worth  $1  billion,  is  diversifying.  One 
investment:  part  t)f  Alpargatas,  Latin 
America's  biggest  apparel  maker. 

The  company's  leadership  may  be 
changing,  too.  Last  year  Sebastiao 
Camargo,  82,  announced  his  succes- 
sor, longtime  employee  Werner 
Schmidt  Rehder.  In  mid-June  the 
heir  apparent  was  kicked  upstairs  to  an 
advisor}'  board  while  the  old  man 
resumed  his  duties  as  president.  One 
of  his  three  sons  may  eventually  run 
the  company.  But,  with  93%  of  the 
stock,  family  control  is  safe.       -J.M. 

Mexico 

El 

Carlos  Slim  Helu 

In  1982  Mexico's  economy  col- 
lapsed, banks  were  nationalized,  the 
stock  market  crashed  and  panicky 
Mexican  businessmen  started  dump- 
ing their  companies.  Carlos  Slim  Helu 


bought.  As  a  result  Slim,  51,  and  new 
among  the  billionaires  this  year,  is 
probably  the  richest  businessman  in 
Mexico.  His  family's  70%  stake  in 
holding  company  Grupo  Carso 
(13.5%  is  public)  plus  other  holdings 
were  recently- worth  $1.7  billion. 

The  son  of  a  Lebanese  immigrant. 
Slim  was  born  in  Mexico  City  and 
worked  in  his  father's  general  store. 
He  studied  civil  engineering  and 
taught  algebra  at  Mexico  City's 
UNAM.  But  in  1965  the  entrepreneur- 
ial itch  won  out:  Slim  started  a  con-  " 
struction  and  real  estate  business  and 
a  stock  brokerage  firm,  Inbursa. 

In  1976  Slim  bought  a  small  printer 
of  cigarette  pack  labels.  Five  years 
later  he  bought  one  of  its  biggest 
customers,  Cigatam.  Cigatam  had 
only  27%  of  Mexico's  cigarette  mar 
ket.  But  one  of  its  licensed  brands  was 
Marlboro.  By  improving  distribution 
and  beefing  up  advertising.  Slim  used 
Marlboro  to  build  Cigatam's  share  to 
42%.  (Philip  Morris  has  a  minority 
interest  in  Slim's  company.) 

After  others  panicked  in  1982,  Slim 
used  the  cash  flow  from  his  cigarette 
business  to  buy  Segumex,  an  insur- 
ance company.  He  later  bought  a 
candy  company,  a  paper  company,  a 
restaurant/department  store  chain,  a 
mining  company,  a  copper  producer 
and  other  businesses.  He's  still  buy- 
ing. Last  December  he  closed  his 
biggest  deal  yet  when  he  and  partners 
Southwestern  Bell  and  France  Tele- 
com paid  $1.8  billion  for  20.4%  of 
Telefonos  de  Mexico,  Mexico's  tele- 
phone company.  Mexico  has  only  6 
telephone  lines  per  100  inhabitants 
(versus  53  per  100  in  the  U.S.),  so 
there's  plenty  of  room  for  growth. 

Slim,  a  shy  fellow  who  likes  Cuban 
cigars,  devotes  his  mornings  to  Ciga- 
tam and  his  other  companies,  and  his 
afternoons  to  Telmex.  He  tries  not  to 
get  involved  in  the  minutiae.  "My 
work  is  to  think,"  he  explains.  -C.P. 


El 


Carlos  Slim  Helu 

When  Mexicans  panicked,  he  bought. 


Garza- Sada  family 

Under  Mexico's  market-oriented 
President  Carlos  Salinas  de  Gortari, 
the  Mexican  economy  is  rapidly  en- 
tering the  late-20th  century.  Monter- 
rey's powerfial  Garza-Sada  clan  is  well 
positioned     to     benefit     from     the 


Paul  Reichmann,  co-owner  of 
London's  Canary  Wharf  (top) 
and  Toronto's  First 
Canadian  Place 
Successfully  juggling 
stock  and  real  estate. 


changes  taking  place.  The  family-con- 
trolled plastics  and  chemical  power, 
Grupo  Cydsa,  has  launched  a  new 
water  treatment  division,  Altatec,  just 
as  environmentalism  is  becoming  a 
pressing  issue.  Altatec  will  clean  up 
industrial  sites  and  bid  for  municipal 
water  treatment  contracts.  The  cost  of 
cleaning  up  decades  of  industrial  pol- 
lution in  Mexico  City  is  estimated  at 
over  $20  billion. 

One  family  member,  Javier  Garza 
Calderon,  lost  a  bid  last  December  for 
part  of  Telmex  (Telefonos  de  Mexi- 
co), Mexico's  newly  privatized  tele- 
phone monopoly;  he  was  outbid  by 
Carlos  Slim  Helu  (which  see).  The 
family's  majority-owned  steel  and 
petrochemical  combine,  Alfa,  may 
have  more  luck  when  the  state's  steel- 
works are  privatized  later  this  year. 

Through  their  diversified,  publicly 
held  Visa  (which,  among  other 
things,  brews  Dos  Equis  and  Tecate 
beer),  the  Garza-Sadas  once  held  77% 
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of  big  Banca  Serfin.  It  was  national- 
ized in  1982  and  is  slated  to  be  repri- 
vatized  in  the  next  year.  This  $2- 
billion-plus  family  (which  also  has  a 
piece  of  Monterrey's  biggest  insur- 
ance company  and  the  U.S.'  Anchor 
Glass )  might  yet  get  Serfin  back.-J .M. 

Venezuela 


Gisneros  family 

With  25%  inflation  and  a  Venezuelan 
economy  still  wobbly  from  the  1980s 
oil  bust,  Caracas'  billionaire  Cisneros 
family  is  expanding  overseas.  In  the 
U.S.  the  Cisneros  brothers — Gusta- 
vo, 46,  and  Ricardo,  42— and  their 
Organizacion  Diego  Cisneros  own 
Spalding  Sports  Worldwide,  the 
sporting  goods  concern,  and  Evenflo, 
the  maker  of  baby  products.  They're 
on  the  hunt  for  other  U.S.  properties. 


The  family's  Venevision — a  radio 
and  television  network  with  56%  of 
the  Venezuelan  market — is  active  in 
the  U.S.  Latino  market,  and  is  selling 
Spanish-language  programming  in 
Spain.  "A  good  program,  like  a  soap 
opera,  can  be  worth  five  times  in  Spain 
what  it  makes  in  the  United  States," 
brags  a  family  factotum.  Last  year 
Venezuelan  soaps  topped  the  charts 
in  Spain. 

At  home  the  brothers  are  involved 
in  a  $  1  billion  aluminum  smelter  part- 
nership with  France's  giant  Pechiney 
and  three  Italian  firms.  The  Cisneros 
boys  also  inked  a  $100  million  deal 
with  PepsiCo's  Frito-Lay  to  make 
snack  food.  Organizacion  Diego  Cis- 
neros is  Venezuela's  exclusive  Pepsi 
bottler,  and  licensee  for  Sears, 
Gerber,  NCR,  Digital  Equipment  and 
Apple  Computer. 

Even  in  a  weak  economy,  the  Cis- 
neros fortune  now  tops  an  estimated 
$1.7  billion.  -J.M. 


Canada 

Paul,  Albert 

and  Ralph  Reichmann 

Adam  Murza,  a  property  analyst, 
sharpened  his  pencil  for  us  and  tackled 
the  Reichmann  brothers'  $6-billion- 
plus  Canary  Wharf  project  in  London. 

It  is  the  world's  largest  commercial 
development  and  will  have  about  5 
million  square  feet  up  by  the  end  of 
the  year,  building  toward  12  mil- 
lion— 20%  larger  than  Manhattan's 
gargantuan  World  Trade  Center. 
This  project  is  100%-owned  by  the 
Hungarian-born  Reichmanns,  now 
Canadian  citizens.  Their  Olympia  & 
York  has  already  sunk  some  $2  billion 
into  it.  Canary  Wharf  was  designed  as 
a  refiage  from  the  rising  rents  and 
shortage  of  space  in  London's  city 
center,  2V2  miles  away.  But  the  com- 
pleted sections  are  only  53%  rented, 
and  competing  rents  in  central  Lon- 
don are  falling.  It  is  doubtful  Canary 
Wharf  will  see  positive  cash  flow  until 
after  the  year  2000.  Analyst  Murza 
estimates  Canary  Wharf  will  be  about 
$95  million  in  the  red  this  year. 

Are  the  Reichmanns  in  trouble.^ 
Don't  bet  on  it.  The  London  property 
recession  may  be  worse  than  they 
expected,  but  that  doesn't  mean  they 
are  running  out  of  cash.  Dividends 
from  their  nearly  $4  billion  blue-chip 
North  American  stock  portfolio, 
which  includes  some  of  Canada's 
largest  companies,  would  alone  cover 
Canary  Wharfs  deficit.  Then  there 
are  tens  of  millions  from  their  exten- 
sive realty  holdings  in  the  U.S.  and 
Canada.  Having  fled  wartime  Hunga- 
ry for  Morocco,  and  then  built  a 
fortune  in  Canada,  the  Reichmanns 
are  old  hands  at  a  judicious  mixing  of 
boldness  and  prudence.  -T.G. 


13 


Ghairles  Bronfman 

Citing  baseball  players'  ludicrous  sala- 
ries (but  suffering  from  bad  trades), 
Bronfman,  60,  sold  his  Montreal  Ex- 
pos in  June.  Insiders  say  he's  also 
unhappy  with  the  17%  stake  held  in 
Cineplex  Odeon,  the  ailing  theater 
chain,  by  one  of  the  investment  com- 
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number  of  retailers,  financial  institu- 
tions to  finance  them  and  markets.  It 
is  harder  to  overbuild." 

The  Eatons'  retail  stores  and  shop- 
ping centers  are  developments  in  the 
very  best  locations  in  each  of  the 
nation's  nine  largest  cities,  so  rents 
stay  high,  \acancy  rates  low.  Their 
values  have  held  up  better  than  most, 
analysts  say. 

The  business  stays  private:  95  de- 
partment stores,  estimated  sales  more 
than  $1.7  billion;  and  the  real  estate- 
joint  ventures  in  which  the  Eatons 
own  up  to  50%.  All  this  is  run  by  four 
brothers,  great-grandsons  of  the 
founder,  Irish  immigrant  Timothy 
Eaton:  Fredrik  Stefan,  53;  George 
Ross,  45;  and,  at  the  family  holding 
company,  John  Oaig,  54,  and  Thor, 
48.  The  family  is  taking  one  visible  hit 
from  recession  and  increased  market 
fragmentation:  Its  53%  of  Baton 
Broadcasting  was  lately  worth  $87 
million,  down  more  than  50%  from  its 
1989  high.  While  the  Eatons  control 
Baton  they  don't  manage  it.      -T.G. 


1^ 

Irving  family 

The  New  Brunswick-based  Irving 
family  is  known  for  its  get-tough  tac- 
tics, olten  intimidating  competitors 
and  unions  to  achieve  its  goals. 

Kenneth  Colin  Irving,  92,  started 
what  is  now  a  $5  billion  fortune  sell- 
ing gas  in  1924.  Sons  James,  Arthur 
and  Jack  (known  as  Oily,  Greasy  and 
Gassy,  respectively)  now  run  the  ener- 
gy-to-timber-products conglomerate 
with  their  father's  tough  policies. 

The  boys  are  taking  on  New  Bruns- 
wick's McCain  brothers  (who  quit 
old  K.C.  in  1956  to  go  on  their  own) 
in  frozen  French  fries.  Last  year  the 
Irvings  announced  plans  to  expand 
right  across  the  highway  from  the 
McCains'  flagship  plant — a  move 
partly  financed  with  government  as- 
sistance in  order  to  lower  the  cost  of 
capital. 

On  other  fronts,  a  bitter  1 1  -month 
strike  in  an  Irving  paper  mill  ended 


Charles  Bronfman  (r.)  and  Buck  Rodgers 
Au  revoir  to  the  Montreal  Expos. 


panies  in  his  Claridge  Group. 

Bronfman  is  doing  better  with  his 
Israeli  investments.  These  include  Kc;i 
Telecom;  Teva  Pharmaceutical;  Luz 
International,  a  solar  energy'  compa- 
ny; Optrotech,  in  electronics;  and 
Osem,  a  big  food  company.  After 
losing  out  to  fellow  Canadian  Conrad 
Black  in  a  bid  for  the  Jerusalem  Post, 
Bronfman  is  backing  the  new  Jerusa- 
lem Report.  Meanwhile,  his  17%  of 
Seagram  Co.  is  worth  some  $1.7  bil- 
lion and  rising.  -T.G. 


1^ 


Eaton  family 

Making  cautious,  conservative  invest- 
ments in  Canada  with  minimum  debt 
has  paid  this  venerable  family  and  its 
122 -year-old  retailing  chain  and  real 
estate  empire  well.  Especially  now. 

Canadian  property  values  are 
down,  but  less  than  in  the  overbuilt 
U.S.  "The  market  in  Canada  is  con- 
trolled," explains  Michael  Young,  at 
Toronto-  and  Dallas-based  Gordon 
&  Young.  "There  are  a  well-defined 


Fredrik  (right)  and  John  Craig  Eaton 
The  family's  flagship  store,  Toronto 
Eaton  Centre. 
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only  recently.  And  the  Inings'  Saint 
John  Shipbuilding  is  playing  hardball 
in  the  courts  against  a  defense  sub- 
contractor, Le  Groupe  mil.  Kach  is 
suing  the  other  regarding  Saint 
John's  $5.5  billion  frigate  contract 
from  the  Canadian  government,  mil 
doesn't  have  the  financial  wherewith- 
al to  lose  this  battle;  Saint  John  does. 
mil's  president  calls  Saint  John's  law- 
suit an  attempt  to  squeeze  out  its  only 
major  Canadian  competitor. 

In  the  U.S.  the  Irvings  have  ex- 
panded their  roughly  3,000-gas-sta- 
tion  empire  into  Maine,  New  Hamp- 
shire and  Vermont  but  are  shying 
away  from  competitive  Massachu- 
setts. Folks  who  do  business  with  the 
sons  say  at  least  one  of  them  cares 
more  about  public  relations  than  the 
old  man  did.  That's  good:  It  looks  like 
the  family  will  need  the  help.     -T.G. 


13 


Weston  family 

After  years  of  piling  up  cash.  Associat- 
ed British  Foods  Chairman  Garry 
Weston,  64,  made  his  move:  Early  this 
year  he  paid  some  $1.4  billion  for 


British  Sugar,  Europe's  third-largest 
sugar  refiner.  It  is  a  company  he  has 
covetecJ  for  years.  The  seller,  Beris- 
ford,  was  desperate  for  cash  to  cover 
debt  payments  on  several  bad  New 
York  and  U.K.  real  estate  invest- 
ments. Others  were  interested — in- 
cluding Italy's  billionaire  Ferruzzi 
family  (which  see) — but  only  Garry 
could  pay  the  price  immediately,  and 
in  cash. 

Gloated  London-based  Weston  to 
Forbes:  "Cash  is  king  at  moments 
like  this,  and  that  is  what  we  have  been 
waiting  for."  Perhaps  he  was  thinking 
of  critics  who  called  him  "too  un- 
aggressive" as  he  waited  with  his  cash. 

Brother  Galen,  50,  is  supposed  to 
be  the  aggressive  one.  He  nms  To- 
ronto-based George  Weston  Ltd., 
which  is  the  family's  flagship  and  ma- 
jority owner  of  Loblaw  Cos.,  the  ma- 
jor diversified  food  and  supermarkets 
group.  Loblaw  has  restructured  its 
hypermarkets,  okay  out  West  but  a 
flop  in  urban  eastern  Canada. 

Lately  Galen  has  been  building  a 
412-acre  seaside  community  just 
north  of  Vero  Beach,  Fla.  He  and  his 
polo  pal.  Prince  Charles,  inaugurated 
the  development's  two  polo  fields 


during  the   U.S.'  Januarvto-March 
1989  season. 

Family  stock  in  abl  and  George 
Weston  is  worth  $3.5  billion,  of 
which,  perhaps  not  coincidentally, 
$2.5  billion  is  brother  Garr\''s.  -T.G. 
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Kenneth  Roy  Thomson 

Now  67,  Kenneth  Roy  Lord  Thom- 
son of  Fleet  seems  satisfied  that  the 
family  has  again  produced  a  capable 
male  heir.  In  May  1990  son  David, 
34,  moved  from  helping  fix  Hudson's 
Bay  Co.  (the  Thomsons  own  73%)  to 
become  deputy  chairman  of  the 
Woodbridge  Co.,  a  holding  company 
responsible  for  managing  the  family's 
$6.8  billion  fortune. 

With  its  media  holdings — small- 
town papers  and  information  publica- 
tions like  Jane 's  Fi^htin^  Ships — occu- 
pying easily  defended  market  niches, 
Thomson  Corp.'s  market  value  has 
held  up  better  than  most  media  com- 
panies. Its  U.K.  travel  business  is  sur- 
viving competition  and  making  mon- 
ey. This  family  has  always  kept  its  eyes 
focused  on  the  bottom  line.      -T.G. 


Peterbilt  And  Fleming: 
Class  Attracts  Class* 

America's  premier  food  distributor  feeds  the  nation  with  an  American  Classic - 
The  Peterbilt  Truck.  Call  1-800-447-4700  for  the  Peterbilt  dealer  nearest  you. 
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A  DIVISION  OF 


A  Unique  Approach.  Finding  the  right  solution  often  requires  approaches  your  needs  from  a  unique 

seeing  the  familiar  in  an  unexpected  way.  vantage  point.  And  when  your  market 

As  the  leading  global  bank  with  origins  is  the  globe,  a  new  point  of  view  can 

in  the  Western  U.S.,  Bank  of  America  make  all  the  difference  in  the  world. 
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The  Golden  Gate  Bridge, 

photographed  by  Michael  Kenna.  Bdnk  Of  AlTIGriCd 
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Still  number  one 


Despite  the  recession,  the  U.S.  still 
accounts  for  more  $  1  -billion-plus  for- 
tunes than  the  next  rwo  countries 
combined.  There  are  64  identifiable 
individual  American  billionaires  (ver- 


sus 67  last  year)  and  32  billionaire 
families  (37  last  year).  Altogether, 
they're  worth  $207  billion,  enough 
to  keep  the  government  in  business  at 
least  a  couple  of  months.  Japan  ranks 


second,  with  41  fortunes  worth  at 
least  $1  billion.  Germany  is  third, 
with  37.  The  U.S.  billionaires  will  be 
updated  in  October  in  the  tenth  an- 
nual Forbes  Four  Hundred. 


Name/Source  of  wealth 

Kluge,  John  Werner/Metromedia 
Buffett,  Warren  Edward/Stock  market 
Gates,  William  Henry  Ill/Microsoft 
Devos,  Richard  Marvin/Amway 
Van  Andel,  Jay/Amway 
Walton,  Sam  MooreAVal-Mart  Stores 
Walton,  Alice  L./lntieritance  (Wal-Mart  Stores) 
Walton,  Jim/Inheritance  (Wal-Mart  Stores) 

Walton,  John  T./intieritance  (Wal-Mart  Stores) 
Walton,  S.  Robson/lnheritance  (Wal-Mart  Stores) 
Perelman,  Ronald  Owen/Leveraged  buyouts 
Wexner,  Leslie  Herbert/The  Limited,  Inc 
Hillman,  Henry  Lea/lndustrialist.  venture  capital 
Redstone,  Sumner  Murray/Movie  theaters,  investments 
Anthony,  Barbara  Cox/lnheritance 
Chambers,  Anne  Cox/lntieritance 

Newhouse,  Samuel  Irving  Jr./Publishing,  cable  TV 
Newhouse,  Donald  Edward/Publishing,  cable  TV 
Pritzker,  Jay  Arthur/Financier,  manufacturing 
Pritzker,  Robert  Alan/Financier,  manufacturing 
Arison,  Ted/Carnival  Cruise  Lines 
Bronfman,  Edgar  Miles/Seagram  Co 
Perot,  Henry  Ross/Electronic  Data  Systems 
Taubman,  A.  Alfred/Real  estate,  art 

Allen,  Paul  G./Microsoft 

Koch,  Charles  de  Ganahl/lnheritance  (oil  services) 

Koch,  David  Hamilton/Inheritance  (oil  services) 

Feeney,  Charles  F./Duty  Free  Shoppers 

Mars,  Forrest  Edward  Sr./Candy 

Mars,  Forrest  Edward  Jr./Candy 

Mars,  John  Franklyn/Candy 

Vogel,  Jacqueline  Mars/Candy 


Net  worth 
($billlons) 

$5.6 
4.4 
4.4 
4.2 
4.2 
3.7 
3.7 
3.7 

3.7 
3.7 
2.9 
2.9 
2.7 
2,7 
2.6 
2.6 

2.6 
2.5 
2.5 
2.5 
2.4 
2.3 
2.2 
2.1 

2.0 
1.9 
1.9 
1.9 
1.7 
1.7 
1.7 
1.7 


Name/Source  of  wealth  Net  worth 

($billions) 

Anschutz,  Philip  Frederick/Oil.  railroads  $1,7 

Annenberg,  Walter  Hubert/Publishing  1.7 

Packard,  David/Hevi/lett-Packard  1.7 

Helmsley,  Harry  Brakmann/Real  estate  1.7 

Bren,  Donald  Leroy/Real  estate  1,6 

LeFrak,  Samuel  Jayson/Real  estate  1.6 

Bass,  Robert  Muse/Oil,  investments  1.6 

Davis,  Marvin  Harold/Oil,  entertainment,  real  estate  1.6 

Crown,  Lester  (and  family)/lnheritance,  industrialist  1.5 

Hunt,  Ray  Lee/lnhentance,  oil,  real  estate  1.5 

Murdock,  David/Investments  1.5 

DeBartolo,  Edward  John/Shopping  centers  1.4 

Bechtel,  Stephen  Davison  Jr./Engineering,  construction  1.4 

Bass,  Lee  Marshall/Oil,  investments  1,4 

Bass,  Sid  Richardson/Oil,  investments  1.4 

Ludwig,  Daniel  Keith/Shipping,  real  estate  1.4 

Getty,  Gordon  Peter/Inheritance  (oil)  1.3 

Stern,  Leonard/Pet  supplies,  real  estate  1.3 

Kerkorian,  Kirk/Investments  1.3 

Tisch,  Laurence  Allan/Loev»s  Corp.  1.2 

Tisch,  Preston  Robert/Loews  Corp  1.2 

Rockefeller,  David/Inheritance,  banking,  real  estate  1,2 

Cargill,  James  R./lnheritance  (Cargill)  1.1 

Cargill,  Margaret/lntieritance  (Cargill)  1.1 

Cooke,  Jack  Kent/Real  estate,  investments  1.1 

Carlson,  Curtis  Leroy/Entrepreneur  1.1 

Ziff,  William  Bernard/Publishing  1.0 

Hill,  Margaret  Hunt/Inheritance  (oil)  1.0 

Gaylord,  Edward  Lewis/Media,  real  estate  1.0  ' 

Icahn,  Carl  Celian/Financier  1.0 
Knight,  Philip  Hampson/Nike                                                         .     1.0 

Turner,  Robert  Edward  (Ted)  Ill/Turner  Broadcasting  System  1.0 


U.S.  family  fortunes  estimated  at  over  $1  billion 


Name/Source  of  wealth 

du  Pont/Inheritance  (Du  Pont) 
Rockefeller/Oil 
Dorrance/Campbell  Soup 
MacMlllan/Cargill,  Inc. 
Mellon/Inheritance 
Hearst/Inheritance  (media) 
Milliken/Textiles 
Haas/Levi  Strauss 

Busch/Antieuser-Busch 
Upjohn/Inheritance  (Upjohn  Co.) 
Phipps/lnheritance  (steel) 
Hughes/Inheritance 
Lauder/Cosmetics 
Disney/Walt  Oisney  Co. 
Ford/Inheritance  (Ford  Motor) 
Rudin/Real  estate 


Net  worth 

Name/Source  of  wealth 

($blllions) 

$10.0 

Hall/Hallmark  Cards 

5.2 

Reed/Timber 

5.2 

Wattis/lnheritance  (Utah  International) 

4.4 

Nordstrom/Retailing 

4.4 

Kleberg/King  Ranch 

4.3 

Blaustein/lnheritance  (oil) 

3.0 

Scripps  (E.W.)/lnheritance  (newspapers) 

2.6 

Davis/Winn-Dixie 

2.5 

Chandler/Times  Mirror 

2.0 

Bancroft/Inheritance  (Dow  Jones) 

1.9 

Allen/Stock  market,  real  estate 

1.8 

Field/Inheritance,  media 

1.6 

Hoiles/Publishing 

1.5 

Pitcairn/lnheritance  (glass  manufacturing) 

1.5 

Lilly/Pharmaceuticals 

1.5 

Collier/Real  estate 

Net  worth 
($billions) 

$1.5 
1.4 
1.4 
1.4 
1.3 
1,3 
1.3 
1.3 

1.3 
1.2 
1.1 
1.1 
1.1 
1.0 
1.0 
1.0 
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He  who  hesitates 
is  Ixmch. 


I 


If  there's  any  way  to  guarantee  your  survival  these  days,  it's  this: 
Make  yourself  indispensable  to  your  customer.  And  here's 
another  hint  Better  do  it  quickly  Instead  of  waiting  for  customers  to 
come  to  you  with  problems,  go  to  them  with  solutions.  In  health  care, 

for  example,  we  have 
developed  programs  that 
control  costs,  maintain 
quality  and  ensure 
employee  satisfaction. 

To  make  sure  we  could 
offer  them  nationwide, 
we  moved  decisively  to 
create  the  most  extensive 
managed  health  care 
network  in  the  industry. 

In  the  property  and 
casualty  business,  we 
never  hesitate  to  break 
industry  tradition,  to 
find  the  most  promising 
answers.  One  result:  last 
year,  we  saved  clients 
$75  million  in  workers'  compensation  medical  costs.  And  we  haven't 
dragged  our  feet  in  pension  management,  either.  Developing  the 
largest  network  of  sales  and  service  specialists  in  the  country.  Whose 
initiative  keeps  client  and  asset  retention  rates  consistently  above  93%. 

Call  the  CIGNA  companies,  1-800-235-0235.  After  all,  everyone 
has  a  lot  on  his  plate  these  days  We'll  just  make  sure  it  isn't  you. 


We  get  paid  for  residts! 


CIGNA 


Property  and  Casualty  Insihiance  •  Employee  Benefits  •  Pension  and  Investment 
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Japan 

real  estate 


Yoshiaki  Tsutsumi 

TsLitsLimi  may  no  longer  be  the 
world's  wealthiest  businessman. 
Then  again,  he  just  might  be  by  far  the 
richest.  Here's  the  tale: 

F()RiiE.s'  estimate  of  Tsutsumi's 
wealth  has  been  edging  down  o\er  the 
years — his  Seibu  Railway  stock  ($27  a 
share)  fell,  we've  founci  some  debt, 
and  the  yen  is  off  its  peak.  Tsutsumi, 
once  worth  over  $18  billion  by  our 
estimates,  looks  more  like  $14-billion- 
plus.  Meanwhile,  Taikichiro  Mori  (see 
below)  edged  up,  to  $15  billion. 

So  Mori's  the  richest,  right? 

Not  necessarily.  Tsutsumi's  wealth 
is  held  through  his  holding  company, 
Kokudo  Keikaku.  His  direct  owner- 
ship is  40%,  which  is  the  basis  for  our 
estimate  of  his  fortune.  Trouble  is, 
Forbes  has  never  been  able  to  figure 
out  who  owns  the  other  60%.  There  is 
speculation  that  some — maybe  all — is 
controlled  by  Yoshiaki  Tsutsumi.  If 
so,  he's  worth  close  to  $35  billion. 

Now  57,  Tsutsumi  inherited  his 
vast  real  estate-based  fortune  from  his 
father,  who  founded  Seibu  Railway 
and  accumulated  huge  land  holdings 
at  end-of- World-War- II  prices.  He 
takes  risks — witness  his  big  resort 
projects  in  isolated  areas  of  the  nation 
where  Japanese  have  not  traditionally 
traveled — but  he  finances  them  con- 
serxatively.  Keiji  Onuma,  in  a  recent 
book  on  Tsutsumi,  suggests  that 
Seibu  Group  uses  Tsutsumi's  political 
connections  to  secure  cheap  loans 
from  gcwernment-affiliated  banks  for 
regional  development. 

Onuma  thinks  Tsutsumi  is  entering 
tougher  times.  Seibu  Group,  he  ar- 
gues, is  overcentralized,  and  the  huge 


Japan  Railways  companies  are  starting 
to  compete  with  Tsutsumi  in  the  re- 
sort business.  The  good  news  for 
Tsutsumi  is  that  the  1998  winter 
Olympic  Games  will  be  held  in  Na- 
gano, where  he  has  a  lot  of  resort 
property.  At  $14  billion — or  $35  bil- 
lion— the  Tsutsumi  fortune  will  not 
vanish.  But  making  it  grow  will  be- 
come more  difficult.  -G.E. 


Taikichiro  Mori 

Mori,  87,  has  accumulated  $15  bil- 
lion worth  of  real  estate  assets  in  his 
hometown  of  Minato-ku,  a  top  To- 
kyo business  district.  But  he's  worried 
about  the  future.  Tokyo  land  prices 
have  climbed  so  high,  he  tells  FORBHS, 
that  returns  on  office  building  invest- 
ments have  dropped  to  2%  to  5%. 
"Let's  say  you  buy  office  building 
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Yoshiaki  Tsutsumi 

with  Prime  Minister 

Kaifu 

Ah,  connected. 


RIGHT: 

Taikichiro  iVIori 
Yield  2%  to  5%. 
Mortgage  8%. 
Result:  trouble. 


lots  for  Y25  million  per  square  meter 
in  Minato  ward  [$17,294  per  square 
foot],  for  a  seven-floor  building," 
says  Mori.  After  construction  costs, 
the  total  investment  will  be  $5,000 
per  square  foot  of  rentable  space. 
Typical  rent  is  $165  per  square  foot 
per  year.  The  yield:  about  3%.  That's 
before  maintenance  and  taxes — and 
debt.  With  Japanese  mortgage  rates  at 
8%,  only  buildings  on  inexpensive 
land,  financed  with  lots  of  equity,  can 
carry  themselves.  "Unless  you  acquire 
cheaper  lots,  it's  impossible  to  make 
money  buying  land  and  putting  up 
buildings  in  Tokyo,"  says  Mori. 

Mori  himself  is  in  relatively  good 
shape.  With  a  more  than  25-acre  re- 
serve of  undeveloped  land  in  Tokyo 
and  his  office  rents  rising,  Mori  still 
develops  new  buildings.  But,  he  says, 
"It's  sort  of  gambling"  on  rents'  con- 
tinuing to  rise.  And  Mori  has  never 
been  much  of  a  gambler.  -H.A. 
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at  one  of  Watanabc''s  lenders.  But  for 
now  Watanabe  remains,  on  paper,  a 
billionaire.  -H.K. 


Edtaro  Watanabe 

Watanabe,  whose  main  company  is 
Azabu  Building,  is  known  to  Ameri- 
cans as  the  supplier  of  funds  to  corpo- 
rate raider  T.  Boone  Pickens  for  his 
purchase  of  26.4%  of  Japan's  Koito 
Manufacturing.  (According  to  Japa- 
nese press  reports,  Pickens  sold  the 
stock  back  to  Watanabe  in  June  at  the 
same  price  at  which  he  purchased  it.) 
The  Japanese  press  called  Watanabe 
the  "alchemist"  for  his  apparent  abili- 
ty to  create  wealth  from  rank  specula- 
tions in  stock  and  land  in  the  late 
Eighties. 

But  the  party  is  over  for  57-year-old 
Watanabe.  Azabu  Building  said  in 
January  its  banks  will  force  it  to  sell 
much  of  its  property,  especially  in 
Tokyo,  to  reduce  borrowings  by  $1 .5 
billion  and  stanch  negative  cash  flow. 


Azabu  is  land  rich.  It  has  Tokyo 
property  worth  perhaps  $12.1  billion 
even  at  current  prices,  and  debt  of 
around  $4.4  billion.  The  problem  is, 
Japan's  property'  market  has  ground 
almost  to  a  halt  as  the  Ministry  of 
Finance  has  clamped  down  on  real 
estate  loans,  and  the  Bank  of  Japan  has 
jacked  up  interest  rates.  Moreover, 
Watanabe  owns  a  lot  of  scattered 
small  sites  off  main  streets.  They're 
great  to  own  when  people  are  bidding 
eagerly  to  assemble  big  building  sites; 
terrible  now. 

Forbes  obtained  an  Azabu  Build- 
ing balance  sheet  (for  the  1988-89 
fiscal  year),  which  showed  only  $127 
million  cash  and  $425  million  securi- 
ties left  in  liquid  assets — and  that  was 
over  a  year  ago.  Azabu  Group  has  to 
pay  over  $750,000  interest  per  day. 
'Tt  might  be  pretty  soon  that  Azabu 
won't  be  able  to  pipe  cash  into  the 
interest  payments,"  worries  a  source 


Eitaro  Itoyama 

Bounced  out  of  the  Lower  House  in 
the  1990  elections,  Eitaro  Itoyama, 
49,  is  paying  more  attention  now  to 
Shin  Nihon  Kanko  Kogyo,  his  com- 
pany that  runs  golf  courses  and  other 
leisure  facilities,  and  to  the  substantial 
real  estate  holdings  he  inherited  from 
his  father. 

The  holdings  are  probably  worth 
$2.9  billion,  net.  He  also  owns  a  large 
investment  portfolio  that  was  built, 
he  tells  Forbes,  mainly  after  the  1990 
stock  market  collapse.  'Tt's  the  time 
for  moneymaking,  when  many  neigh- 
bors [i.e.,  market  participants]  earn 
losses." 

Itoyama  says  Donald  Trump  ap- 
proached him  last  year  to  buy  New 
York's  Plaza  Hotel.  Itoyama  says  he 
said  no,  figuring  ftirther  declines  in 
real  estate  in  New  York  were  "una- 
voidable." (A  spokesman  for  Trump 
avers:  "The  Plaza  has  never  been  for 
sale.") 

Itoyama  plays  tennis  and  watches 
marathons,  which  he  compares  to  life: 
"There  are  ups  and  downs  of  fortune 
in  a  long  life,"  he  says.  "Trying  to  run 
thewhole  distance  is  the  most  impor- 
tant." -J.I. 


Genshiro  Kawamoto 

When  other  Japanese  property  bil- 
lionaires were  buying  U.S.  office 
buildings  and  hotels,  Kawamoto,  59, 
invested  a  total  of  $700  million  to  buy 
and  build  houses  in  Hawaii  and  in 
California's  Santa  Rosa  and  Sacra- 
mento areas.  His  rationale:  liquidity. 
"I  will  never  buy  the  property'  which 
cannot  be  sold  easily,"  he  says.  "You 
may  have  to  sell  your  property  some- 
time. And  when  you  think  of  it,  who 
can  buy  an  office  building  or  a  hotel  at 
astronomic  prices.*"  But  Kawamoto  is 
more  a  holder  than  a  seller.  Except  on 
Maui,  all  his  U.S.  houses  are  for  rent. 
In  Japan,  Kawamoto's  Marugen 
K.K.,  worth  over  $1.2  billion,  owns 
thin  "pencil"  buildings,  fiill  of  bars 
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Today,  It's  A 
Different  Animal. 

Today  the  competition  is  tougher,  the  markets  shift  faster  and  even  die  most  advanced 
technologies  become  obsolete  with  increasing  rapidity.  Businesses  in  every  industry  require 
more  responsive  financial  solutions,  customized  to  meet  dieir  individual  objectives. 

The  err  Group  has  never  been  more  prepared  to  offer  them. 

With  a  broader  range  of  financial  options,  and  a  peerless  knowledge  of  the  industries  we 
serve,  The  CIT  Group  creates  Flexible  Funding  packages  that  allow  the  financial  potential  of  a 
company's  assets  to  be  utilized  most  efficiently.  Our  strengdi  has  been  in  consistendy  providing 
the  financial  framework  diat  enables  our  clients  to  adapt  and  prosper  in  shifting  business  climates. 

This  year.  The  CIT  Group's  nine  operating  units,  working  out  of  over  50  offices  nationwide, 
will  provide  $4  billion  in  Flexible  Funding  to  American  businesses.  To  find  out  how 
Flexible  Funding  solutions  can  be  created  to  address  your  needs,  write  The  CIT  Group, 
650  err  Dnve,  Room  2300,  Uvingston,  NJ  07039. 
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Genshiro  Kawamoto 

The  search  for  liquid  land. 


and  night  spots,  that  dot  the  Ginza. 
But  he  has  no  interest  in  Japanese 
residential  real  estate.  "It's  impossi- 
ble,'" he  explains,  "in  Japan  for  a 
landlord  to  cancel  a  lease  for  his  own 
benefit."  -H.A. 


Masao  Nangaku 

The  founder  and  owner  of  Minami 
Group,  Masao  Nangaku,  72,  built  a 
$1.3  billion  fortune  out  of  consumer 
electronics  shops  and  astute  real  es- 
tate investments.  In  the  late  1980s  he 
bought  a  German  castle,  a  collection 
of  jeweled  sculptures  by  Dali,  Hawai- 
ian forests  and  Las  Vegas'  Dunes  Ho- 
tel &  Country  Club.  The  Nevada 
Gaming  Commission  finally  granted 
him  a  permanent  casino  license  last 
April.  Several  weeks  later  he  reported- 
ly began  negotiating  the  sale  of  the 
Dunes  property.  -H.K. 


Tada  family 

Katsumi  Tada — personable,  energet- 
ic, and  new  on  this  year's  list — had  a 
flash  early  in  life:  "1  didn't  want  to 
become  a  salaryman."  So  in  1974,  at 
age  28,  he  started  what  became  Daito 
Trust  Construction  in  Nagoya.  Daito 
thrived  by  carving  out  a  smart  niche: 
urban  farmland  development. 


Japanese  cities  are  dotted  with  un- 
developed parcels.  They  are  oft:en 
planted  with  fruit  trees  or  other  crops, 
to  qualify  as  "farms,"  which  are  sub- 
ject to  minuscule  property  taxes.  But 
when  the  ovyner  dies  the  land  is  taxed 
at  huge  rates.  Tada's  firm  helps  older 
lando\\'ners  reduce  estate  taxes  by  de- 
veloping their  plots.  Average  age  of 
Daito's  clients:  70.  He  offers  one- 
stop  senice:  construction  and  rental 
management  and  tax  planning. 

Tada  and  family's  shares  in  Daito 
Trust  Construction  were  recently 
worth  $2.3  billion,  and  demand  for 
his  ser\'ices  is  likely  to  keep  growing 
fast.  Pressure  is  building  in  Japan  to 
end  the  urban  farmers'  tax  breaks,  so 
as  to  ease  the  pressure  on  property 
prices.  Tada  sees  a  downside  to  a 
bigger  market.  "More  companies 
will  be  attracted  and  there  will  be 
more  competition,"  he  worries.  But 
with  virtually  no  debt  and  nearly 
$600  million  in  cash,  Tada  will  be  no 
pushover.  -G.E. 


Hirotomo  Takei 

On  June  11,  Tokyo  police  arrested 
Takei,  70,  and  charged  him  with 
evaciing  taxes  on  some  $40  million  in 
profits  from  stock  trading  in  1987- 
88.  Takei  allegedly  bought  and  sold 
shares  on  the  basis  of  inside  informa- 
tion provided  by  Mitsuhiro  Kotani,  a 
wheeler-dealer  arrested  and  on  trial 
for  alleged  security  violations  and 
blackmail  related  to  two  listed  firms. 
Kotani'sscandal  brought  down  sever- 
al ranking  businessmen,  but  none  had 
profited  more  than  Takei.  His  Chisan 
group  of  over  25  companies — in  real 
estate,  hotels,  golf  courses,  restau- 
rants, food  and  publishing — is  still 
worth  $4.5  billion.  But  his  honor  is  in 
shreds.  Asked  to  comment  on  the 
relationship  between  Takei  and  Ko- 
tani in  the  spring,  a  Takei  associate 
said:  "Everything  will  be  disclosed 
within  a  month."  -H.A. 


lord  Haruhiko  Yoshimoto.  "Mr.  [ Ya- 
sushi  ]  Mieno,  governor  of  the  Bankof 
Japan,  is  one  of  the  really  bad  guys  in 
this  world,  along  with  Saddam  Hus- 
sein," grouses  Yoshimoto.  He  adds 
that  Japan  will  face  real  recession  un- 
less the  Bank  of  Japan  drops  interest 
rates  ( the  current  discount  rate  is  6%) 
or  the  Ministry  ofFinance  quickly  lifts 
restrictions  on  real  estate  borrowings. 
The  crunch,  Yoshimoto  confides, 
forced  him  to  withdraw  from  a  con- 
struction project  near  Osaka's  new 
airport,  and  to  stop  building  a  resort 
in  southern  Japan. 

Even  with  Osaka  real  estate  values 
down  perhaps  30%  on  average  in  the 
past  year,  the  family  property  hold- 
ings are  worth  around  $3  billion.  But 
Yoshimoto  says  he  is  considering  di- 
versifv'ing — into  computer  compo- 
nents manufacturing.  -H.K. 


Heizo  Kobayashi 

"There  is  nothing  more  terrifying 
than  a  debt,  a  fool  or  a  leak  in  a  roof," 
Kobayashi,  78,  told  Forbes.  No  fool, 
his  buildings  don't  leak  and  he  has  no 
debt;  his  $1  billion  worth  of  proper- 
tics  in  Shinjuku,  a  bustling  Tokyo 
entertainment  and  shopping  district, 
are  virtually  unleveraged. 

Born  the  seventh  son  of  a  farn^er, 
Kobayashi  arrived  in  Tokyo  in  1931 . 
He  opened  a  charcoal  shop  and  later, 
after  the  war,  pachinko  parlors,  res- 
taurants, a  supermarket.  The  cash 
flow  went  into  buildings.  To  circum- 
vent some  of  the  tough  laws  regulat- 
ing landlords,  he  likes  to  set  his  ten- 
ants up  in  business,  taking  20%  of 
their  sales  as  rent.  Unlike  Shinjuku's 
fashionable  buildings,  Kobayashi's 
Sanpei  buildings  are  somewhat  shab- 
by. "Perhaps  it's  time  for  refiar- 
bishing,"  he  sighs.  "But  1  hate  to 
borrow  money."  -H.A. 


Yoshimoto  family 

Anyone  who  doubts  a  creciit  crunch  is 
squeezing  Japan's  real  estate  market 
hard  should  talk  to  big  Osaka  land- 


Takenaka  family 

The  Takenaka  family,  worth  an  esti- 
mated $5.4  billion,  traces  its  roots  to  a 
"1 7th -century  samurai .  These  days  the 
Takenakas  often  build  abroad,  but 
their  company,  Takenaka  Komuten, 
makes  most  of  its  money  in  the  pro- 
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tected  Japanese  market.  Renichi  Ta- 
kenaka,  80,  is  chairman.  President  is 
his  son  Toichi,  48,  who  earned  his 
M.B.A.  from  the  University  of  Michi- 
gan. -N.H. 


Toneichi  Otani  and  family 

Yoneichi  Otani,  75,  and  family  are 
worth  $5  billion,  mostly  from  Hotel 
New  Otani,  one  of  Japan's  biggest 
hotel  chains.  The  New  Otani  chain, 
which  now  numbers  14  hotels  in  Ja- 
pan and  4  overseas,  including  hostel- 
ries  in  Los  Angeles,  Honolulu  and 
Singapore,  was  started  by  Yoneichi's 
father,  a  onetime  sumo  wrestler.  The 
real  wealth  is  not  in  the  hotels  them- 
selves, but  in  the  valuable  Japanese 
land  under  them.  -H.A. 


Tamesabwo  Fumkawa 

At  101,  Furukawa  is  the  world's  old- 
est known  billionaire.  He  still  heads 
the  Herald  Group  he  founded.  It 
imports  U.S.  movies  and  produces 
Japanese  movies;  owns  anci  operates 
theaters;  manages  resorts  and  restau- 
rants. Several  grandchildren  in  the 
family-held  business  are  cautiously 
branching  out  into  producing  rental 
videotapes  and  programming  for  ca- 
ble television. 

Furukawa  says  he  plans  to  live  to 
120.  Don't  bet  against  him.  His  day 
starts  around  5  o'clock  and  he  de- 
votes his  first  hour  to  lightly  exercis- 
ing his  limbs  and  massaging  his  face. 
Other  secrets.^  "Not  to  worry,  do 
work  that  serves  other  people,  use 
vour  head,  move  your  body,  eat  good 
food."  -N.H. 


Ken  Hayashibara 

Ken  Hayashibara,  49,  has  used  the 
cash  flow  from  his  real  estate  empire  in 
Okayama,  four  hours  from  Tokyo,  to 
fiind  biotech  research.  His  natural 
human  alpha  interferon  drug  has  been 
licensed  in  Japan  to  fight  kidney  can- 
cer; clinical  trials  are  now  in  process  to 
determine  if  the  drug  is  effective 
against  AIDS.  With  $3  billion  in  assets 
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Rinji  Shino,  at  home  with  Japanese  art 

It  can  be  a  comfort,  having  a  smart  daughter  around. 


behind  him,  Hayashibara,  whose  fam- 
ily started  out  in  the  candy  business,  is 
rapidly  expanding  his  research  insti- 
tute. The  biotech  facility  has  been 
inundated  with  researchers'  re- 
sumes. -H.A. 


Tohachiro  Iwasaki 

Yohachiro  Iwasaki,  89,  started  poor, 
bought  land  in  southern  Japan  when 
it  cost  next  to  nothing  and  developed 
extensive  resorts.  In  recent  years  he 
has  built  resorts  as  far  away  as  Austra- 
lia and  Mexico.  His  eldest  son,  Fu- 
koza  Iwasaki,  65,  now  runs  the  busi- 
ness, which  is  worth  at  least  $2.8 
billion.  -N.H. 


This  gives  her  83-year-old  father  time 
to  enjoy  his  various  possessions:  the 
elegant  traditional  Japanese  wooden 
residence  on  eight  acres  in  Wakaya- 
ma,  west  of  Osaka;  residential  proper- 
ty in  Osaka;  three  golf  courses;  two 
uninhabited  islands  in  the  Inland  Sea; 
land  in  France  west  of  Fontainebleau; 
his  120-foot  yacht,  Hayatori  II\  and 
his  Western  and  Japanese  art.    -H.K. 


Rinji  Shino 

How  un-Japanese:  Rinji  Shino's 
daughter  Shigeko,  49,  runs  Meiko 
Group,  nen^e  center  of  the  aristocratic 
family's  $3  billion  real  estate  empire. 


Hideki  Yokoi 

Yokoi's  Hotel  New  Japan  burned  in 
1982,  killing  33.  It  is  still  in  aiins. 
Yokoi  has  lost  one  appeal  against  the 
three-year  sentence  he  drew  for  his 
failure  to  install  required  fire-preven- 
tion equipment;  he  is  still  out  on  bail, 
pending  another  appeal.  Worth  over 
$1.4  billion,  Yokoi,  78,  reportedly 
hopes  to  build  a  skyscraper  on  the 
Hotel  New  Japan's  billion-dollar  site 
in  central  Tokyo.  Meanwhile,  the  cash 
flows  from  the  pachinko  parlors, 
bowling  lanes  and  lesser  hotels  he  and 
his  family  own  and  operate.      -H.K. 
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That's  exactly  what  you'll  pay  to  repair  a  Mazda  long  after  you'd  start  paying  sub- 
stantial amounts  to  repair  a  Chevy,  Ford  or  Plymouth.  That's  because  every  Mazda 
sedan,  sports  coupe,  minivan  and  truck  comes  standard  with  our  no-deductible, 
36-month/50,000-mile,  "bumper-to-bumper"  warranty.  Combine  the  savings 
from  the  Mazda  warranty  with  our  well  established  high  resale  value,  and  you  end 
up  with  a  fleet  operator's  dream:  low  lifecycle  costs.  To  get  complete  information 
about  Mazda  cars  and  trucks,  and  their  unbeatable  warranty,  call  our  National 
Fleet  Sales  Office  at  (714)  727-6453.  They'll  be  glad  to  tell  you  all  about  nothing. 
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Paris  to  Penang.  Because  we  began  overseas,  in  Shanghai  in  1919,  AIG  has  an  international  tradition 
other  insurers  have  only  recently  attempted  to  create.  We  learned  long  ago  that  service  means  having 


local  people  steeped  in  their  countries'  business  practices  and  needs.  And  developing  a  culture  of 
innovation  and  responsiveness.  All  of  which  has  made  theAIG  Companies  the  preferred  insurance 
partners  for  businesses  seeking  global  growth  opportunities.  Wherever  those  businesses  are  based. 
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Hiroshi  Yamauchi 

With  U.S.  sales  for  Nintendo  slump- 
ing, Yamauchi  needs  a  big  success 
with  his  more  powerful,  16- bit  system 
this  fall.  It  has  sharper  colors  and 
clearer  sound  but  a  stifTprice — nearly 
$200  for  the  player,  plus  $60  for  each 
game.  The  machine  is  already  a  huge 
hit  in  Japan,  where  nearly  1.8  million 
units  have  sold  in  just  five  months. 
But  what  are  its  chances  in  the  U.S..^ 
'"At  this  point  we  don't  know," 
Yamauchi,  63,  told  Forbes  in  May. 
"If  we  get  3  million  orders  [by  Christ- 
mas], it  means  the  outlook  is  ver\' 
bright.  But  we  still  don't  know  if  users 


will  buy  it." 

Paul  Heaton,  an  analyst  at  W.I. 
Carr,  predicts  Nintendo  will  get  only 
55%  to  60%  of  the  16-bit  videogame 
market  in  the  U.S.,  compared  to  its 
85%  share  of  the  8-bit  game  market. 
Heaton  figures  competitor  Sega  has 
been  pushing  harder  in  the  U.S.  and 
will  have  100  games  out  by  Christ- 
mas, as  against  1 5  or  20  for  Nintendo. 

Yamauchi,  who  owns  $2.3  billion 
worth  of  Nintendo  stock,  is  not  put- 
ting all  his  eggs  in  the  U.S.  market  for 
familiar-looking  16-bit  games.  He 
has  cut  a  deal  with  Philips  for  attach- 
able CD  players,  permitting  vastly 
more  elaborate  games.  And  he  is 
pushing  Nintendo  into  Europe — a 
less  attractive  market,  he  admits. 


Hiroshi  Yamauchi, 
president  of  Nintendo 
Will  his  new 
game  be  a  hit 
in  the  U.S.? 


"Europeans  and  Americans  are 
dirterent,"  says  Yamauchi.  "You  see 
George  Bush  playing  with  Game  Boy, 
but  the  prime  minister  of  France 
[Edith  Cresson],  that  woman,  all  she 
does  is  complain  the  Japanese  are 
unfair."  -G.E. 


Masatoshi  Ito 

Masatoshi  Ito,  67,  controls  two  of 
Japan's  most  profitable  big  retailers, 
Ito  Yokado  and  7- Eleven  Japan;  his 
stock  in  the  pair  is  worth  over  $2 
billion.  In  March  he  bought  70%  of 
Dallas'  Southland  Corp.  out  of  bank- 
aiptcy  for  $430  million;  this  gives  him 
convenience  stores  in  over  20  coun- 
tries. Ironically,  it  was  a  much  healthi- 
er Southland  that  licensed  the  7- Elev- 
en name  to  Ito  for  the  Japanese  mar- 
ket in  1973.  -H.K. 
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Morita  family 

While  Akio  Morita's  $26.7  billion 
(sales)  Sony  Corp.  battles  archrival 
Matsushita  Electric  in  camcorders,  it 
must  also  fight  a  sluggish  worldwide 
consumer  audio  market.  The  indus- 
try's last  hit  product,  the  compact 
disc  player,  is  already  nearly  a  decade 
old.  Sony  recently  introduced  a  min- 
iaturized CD  player  that  may  kill  off 
the  cassette  tape — the  Mini  Disk  can 
record  as  well  as  play;  it  offers  better 
sound  and  allows  instant  access  to 
any  song. 

•  The  jur)'  is  still  out  on  whether 
Morita's  $3.4  billion  purchase  of  Co- 
lumbia Pictures  will  prove  a  wise 
investment.  The  first  big  test  will  be 
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Akio  Morita,  cofounder  and  chairman  of  Sony  Corp.,  and  Sony's  Walkman  monument 
Will  Sony's  new  mini  compact  disc  player  kill  the  Walkman? 
The  Mini  Disk  can  record  sound  and  won't  skip  when  worn 
jogging— which  beats  current  portable  CD  players.  And  the 
sound  is  of  higher  quality  than  cassette  tapes'. 


the  coming  release  of  Hook,  a  movie 
directed  by  Steven  Spielberg,  star- 
ring Dustin  Hoffman  and  Robin  Wil- 
liams. Sony  Music  will  release  the 
film's  sound  track. 

Most  of  Morita's  wealth,  which  is 
around  $1  billion,  derives  from 
Sony.  He  is  also  chairman  of  Morita 
K.K.,  his  family's  326-year-old  sake 
and  soy  sauce  company.  -G.E. 


Matsushita  family 

When  $49  billion  (sales)  Matsushita 
Electric  Industrial  Co.,  chaired  by 
Masaharu  Matsushita,  78,  bought 
MCA  Inc.  for  $6.1  billion  in  December 
1990,  it  opened  another  front  in  the 
perennial  battle  against  Akio  Morita's 
Sony  Corp.,  which  bought  Columbia 
Pictures  in  1989. 

Matsushita  is  also  fighting  Sony  for 
market  share  in  palm-size  cam- 
corders .Sony  reportedly  holds  40%  of 


Masaharu 
Matsushita 
Doing  everything 
from  robotics  to 
buying  MCA; 
perennially 
battling  Sony. 
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Ryoei  Saito,  honor- 
ary chairman  of 
Daishowa  Paper 
Saito  can  enjoy 
looking  at  his 
Renoir  and  van 
Gogh  while  mulling 
over  his  compa- 
ny's misfortunes. 


the  market,  Matsushita  28%.  But  an- 
other 12%  belongs  to  Victor  Co.  of 
Japan  (jvc),  and  Victor  is  part  of  the 
Matsushita  Group. 

Masayuki  Matsushita,  45,  a  grand- 
son of  legendarx'  founder  Konosuke 
Matsushita  (d.  1989),  was  appointed 
a  managing  director  in  1990  and  is 
now  one  of  the  candidates  for  the 
presidency.  -J.l. 


Seiji  Tsutsumi 

Seiji  Tsutsumi,  64,  well-known  poet 
and  novelist,  is  a  creative  man.  He 
inherited  an  unfashionably  situated 
department  store  and  built  it  into  a 
100-plus-company  empire  with  su- 
permarkets, travel  agencies,  insurance 
and  consumer  credit.  But  lately  there 
are  signs  his  creative  energies  may 
have  outrun  profits.  He  suddenly  an- 
nounced in  January  that  he  would 
step  down  from  active  management 
of  Saison  Group — under  pressure 
from  Japanese  banks,  say  industry 
sources. 

Inter-Continental  Hotels  is  a  big 
headache.  Two  years  ago  Saison  paid 
$2.2  billion — nearly  19  times  cash 
flow — for  the  chain,  much  of  it  bor- 
rowed. Later,  Scandinavian  Airlines 
System  took  a  40%  stake  in  Inter- 
Continental.  Says  a  manager  at  one  of 
Japan's  large  long-term  credit  banks: 
'■''The  economics  of  this  deal  didn't 
make  sense  from  the  beginning." 

Tsutsumi  hoped  to  use  the  chain  to 


propel  the  group's  other  businesses 
into  the  international  arena.  But  so  far 
few  "synergies"  have  been  realized. 
"Saison  doesn't  ha\e  leadership  that 
knows  how  to  am  a  big  international 
operation,"  says  a  source  in  the  Japa- 
nese hotel  business. 

According  to  financial  documents 
obtained  by  Forbes,  Inter-Continen- 
tal lost  $63  million  in  1989,  roughly 
double  the  amount  forecast  at  pur- 
chase. In  1990  it  lost  around  $26 
million.  It  forecasts  a  loss  of  $34 
million  in  1991  followed  by  an  $82 
million  profit  by  1994. 

Meanwhile,  Tsutsumi's  Seibu  De- 
partment Stores,  the  original  core 
company,  is  estimated  to  have  sales  of 
$7.5  billion,  $2.5  billion  in  debt,  and 
net  margins  around  half  a  percent.  It 
plans  to  restRicture.  -G.E. 


Saito  family 

Ryoei  Saito,  75,  buyer  of  van  Gogh's 
"Portrait  of  Dr.  Gachet"  and  Re- 
noir's "Au  Moulin  de  la  Galette," 
tells  Forbes  how  he  will  steer  his 
ailing  paper  company  through  hard 
times.  With  a  smile,  Saito  reaches  into 
his  pocket  and  pulls  out  a  thick  wad  of 
Y10,000  ($74)  bills.  "I  will  use  this," 
he  says,  pointing  to  the  money. 

An  interesting  gesture.  Saito  means 
he  will  dip  into  his  own  fortune,  if 
necessar)',  to  prop  up  Daishowa.  But 
the  Japanese  press  has  long  ques- 
tioned whether  Saito  improperly  bor- 


rowed large  sums  from  publicly  held, 
$3  billion  (sales)  Daishowa  Paper 
Manufacturing  Co.  for  personal  use. 

Last  year  a  family  holding  company 
paid  Daishowa  $49  million  for  its 
share  of  an  Australian  eucalyptus-chip 
venture.  "Daishowa  needs  help,"  says 
Saito.  But,  according  to  a  Japanese 
corporate  research  firm,  the  holding 
company  has  around  $300  million  of 
debt  guaranteed  by  Daishowa.  So  it 
looks  as  if  the  Saitos  were  buying 
assets  from  Daishowa  with  money 
backed  by  Daishowa. 

Last  year  Daishowa  showed  a  $39 
million  profit,  but  only  after  a  $126 
million  gain  on  sale  of  stock.  The 
company  has  announced  investment 
cutbacks  and  asset  sales  to  reduce 
borrowings.  Saito  believes  it  will  no 
longer  be  practical  to  produce  paper 
in  Japan,  given  high  energy  costs.  He 
wants  to  cut  domestic  facilities  and 
shift  production  overseas — not  easy, 
given  Japan's  lifetime  employment 
system.  Saito  has  long  been  the  most 
aggressive  Japanese  buyer  of  pulp  and 
paper  facilities  in  the  U.S.  and  Cana- 
da. For  now,  the  family  is  visibly 
worth  $1  billion.  But  Ryoei  Saito  may 
need  more  than  panache  and  a  wad  of 
bills  to  be  on  the  list  next  year.  -G.E. 


Teramachi  family 

Hiroshi  Teramachi  founded  and  runs 
THK,  a  maker  of  precision  bearings 
known  as  linear  motion  guides.   It 
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earned  $160  million  last  year  before 
tax  on  revenues  of  $550  million,  and 
is  growing  rapidly.  "Now  the  market 
penetration  of  the  linear  motion 
guide  is  1 5%  to  20%  in  Japan  and  some 
4%  overseas,"  Teramachi,  67,  says. 
"My  projection  is  pushing  it  up  to 
50%  worldwide  in  15  years."  But  as  a 
small  fish  in  a  land  of  industrial 
giants,  Teramachi  must  protect 
himself,  and  is  doing  so  by  forming 
strategic  alliances  with  established 
companies.  -H.A. 


Tetsuo  Ohga 


Step  on  any  train  in  Japan  and  you  will 
see  salarymen,  students  and  house- 
wivesporingovercomicmagazinesas 
thick  as  telephone  books.  Some  boast 
circulation  over  1  million. 

Shonen  Jump,  a  comic  for  kids  that 
teenagers  and  even  adults  devour, 
sells  some  5.8  million  copies  a  week. 
Few  companies  advertise  in  them, 
but  comics  are  very  profitable: 
They're  cheaply  printed  on  low- 
grade  paper,  and  popular  comic  strips 
are  often  compiled  into  lucrative  pa- 
perback books  or  turned  into  televi- 
sion cartoons.  They  tell  tales  of 
sports,  adventure,  romance,  often 
with  lurid  scenes  of  violence  and  sex. 

Many  of  Japan's  comic  books  are 
published  by  Shogakukan  Inc.  It 
is  a  major  element  of  Shogakukan 
Group,  which  is  controlled  by  Tetsuo 
Ohga,  66.  This  is  his  first  year  among 
the  world's  billionaires. 

Founded  by  Tetsuo's  father  in 
1922,  Shogakukan  Inc.  originally 
published  educational  materials  for 
children.  Later,  Tetsuo  added  to  the 
line  dictionaries,  books  and  general 
interest  magazines — the  company's 
70-plus  popular  magazines  earn  58% 
of  its  $  1  billion  revenues.  The  comics 
are  only  25%  of  revenues  but  reput- 
edly have  the  highest  margins  of  all. 

Tetsuo  Ohga  runs  the  family  busi- 
ness now,  and  has  been  busily  ex- 
panding. Today  Shogakukan  is  only 
one  of  30  companies  in  Shogakukan 
Group.  RivalingitisShueisha, anoth- 
er member  of  the  same  group,  estab- 
lished in  1926  to  handle  entertain- 
ment publications. 

The  Ohgas'  holdings  are  wprth 
over  $4  billion.  -G.E. 
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HOME  STRETCH 


x\±  SAA  we  order  our  aircraft 
custom-tailored  not  to  suit  us, 
but  to  suit  our  passengers.  This 
gives  you  that  rare  commodity 
in  an  airliner. ..room.  Unlimited 
room  in  our  famous  VIP  Blue 
Diamond  Class.  Room  for  the 
business  traveler  to  relax  and 
vv/ork  in  Gold  Class. 

All  of  which  means  that  in 
the  long  run  you  can  stretch  out 
as  if  at  home. 

And  that,  together  with  our 
incomparable  service  and  cuisine, 
is  a  very  pleasant  way  to  fly 
either  via  Rio  de  Janeiro  or  our 
10  European  Gateways. 

For  more  information, 
contact  your  travel  agent  or  call 
1-800-722-9675.  In  New  York 
(212)  826-0996. 
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The  Perfect  Car 


'  II 


The  1991  Buick 
Park  Avenue  Ultra. 


After  driving  the  new  Park  Avenue  Ultra,  the 
editors  of  Motor  Trend  concluded,  "Buick 
may  have  created  the  perfect  car  for  the  '90  s." 
After  you  drive  it,  you  may  conclude  that 
we've  created  the  perfect  car  for  you. 

4<  Buick  engineers  have  come  up  with  one 
of  the  quietest,  tightest  and  smoothest 
operating  luxury  sedans  we've  ever 

driven.  >>  —Motor  Trend 

<< Buick  focused  considerable  ergonomic 
study  on  the  interior,  and  it  shows.  >> 

—  Car  and  Driver 


<i . . .  a  luxurious  cell  with  enough  style, 
comfort,  performance  and  image  to  stroke 
your  ego  and  keep  you  isolated  from  the 
steaming  traffic,  rudeness  and  downright 
craziness  that  is  today's  driving  environ-] 

ment.f>  —MotorTrend 

<<The  transmission  works  like  a  dream  . . . 
the  Park  Avenue  seems  a  class  apart.  99 

—AutoWeek 

ii  Buick  has  hit  on  a  fine  blend  of  slippery 
aerodynamics  (0.31  Cd)  and  traditional 
American  dress  up.  >  >  —  Motor  Trend 

<<  Just  sitting  in  the 
Park  Avenue's  roomy 
interior  is  pleasing.  >> 

—  Car  and  Driver 


Leather  in  the  seating  areas 
is  standard  on 
Park  Avenue  Ultra. 


tai 
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For  The  '90s. 


4i  .  .  .  highway-speed  passing  seemed 

effortless.  >> 

— Automobile  Magazine 

The  tuned-port  injection 
3800  V6  produces 
170  horsepower. 

ii  More  impressive  than  a  long  list  of 
imenities  is  the  new  Park  Avenue's  fine 
attention  to  detail .  .  .  You  get  the  same 
mpression  of  quality  when  you  drive  the 

:ar.>>  —Car  and  Driver 

*i.  .  .  ample  innovation  plus  excellent 
design,  engineering,  and  execution  at  an 

[expected price  .  .  .99  —Motor Trend 


We  invite  you  to  call  1-800-3PARK  AVE  for 
more  information,  or  see  your  Buick  dealer 
and  test  drive  the  new  Park  Avenue  Ultra: 
the  Great  American  Beauty. 


BUICK. 

The  New  Symbol  For  Quality 
In  America. 
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Kenkichi  Nakajima,  president  of  Heiwa 
Billions  from  a  Japanese  obsession. 


Kenkichi  Nakajima 

The  Nakajima  family  owns  $6.1  bil- 
lion worth  of  stock  in  Hciwa  Corp., 
Japan's  biggest  maker  of  machines  for 
pachinko  parlors.  Nationwide,  the  pa- 
chinko  industry  (which  is  widely  as- 
sumed to  have  ties  to  organized 
crime)  takes  in  around  $140  billion  a 
year.  Heiwa  was  founded  in  1949  by 
Kenkichi  Nakajima,  president,  now  70. 
Many  of  the  companies  that  make 
pachinko  machines  work  closely  to- 
gether to  fend  off  outsiders.  But  Nin- 
tendo and  Sega,  the  videogame  pow- 
ers, are  threatening  to  break  into  the 
pachinko  business  an)'way.  -J.I. 


Reijiro  Hattori,  chairman  of  Seiko  Group 
Discovering  new  ways  to  sell  watches. 


Hattori  family 

The  Hattori  family  has  been  making 
watches  for  over  100  years.  Under 
Reijiro  Hattori,  70,  their  Seiko  Group 
is  making  wrist  radio  pagers,  devel- 
oped jointly  with  AT&E,  of  San  Fran- 
cisco. Also  on  the  market  from  the 
Hattoris  are  special  watches  for  scuba 
divers.  In  addition,  Seiko  Epson  has 
launched  a  powerful  notebook-size 
computer.  The  group  also  sells  eye- 
glasses and  jewelr}'. 

The  familv  fortune  is  estimated  at 
$3.5  billion.'  -N.H. 


Ryoichi  Jimiai 

In  1962,  when  he  founded  consumer 
lender  Promise,  Jinnai  legally  charged 
over  1 00%  annual  interest  on  loans.  In 
those  days  most  of  Promise's  custom- 
ers were  middle-aged  salar^anen  with 
money  problems  and  no  collateral  to 
offer  banks;  the  sarakin,  or  consumer 
lenders,  were  held  in  low  esteem. 

Today  things  are  different.  The 
maximum  legal  lending  rate  is  now 
40%  and  consumer  borrowing  no 
longer  carries  a  stigma,  especially 
among  the  younger  Japanese  Promise 
and  other  sarakin  now  court.  Some 
28%)  of  Promise's  customers  are  in 
their  20s.  Most  of  the  money  they 
borrow  goes  for  travel  and  recreation. 
Japan's  consumer  era  is  in  fiill  swing. 

To  woo  these  young  borrowers  and 
burnish  Promise's  image,  the  compa- 
ny dabbles  in  new  businesses:  a  camp- 
ing club,  video  rental  stores,  a  golf 
course  in  Paris.  The  company  plans  to 
go  public  in  Japan's  over-the-counter 
market  in  the  near  future.  Based  on 
current  market  multiples,  Jinnai's 
stake  in  Promise  might  be  worth  $1 
billion  now. 

In  March  Jinnai,  65,  promoted 
himself  from  chairman  to  honorary 
chairman  (he  is  also  managing  direc- 
tor). Takahiko  Ori,  an  establishment 
banker  who  used  to  be  with  the  Long- 
Term  Credit  Bank  of  Japan,  is  presi- 
dent. But  the  smart  money  is  on 
Jinnai's  eldest  son,  Hideki,  37,  rapidly 
moving  up.  -G.E. 


Kinoshita  family 

The  Kinoshitas  own  Acom,  another 
of  Japan's  big  consumer  lenders. 
Managing  director  Yoshiki  Okada 
worries  that  young  Japanese  debtors 
are  piling  on  more  consumer  debt 
than  their  salaries  can  service.  Spokes- 
men at  rivals  Promise  and  Takefiaji 
deny  a  repayment  problem  looms,  but 
Okada  believes  they  are  papering  over 
what  could  become  a  big  social  issue. 
Okada  sees  other  signs  that  Japan's 
once  thrift)'  savers  are  becoming  less 
disciplined  Traditionally,  Japanese 
husbands  worked  and  wives  watched 
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Should  you  try 
to  manage  a 
$15  million 
portfolio 
on  your  own? 

In  successful  lives,  time  is 
often  the  scarcest  commod- 
ity. Yet  preserving  and 
building  your  capital  and 
its  purchasing  power — now 
and  into  the  future — have 
never  been  more  time- 
consuming  or  complex. 
So  if  you  have  sizeable 


sums  to  invest,  consider  the 
benefits  of  an  investment 
management  relationship  at 
J.P.  Morgan: 

You  don't  have  to  cope 
with  the  complexities  on 
your  own.  Instead,  you  can 
rely  on  a  talented  team  of 
investment  professionals 
who  draw  on  more  than  a 
hundred  years  of  experience 
in  successfully  preserving 
and  increasing  financial 
assets. 

You  benefit  from 
an  investment  philosophy 
geared  to  long-range 
performance  and  to  lasting 


financial  relationships 
based  on  mutual  trust. 

In  addition  to  investment 
management  that  reflects 
your  specific  objectives,  you 
have  private  banking 
professionals  who  can  apply 
their  skills  to  meeting  any 
of  your  financial  require- 
ments— administering  a 
trust,  selling  an  art  collec- 
tion, establishing  a  line  of 
credit,  providing  safekeep- 
ing for  your  securities  or 
divesting  a  company. 

As  private  banking 
clients,  you  and  your  family 
will  have  access  to  all  of  the 


resources  and  underlying 
capital  strength  of  Morgan  s 
global  network — the  same 
resources  that  benefit  the 
world's  largest  companies. 

If  you  want  superior 
management  of  assets  of 
$5  million  or  more,  we 
invite  you  to  call  George 
W.  Rowe,  President, 
J.P  Morgan  California. 
(213)  489-9310. 


Private  Banking 
in  California 


C  1991  J.P  Morgan  &  Co  Incorporated,  parent  of 
Morgan  Guaranty  Trust  Company  (Member  FDIC) 
and  other  J.P  Morgan  subsidiaries 


J  P  Morgan 
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family  finances.  But  now  more  wom- 
en work,  and  managing  budgets  gets 
lower  priority.  Growing  use  of  credit 
cards  leads  to  still  looser  family  spend- 
ing controls,  Okada  says. 

Like  Promise,  Acom  would  like  to 
list  over-the-counter  next  year.  "In 
terms  of  financial  strength,  consumer 
finance  companies  get  an  AAA  rat- 
ing," says  Okada.  "In  terms  of  image, 
we  get  a  DDD,  or  maybe  a  C."  In 
terms  of  dollars,  the  Kinoshita  fami- 
ly's stake  in  Acom  is  probably  worth 
some  $1.5  billion.  -G.E. 


AkihikoOtsuka,  president  of  Otsuka  Pharmaceutical 

Known  for  its  strong  distribution  and  heavy  advertising. 


G 


Tasuo  Take! 

Yasuo  Takci,  61,  founded  Takefiiji, 
one  of  Japan's  largest  consumer  lend- 
ers, worth  about  $1.6  billion.  Last 
year  Takei  hired  a  new  president  from 
Nomura  Securities,  but  he  departed 
in  February;  sources  cite — but  the 
company  denies — a  flap  over  taking 
Takefiiji  public.  Takei  is  back  in 
charge,  and  Takefiiji,  which  earned 
$110  million  last  year  on  revenues  of 
$1  billion,  is  still  private.  -G.E. 


Keizo  Saji  and  family 

Keizo  Saji  and  family  own  90%  of 
Suntory,  Japan's  premier  whiskey 
company  and  a  major  brewery.  The 
holding  is  worth  around  $1.8  billion. 
However,  whiskey  sales,  which  ac- 
count for  half  of  Suntory's  revenues, 
are  falling  in  Japan;  last  year's  heat 
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wave  was  better  for  beer  sales  than  for 
whiskey  sales.  And  Suntory's  beer 
sales  aren't  growing  as  fast  as  compet- 
itors'. Boosting  sales  will  require 
some  creative  brand  marketing.-H.K. 


Masahito  Otsuka 
and  family 

The  Otsuka  family's  Otsuka  Pharma- 
ceutical sells  ethical  drugs  and  also 


markets  nutritional  beverages:  Fibe- 
Mini,  with  dietary  fiber,  is  a  recent  hit. 
Known  for  their  strong  distribution 
system  and  heavy  advertising,  the  Ot- 
sukas  recently  became  the  Japanese 
licensee  for  Nestle's  Nescafe  canned 
coffee.  Canned  coffee  is  a  $5.5  billi6n 
market  in  Japan. 

More  foreign  deals  are  possible. 
The  family's  $1.8  billion  fortune  was 
built  by  Masahito  Otsuka,  who  is  now 
74;  since  1976  his  son  Akihiko,  54, 
has  run  the  show.  -J.I. 


Keizo  Saji,  chair- 
man of  Suntory 
Last  year's  iieat 
wave  was  better 
for  beer  sales 
titan  for  whiskey 
sales. 


Takemitsu  Takizaki 

Right  out  of  high  school,  Takemitsu 
Takizaki,  now  46  and  the  founder  and 
president  of  Japan's  Keyence,  worked 
for  an  American  sensor  firm  in  Osaka. 
He  quit  after  only  three  years  to  start 
his  own  sensor  company.  That  was 
in  1972. 

Today  scores  of  Japanese  plants  use 
thousands  of  Keyence's  devices  to 
rpeasure  product  dimensions,  humid- 
ity, pressure,  vibrations — any  relevant 
physical  property.  Five-year  average 
annual  growth  in  sales  has  been  35%; 
in  profits  40%,  to  $44  million  on  sales 
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iTs  nice  to  hear  a  familiar  voiR. 


The  language  may  be  difficult. 

The  food  may  be  different. 

The  customs  may  be  unfamiliar. 

But  making  a  phone  call  back  to  the 
States  can  be  easy 

Just  dial  the  special  AT&T  USADirect® 
access  number  for  the  country  you're  in. 

Within  seconds,  you're  in  touch  with 
an  AT&T  Operator  in  the  U.S.  who  can 
help  you  complete  your  call. 


Use  your  AT&T  Calling  Card  or  call 
collect.  And  not  only  can  you  minimize 
hotel  surcharges,  but  you  can  also  save 
with  our  international  rates. 

On\y  AT&T  USADirect  Service  puts 
you  in  easy  reach  of  an  AT€-rT  Operator 
from  over  75  countries  around  the  worid. 

And  it's  just  another  way  that  AT&T  is 
there  to  help  you  from  practically  any- 
where in  the  world. 


So  call  1 800  874-4000  Ext.  415 

for  a  free  information  card  listing  AT&T 
USADirect  access  numbers. 

And  see  how  making  a  phone  call  from 
distant  lands  can  become  familiar  territory. 


AT&T  USADirect  Sen  ice 

"feur  express  connection  to  AT&T  service. 


©  1990  AT&T 


AT&T 

The  right  choice. 


GOODYEAR  INVICTA  GS. 

BASED  ON  A  SIMPLE  BUT  PROVEN 
HYDRAULIC  PRINCIPLE. 


Wi?/  or  dry,  this  is  all 

that  touches  the  road: 

the  contact  patch. 


No  one  likes  to  drive  in 
the  rain. 

Which  is  why  Goodyear 
has  devoted  so  many  years,  and 
so  many  millions  of  miles, 
to  the  science  of  wet  traction. 

It's  this  unequalled  know- 
ledge that  has  led  to  the 
development  of  185-plus  mph  rain  tires  for 
some  of  the  world's  fastest  racing  cars. 

And  to  the  development  of  the  Goodyear 
Invicta  family  of  passenger  car  tires. 

The  Invicta  family  is  the  fourth  generation 
of  Goodyear  all-season  radials. 

And  it  has  found  favor  with  some  of  the 
world's  toughest  tire  critics:  the  engineers 
who  develop  vehicles  like  the  Lexus  LS400, 


the  Audi  Quattro  V8,  the  Honda  Accord  and 
the  Buick  Park  Avenue  Ultra. 

You'll  find  the  Goodyear  Invicta  GS,  GL  or 
GA(L)  as  original  equipment  on  all  of  these 
vehicles. 

And  Invicta  radials  were  chosen  for 
these  vehicles  only  after  rigorous  compar- 
ison with  other  makes  of  tires. 

Usually,  there  is  a  minimum  of  22  different 
points  of  comparison.  Including  treadwear, 
noise,  durability.  And  wet  traction. 

No  one  likes  to  drive  in  the 
rain.  But  you'll  find  it's  when 

it  rains  that  the  Invicta  GS 
really  shines. 


1 


Goodyear  wins 
the  most  important 
tests  of  all. 


Goodyear  Invicta  radials  have  proven  their  ivorth 
in  10  million  miles  of  testing.  Wet  and  dry. 


Goodyear  never 
forgets  that  the  contents 
of  your  car  are  always 
more  valuable  than 
the 


Lexus  LS400 


Toyota  Camry  V6 


You'll  find  Invicta  GS,  GL  or  GA(L)  radials  on 
some  of  the  best  vehicles  available  in  America. 
One  of  the  reasons  they  were  selected  is  their 
wet  weather  capability. 


The  wet-weather 
technology  that  goes 
into  Goodyear's 
185+  mph  Fonnula 
One  rain  tire  goes 
into  the  Goodyear 
Invicta  GS. 


The  all-season  compound  and  steel-belted  radial 
construction  of  the  Invicta  GS  mean  lasting 
value,  season  after  season. 


QOODfYCAR 


THE  BEST  TERES  IN  THE  WORLD  HAVE  GOODYEAR  WRITTEN  ALL  OVER  THEM 


Japan:  industry 

of  $  1 96  million  in  the  latest  fiscal  year. 

Most  of  Takizaki's  sensors  are  pro- 
prietary, and  75%  of  them  have  almost 
100%  market  share.  This  is  because 
60%  of  the  employees  are  salesmen 
trained  in  engineering,  who  study 
customers'  needs  directly  at  their  fac- 
tories. The  company  exports  to  about 
5,000  U.S.  factories;  customers  in- 
clude IBM  and  GM. 

Takizaki  keeps  overhead  down  by 
subcontracting  out  most  of  the  actual 
production  work;  he  concentrates  on 
product  design,  planning  and  sales. 
Japanese  capital  investment  is  expect- 
ed to  grow  "only"  9.2%  this  year,  but 
Keyence  hopes  to  maintain  its  own 
higher  growth  rate. 

The  stock  market  hopes  so,  too. 
Keyence  shares,  public  since  1987, 
have  doubled,  making  the  30%  hold- 
ing of  Takizaki  and  family — new  to 
the  billionaire  list  this  year — recently 
worth  $1.1  billion.  At  its  current  mar- 
ket price,  Keyence  sells  for  over  85 
times  earnings.  -H.K. 


Junichi  Murata 

Junichi  Murata,  55,  and  his  family 
own  89%  of  $1.3  billion  (sales)  Mur- 
ata Machinery';  the  stake's  worth  $3 
billion.  Half  Murata's  sales  come 
from  textile  machines,  the  other  half 
from  fax  machines  and  other  telecom- 
munications equipment,  in  which 
Murata  competes  against  big  compa- 
nies like  Matsushita  and  Ricoh.  "Ma- 
jor companies  corner  the  market  for 
engineers,"  complains  Murata,  who 
has  added  four  Americans  to  his  force 
of  150  engineers.  Another  strength: 
compelling  advertisements  for  his  fax 
machines.  -H.A. 


Kiyoshi  Sagawa 

Kiyoshi  Sagawa's  Sagawa  Express 
Group  is  a  private  package  delivery 
service  that  is  now  worth  some  $2.7 
billion.  Sagawa,  69,  pays  his  key  em- 
ployees, the  delivery  men,  well,  start- 
ing some  at  $74,000  a  year. 

In  February  Japanese  tax  authori- 
ties nailed  Sagawa  for  $13  million  in  . 
back  taxes.  The  authorities  may  have 
been  inspired  by  a  1989  expose  on 
the  company  written  by  Yosuke  Ha- 
mada,  a  disgruntled  former  employ- 
ee who  was  fired  for  failing  to  meet 
sales  targets.  -G.E. 


Murata  fax  ad 

Battling  Matsushita  and  Ricoli. 


Isono  family 

One  of  the  outstanding  men  of  Ja- 
pan's Meiji  era  (1868-1912),  Kei 
Isono  founded  Meidi-Ya,  a  Western 
sr\'le  food  store  chain  and  distributor 
of  Kirin  beer.  His  descendants,  now 
led  by  grandson  Kenzo  Isono,  72,  still 
control  Meidi-Ya  and  Tokyo  real  es- 
tate, and  hold  a  large  stake  in  Kirin 
Brewery.  Their  fortune  is  currently 
estimated  at  $3  billion.  This  is  the 
Isono  clan's  first  appearance  on  the 
billionaires  list. 

Born  in  1858  of  a  samurai  family, 
Kei  Isono  was  educated  at  Tokyo 
University.  Backed  with  Mitsubishi 
money,  Isono  spent  four  years  in  Eu- 
rope. After  returning  to  Japan,  he 
opened  Meidi-Ya  in  1886  to  import 
Western  food  and  liquor.  He  also 
became  sole  agent  of  Japan  Brewery 
(now  known  as  Kirin  Brewery)  and 
was  soon  exporting  its  beer  to  China, 
Singapore,  India  and  Hawaii.  When 
Isono  died  in  1897,  at  age  39,  Meidi- 
Ya  was  only  1 1  years  old.  But  at  the 
funeral  were  Japan's  prime  minister 
and  hundreds  of  business  and  politi- 
cal leaders. 

Meidi-Ya  and  the  Kirin  distribu- 
tion business  survived  and  prospered 
and  the  Isonos  continued  to  import 
and  distribute  Western  foods  and 
beverages.  In  1919  Meidi-Ya  im- 
ported and  distributed  Coca-Cola;  in 
1961  it  set  up,  with  Mitsubishi,  Fuji 
Coca-Cola  Bottling  Corp.,  still  an 
important  part  of  the  Isono  fortune. 

Today  Meidi-Ya  is  Japan's  second- 


largest  wholesaler  of  food  and  liquor, 
after  Kokubu  &  Co.  But  it  can  ill 
afford  to  rest  on  its  laurels.  Nation- 
wide chains  like  billionaire  Masatoshi 
Ito's  7- Eleven  stores  are  giving  the 
established  wholesalers  tough  com- 
petition. Under  Keiichi  Isono,  presi- 
dent, a  nephew  of  Kenzo  Isono, 
Meidi-Ya  still  retails  expensive  im- 
ported items  like  fine  wines  and  exot- 
ic fruits.  Meidi-Ya  outlets  are  mainly 
in  Tokyo's  wealthier  sections,  where 
the  Isonos  have  become  landlords  of 
some  note.  -H.A. 


Shoji  Uehara  and  family 

Here's  an  unusual  Japanese  tale:  Sae 
Tsuchiya  Uehara  was  a  live-in  house- 
maid for  the  founders  of  Taisho  Phar- 
maceutical. Her  husband- to-be,  Sho- 
kichi,  was  a  Taisho  apprentice.  They 
rose  together  to  run  Taisho  and  ac- 
quire controlling  stock.  When  Shoki- 
chi  served  in  parliament,  from  1950- 
80,  Sae  ran  the  company.  He  died  in 
1983.  Now  82,  Sae  Uehara  is  honor- 
ary chairwoman. 

In  1934  the  couple  adopted  their 
nephew,  Shoji.  Now  63  years  old,  he 
is  Taisho's  chairman  and  largest 
stockholder.  He  has,  in  turn,  adopted 
his  son-in-law,  Akira,  who  serves  as 
the  company's  president  and  will  like- 
ly succeed  his  adoptive  father.  Tai- 
sho, whose  strength  is  over-the- 
counter  drugs,  nutritional  tonics  and 
cold  remedies,  also  has  growing  suc- 
cess in  ethical  drugs  and  is  preparing 
to  invest  $740  million  in  the  next 
seven  years  in  new  plants  and  labora- 
tories. The  Ueharas'  stockin  the  com- 
pany is  worth  $1.5  billion.  -J.I. 


Tadao  Yoshida  and  family 

YKK,  the  world's  biggest  zippermaker, 
operates  in  40  countries  and  has  $4.4 
billion  sales  worldwide.  It  was  found- 
ed in  1934  by  charismatic  Tadao  Yo- 
shida, now  82  and  in  poor  health. 

Increasingly,  Yoshida's  44-year- 
old  son  Tadahiro,  who  earned  an 
M.B. A.  from  Northwestern  Universi- 
ty in  1972,  is  calling  the  shots,  and 
calling  them  to  a  tune  different  from 
his  father's.  For  example,  the  founder 
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Imagine  Buying  A  Learjet 
To  Save  Money. 


Ihe  Learjet  31A  is  the  most  cost-efficient  jet  on  tiie  marlcet 
today,  boasting  an  operating  cost-per-mile  tiiat  beats  the 
economy  jet  from  Cessna  —  guaranteed.  So,  while  many  firms 
purchased  Learjets  to  save  time,  more  and  more  are  buying 
them  to  save  money,  too  —  every  mile,  every  trip,  every  day. 

It's  hard  to  imagine  why  anyone  would  invest  in  any  other  jet. 
To  discuss  the  contribution  a  Learjet  31A  can  make  to  your 
business  and  your  bottom  line,  contact  Ted  Farid,  Vice  President 
Marketing  at  (316)  946-2450. 


©1991  Learjet  Inc. 


Learjet 


Japan:  industry 


■  Kkim 


Tadao  Yoshida  (top);  son  Tadahiro  (above) 
With  Tadao  in  poor  health,  his  son  calls 
the  shots  at  YKK.  The  company  is  still  the 
world's  biggest  zippermaker  (left),  but 
aluminum  construction  materials  are  an 
even  bigger  business  for  the  Yoshidas. 


liked  internal  expansion.  The  son  likes 
acquisitions:  In  1987  YKK  bought  the 
U-S.'  Universal  Fasteners  Inc.;  earlier 
this  year  ykk's  aluminum  construc- 
tion materials  subsidiar\'  acquired  a 
similar  Japanese  building  materials 
maker.  The  son  is  also  moving  YKK 
toward  a  merit-pay  system  and  away 
from  the  traditional  Japanese  system 
of  seniority- based  compensation. 

The  Yoshidas'  28%  of  YKK  is  worth 
$2.8  billion.  Young  Yoshida  seems 
determined  to  keep  the  fortune 
growing.  -Iri.A. 


Murayama  family 

The  Murayama  family  founded  Asnhi 
Shimbun  (circulation,  8.2  million), 
one  of  Japan's  big  five  dailies.  The 
Murayamas  used  to  be  at  odds  with 


the  paper's  management  over  issues 
like  personnel  and  editorial  policy. 
Now  relations  seem  to  be  improving. 
The  privately  owned  paper  is  increas- 
ing its  equit)'  capital  base,  building  a 
new  headquarters  building  and 
launching  Japan  Access,  a  newsletter 
aimed  at  U.S.  businessmen  interested 
in  Japan.  The  Murayamas  are  worth 
around  $1.7  billion.  -J.l. 


Hisakichi  Yamaguchi 

A  packaging  billionaire,  HisakichiYa- 
maguchi  founded  Daiwa  Can  in 
1950,  with  backing  from  Nippon 
Steel.  With  30%  of  the  Japanese  can 
market,  Daiwa  relentlessly  upgrades 
its  production  lines:  In  the  past  de- 
cade its  work  force  has  remained  at 
the  same  level,  of  3,000,  while  sales 


have  increased  tenfold,  to  $2  billion 
last  year.  At  80,  Yamaguchi  is  a  keen 
businessman  and  golfer.  His  net 
worth:  at  least  $2.9  billion.  His 
handicap:  9.  -H.A. 


Shigekuni  Kawamura 
and  family 

Shigekuni  Kawamura,  62,  heads  a 
billionaire  family  that  owns  15%  of 
Dainippon  Ink  &  Chemicals  (reve- 
nues, $2.9  billion,  market  cap,  $3.2 
billion),  plus  Tokyo  real  estate  and 
valuable  art  collections.  At  home  and 
abroad,  Kawamura  is  a  big  spender  on 
R&D.  Dainippon's  U.S.  arm,  Reich- 
hold  Chemicals,  acquired  in  1987,  is 
building  a  $5  5  million  research  center 
in  North  Carolina  for  300  research- 
ers, to  open  early  next  year.     -H.K. 
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No  bank  is  more  protective  of  its  clients' 
money  than  Republic  National  Bank  of  New  York. 
No  bank  client  feels  more  safe. 

And  it's  more  than  just  a  feeling.  Our  depositors 
know  that  Republic's  No.  1  priority  is  preserving 
their  funds.  And  always  will  be.  It's  one  reason 
we're  called  (by  Oppenheimer  &.  Co.  Inc.)  "one  of 
the  most  secure  banks,  if  not  the  most  secure 
bank  in  the  U.S." 

Republic  also  ranks  No.  1  among  large  U.S. 
banks  in  the  ratio  of  capital  to  risk-weighted  assets 
—a  key  measure  of  strength  and  stability. 

Great  Financial  strength,  liquidity,  and  first- 


class  asset  quality  are  rare  qualities  in  today's 
banking.  Put  them  to  work  for  you.  Write  for  our 
latest  Quarterly  Report  to:  Information  Center, 
Republic  National  Bank  of  New  York,  Fifth 
Avenue  at  40th  Street,  New  York,  NY  10018. 
Or  call  (212)  221-6056.  Outside  New  York  City 
(800)522-5214. 

REPUBLIC 

NAnONAL  BANK 

OF  NEW  YORK 


A  SAFRA  BANK 


BEVERLY  HILLS  •  CAYMAN  ISLANDS  •  LOS  ANGELES  •  MEXICO  CITY  •  MIAMI  •  MONTREAL  •  NASSAU  •  NEW  YORK 

BUENOS  AIRES  •  CARACAS  •  MONTEVIDEO  •  PUNTA  DEL  ESTE  •  RIO  DE  JANEIRO  ■  SANTIAGO  ■  BEIRUT  ■  GENEVA  •  GIBRALTAR 

GUERNSEY  •  LONDON  •  LUGANO  ■  LUXEMBOURG  ■  MILAN  ■  MONTE  CARLO  •  PARIS  •  ZURICH  •  HONG  KONG  ■  SINGAPORE  vTAIPEI  •  TOKYO 


Ihe  accident  itself  was  simple:  a  panic 
stop  on  wet  pavement,  a  sideways  skid, 
a  minor  impact.  No  one  hurt. 

Followed  by  the  high  cost  of  a  vehicle  out 
for  repairs.  Followed  by  productivity  loss. 

With  that  common  scenario  in  mind,  you 
might  also  want  to  consider  the  following: 

Our  Chevy  S-10  Blazer  4-Door  is  the  only 

*  in  its  class  with  the  braking  skid  control 
of  standard  4-wheel  anti-lock  brakes  (ABS). 
Every  Chevy  Astro  Passenger  Van  has  stan- 
dard 4-v^eel  anti-lock  brakes,  and  Astro's 
also  the  only  compact  van  available  with  all- 
wheel  drive  and  standard  4-wheel  anti-lock 
brakes.  And  every  Chevy  pickup,  including 
our  least  expensive,  comes  with  standard 
rea^wheel  anti-lock  brakes? 

CaU  Chevrolet  Fleet  Sales,  1-800-248-2897. 
We  obviously  can't  help  you  in  every 
driving  situation.  But  if  we  can  help  your 
employes  avoid  even  one  accident,  you  may 
find  it's  well  worth  it. 

[~,rr]«*Exclu(tes  other  GM  vehicles.    ^Operates  in  2WD  only. 
'  V:m  I   Chevrotet,  the  Chevrolet  emblem,  Blazer,  Astro  and  S-10  are 
-"^  v'^'    registered  trademarks  and  Oievy  is  a  trademark  of  the  GM  Cotp. 
r\r\t,-\:^^  ^'1  ^'"^-5  Reserved.     Let's  get  ittogether... buckle  up. 


The  Damage  Was  Minimal.  Bi 


i\  \y-' 


Chevy  Astro.  The  only  compact  van  availaDi'.  vut, 
all  wheel  drive  and  standard  4-wheel  ABSf 


.rf^;^s:r:p  OF  AMERICA  IS  WINNING" 
^^TODAY'S  FLEET  COMPANY  IS  CHEVROLET. 


The  Company  Was  Substantial. 
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Asia  and  Australia 


Hong  Kong 


Li  Ka-shing 

Li  Ka-shing's  actions  are  watched  by 
all.  What,  then,  is  one  to  make  of  the 
fact  that  his  flagship  company, 
Cheung  Kong  (Holdings)  Ltd.,  ex- 
pects to  get  a  huge  amount  of  cash  as 
several  residential  developments  are 
completed  in  the  next  18  months? 
What  will  Li  do  with  all  the  money? 
Some  local  analysts  believe  Li  and  his 
companies  are  actively  looking  for 
investments  in  and  out  of  Hong 
Kong.  Example:  Li  recently  bought 
8%  of  Evergo  International  Holdings 
Co.,  Ltd.  Evergo  is  the  vehicle  of  the 
Lau  brothers.  Hong  Kong's  well- 
known  corporate  raiders. 

Some  of  Li's  recent  forays  haven't 
worked  out  too  well.  Last  year  Li  and 
investors  offered  only  10%  equit)'  for 
the  $3  billion  junk  bond  and  pre- 
ferred stock  portfolio  of  insolvent  Co- 
lumbia Savings  &  Loan.  Li  was  to  pay 
only  $150  million  in  cash.  Even  U.S. 
regulators  wouldn't  go  for  a  deal  that 
lopsided.  Another  Hong  Kong  com- 
pany Li  controls,  Hutchison  Wham- 
poa,  Ltd.,  tried  unsuccessfully  to  grab 


the  35%  it  doesn't  own  of  Hong 
Kong-listed  Cavendish  International 
Holdings.  On  a  third  front,  rival  Y.K. 
Pao  finally  won  the  battle  for  Hong 
Kong's  cable  T\'  monopoly  over  Li — 
but  Li  came  back  by  launching  Asia- 
Sat,  after  which  Pao's  consortium  dis- 
banded its  project.  Li,  63,  is  letting 
son  Richard,  24,  run  Star  TV,  the  new 
satellite  television  operation.  Son  Vic- 
tor, 28,  riuis  the  family's  Canadian 
investments.  But  Li  himself  manages 
most  of  the  $2  billion  fortune  he  has 
accumulated  over  the  vears.       -T.G. 


Lee  Shau-kee 

Lee,  63,  decided  that  his  publicly 
traded  residential  property  company, 
Henderson  Land  Development  Co., 
would  stick  with  what  it  knows  best: 
building  for  Hong  Kong's  mass  resi- 
dential market.  Did  Lee,  who 
amassed  large  quantities  of  land  in  the 
1950s,  somehow  divine  that  wages 
would  rise  faster  than  property  prices 
in  the  1980s,  and  that  buying  a  flat 
would  become  the  middle  class'  in- 
vestment of  choice?  Or  that  thou- 
sands of  young  Chinese  professionals 
(sometimes  called  "chuppies")  and 


LEFT: 

Li  Ka-shing 
Seeking  invest- 
ments for  cash-rich 
companies. 


RIGHT: 
Sir  Y.K.  Pao 
His  well-trained 
sons-in-law 
run  the  empire. 


newly  married  couples  would  choose 
to  live  on  their  own  instead  of  with 
their  families,  as  in  the  past?  Whatever 
the  answer,  Henderson  Land  has 
made  a  killing  on  the  approximately 
50,000  apartments  it  has  built  and 
sold  during  the  past  18  years. 

As  a  hedge  against  1997,  Lee  has 
interests  in  Singapore's  Suntec  con- 
vention center  and  the  Vancouver 
1986  Expo  site,  as  well  as  in  a  number 
of  residential  developments  in  the 
U.S.  and  Canada.  Two  of  his  five 
children  help  him  manage  the  family's 
$1.5  billion  fortune.  -T.G. 


Sir  Yue-kong  Pao 
and  family 

Hong  Kong  developers  rushed  to 
build  for  the  commercial  and  office 
market  in  the  mid-1980s.  That  sector 
is  now  oversupplied,  and  rents  are 
falling.  But  Y.K.  Pao's  publicly  held 
Wharf  (Holdings)  Ltd.  is  building  in 
the  New  Territories  and  developing 
its  downtown  Hong  Kong  land  bank, 
purchased  when  prices  were  lower.  A 
Wharf  executive  says  he  is  sure  that 
when  the  new  properties  hit  the  mar- 
ket, beginning  1992,  any  oversupply 
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Decision  time 
ahead 

For  the  early  line  on  what 
will  happen  to  Hong  Kong 
after  the  British  move  out 
in  1997  and  China  moves 
in,  the  time  to  watch  is 
around  1993.  That  is  when 
Hong  Kong  businessmen 
must  make  decisions  that 
will  signal  to  the  world 
their  confidence,  or  lack  of 
it,  in  the  capitalistic  fu- 
ture of  Hong  Kong. 

Today  most  business- 
men feel  fairly  safe  to  con- 
tinue investing.  Out- 
wardly, Hong  Kong  retains 
its  boomtown  aura.  The 
reason,  says  Janice  Wallace, 
research  director  at  Bar- 
ing Securities  in  Hong 
Kong,  is  that  business- 
men can  figure  on  getting 
their  money  back  in  three 
to  six  years,  depending  on 
the  industry. 

So  a  Hong  Kong  bil- 
lionaire can  still  build  an 
electric  power  plant  (just 
over  a  six-year  payback,  un- 
der allowed  16%  returns), 
or  develop  a  residential 
apartment  complex 
(three  years  if  built  for  sale, 
five  for  luxury  rentals),  or 
construct  container  termi- 
nals for  Hong  Kong's 
bustling  shipping  industry 
(five-year  payback).  In- 
vest now  and  there's  a  good 
chance  you'll  recoup 
your  capital  and  a  decent 
return  by  July  1,  1997, 
when  Britain  returns  the 


High-rise  housing  going  up  in  Hong  Kong's  New  Territories 
Building  eagerly— if  the  investment  is  earned  bacit  by  1997. 


colony  to  the  People's 
Republic  of  China.  But  in 
1993  there  will  be  only 
four  years  to  go. 

Those  rapid  payback 
periods  are  in  part  a  sign  of 
anxiety  about  Hong 
Kong's  soon-to-be  leaders 
from  the  north.  Take,  for 
example,  the  market  for 
residential  apartment 
sales,  which  remains  very 
strong  (see  Lee  Shau-kee, 
p.  156). 

A  developer  can  expect 
to  make  an  a\  erage  54% 
gross  margin  on  the  sale 
of  a  typical  800-square- 
foot,  three-bedroom  flat 
in  Hong  Kong's  New  Ter- 
ritories, assuming  the 
land  was  purchased  three 
years  ago.  "The  higher 


yields  on  property  are  a  very 
clear  indicator  of  the  po- 
litical risk  premium  implied 
post- 1997,"  says  John 
Greenwood,  chairman  and 
chief  economist  of  G.T. 
Management  (Asia)  Ltd. 

There  is  plenty  of  mon- 
ey around.  Hong  Kong's 
booming  economy  and 
tight  labor  market  (2%  un- 
employment) have 
pushed  real  wages  up  sharp- 
ly, even  with  10%  average 
inflation. 

Much  of  the  underly- 
ing strength  comes  from 
neighboring  Guangdong 
Province,  where  Hong 
Kong  businessmen  in- 
creasingly invest  to  take  ad- 
vantage of  low-cost  and 
abundant  labor.  Currently 


about  2  million  People's 
Republic  citizens  work  in 
Hong  Kong-owned  or 
-managed  factories  in 
Guangdong.  Low  wages 
there  mean  Hong  Kong 
employers  can  afford  to  pay 
higher  wages  in  Hong 
Kong  without  squeezing 
margins. 

Despite  the  rising  liv- 
ing standard,  tens  of  thou- 
sands of  Hong  Kong  citi- 
zens have  applied  to  leave. 
But  the  emigration  pro- 
cess can  take  at  least  three 
years  and  may  not  get  an 
applicant  anywhere.  Many 
have  concluded  that  per- 
haps it  is  better  to  stay  put, 
invest  wisely  and  hope  for 
the  best. 

At  the  corporate  level, 
John  Hung,  executive  di- 
rector of  Y.K.  Pao's 
Wharf  (Holdings)  Ltd.,  re- 
flects this  thinking  when 
he  says:  "1  don't  think 
1997  is  the  end.  We  really 
believe  there  is  more  mon- 
ey to  be  made  here  than 
anywhere  else."  But 
whether  Hung  will  have  a 
similar  opinion  in  1993  re- 
mains to  be  seen. 

"I  think  that  the  busi- 
ness people  here  believe  in 
helping  Hong  Kong  and 
China,"  says  Baring's  Wal- 
lace. "But  they  are  not 
fools,  either.  If  they  can't 
make  a  buck  out  of  it, 
they  are  not  going  to  waste 
their  money."  Two  years 
from  now  is  when  they  will 
have  to  begin  to  decide  to 
fish  or  cut  bait.  -T.G. 


will  have  been  taken  up. 

Pao,  73,  has  put  his  four  sons-in- 
law  in  charge.  Helmut  Sohmen  runs 
privately  held  World-Wide  Shipping 
Agency,  Ltd.  Peter  Woo,  45,  nms 
World  International  (Holdings)  Ltd. 
and  Wharf  (Holdings)  Ltd.  A  third 
runs  trading  operations  out  of  Japan. 
The  fourth  is  in  charge  of  personal 
investments  in  Pao's  $1.8-billion- 
plus  fortune.  -T.G. 


Cheng  Tu-tiing 

It  now  seems  clear  that  Cheng's  New 
World  Development  Co.,  Ltd.  took 
on  too  much  debt  when  it  bought  the 
troubled  U.S. -based  Ramada  hotel 
chain  in  1989  for  $540  million.  The 
acquisition,  spearheaded  by  Cheng's 
son  Henry,  44,  has  yet  to  show  a 


profit.  Henry  says  none  should  be 
expected  until  1993  at  the  earliest. 

The  Chengs  have  been  selling  Ra- 
mada properties  to  pay  down  their 
$900  million  debt  (about  half  from 
the  Ramada  acquisition),  but  also 
have  opened  new  Ramadas  in  Thai- 
land and  Australia,  and  are  forging 
hotel  deals  in  Japan,  Malaysia,  Hol- 
land and  elsewhere. 

Many    of  the    Chengs'    privately 
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WE     CAN     CHANGE     THE     FUTURE. 


At  this  moment  there  could  be  a  burglary  in  your 
future.  But  that  can  change.  You  can  stop  that  break- 
in  now.  Before  it  ever  happens. 

As  a  property  and  casualty  insurer,  we  know  bur- 
glars are  especially  enamored  of  electronics  plants.  We 
also  know  the  steps  you  can  take  to  help  make  your 
premises  less  attractive  to  them.  You  have  to  be  com- 
mitted to  those  steps.  But  so  does  everyone  else  we 


group  you  with— electronics  people  like  you  who 
share  the  same  kinds  of  risks.  And  who  will  also  share 
the  same  lowered  premiums  and  the  possibility  of 
dividends  that  come  with  diligent  loss  control.  It's 
that  way  for  every  industry  we  insure. 

Call  your  agent  or  broker  about  us.  And  ma  ce  sure 
the  bad  guys  don't  have  a  future  with  your  company 

Atlantic  Mutual,  45  Wall  Street,  New  York.  NY  10005 


H^AtlanticMutual 

IT  PAYS  TO  BE  CAREFUL. 


Asia:  Hong  Kong,  Thailand 


owned  assets  are  overseas.  They  in- 
clude 16%  of  Singapore's  Suntec  con- 
vention center  and  a  share  in  Vancou- 
ver's Expo  site  development.  There  is 
also  one-third  of  Houston-based  All- 
right  Auto,  and  a  share  of  Stanley 
Ho's  Macao-based  gambling  opera- 
tion. All  this  adds  up  to  a  $1.3  billion 
fortune.  -T.G. 


Kwok  family 

The  death  of  the  family  patriarch, 
Kwok  Tak-seng,  at  79,  last  fall, 
brought  little  change  to  family- run 
Sun  Hung  Kai  Properties,  Ltd.  Man- 
agement had  already  chiefly  been  in 
the  hands  of  the  children — Walter, 
40,  now  chairman,  and  brothers 
Thomas,  39,  and  Raymond,  38 — and 
a  cadre  of  professional  managers. 

The  company's  stock  shot  up  22% 
since  January,  thanks  largely  to  the 
booming  mass  residential  market  and 
the  Kwoks'  road  show  in  Japan:  Some 
Japanese  investors,  stung  by  their 
home  stock  market  last  year,  are  diver- 
sifying into  Hong  Kong  equities. 

Preparing  for  unpleasant  surprises 
in  1997,  the  Kwoks  have  invested  in 
San  Francisco  property.  But  most  of 
the  family's  $2  billion  fortune  remains 
in  the  colony.  -T.G. 


Kadoorie  family 

The  Gulf  war  and  the  recession  hit  the 
travel  industry  hard  and  brought 
Hong  Kong's  hotel  occupancy  rates 
down  to  about  70%  from  last  year's 
79%.  But  at  the  Kadoories'  Hong 
Kong  &  Shanghai  Hotels  Ltd.  (the 
Kadoories  own  69%),  average  occu- 
pancy remains  over  75%.  Though  the 
publicly  traded  hotel  chain  (it  in- 
cludes the  famed  Peninsula)  is  feeling 
a  12%  drop  in  hotel  income,  rental 
income  from  luxury  apartments  it 
owns  is  up  13%.  And  the  Kadoories' 
33%  of  China  Light  &  Power  Co.  rose 
51%  in  value  in  the  last  year. 

Overseas  expansion  plans  abound. 
The  plush  Peninsula  Beverly  Hills  ho- 
tel (Hong  Kong  &  Shanghai  Hotels 
has  20%)  is  slated  to  open  this  au- 
tumn. With  partners,  the  Kadoories 
plan  a  beach  resort  in  Phuket,  Thai- 


land, and  an  office  and  residential 
development  in  Ho  Chi  Minh  City. 
Family  patriarch  Lord  Lawrence,  now 
92,  his  brother  Sir  Horace,  88,  and 
son  Michael,  50,  also  have  overseas 
interests  in  carpets,  textiles  and  finan- 
cial services.  Altogether  they  are 
worth  at  least  $1 .8  billion.        -T.G. 


Swire  family 

Badly  hurt  by  the  downturn  in  air 
travel,  Swire  Pacific  Ltd.  (it  has  a  52% 
interest  in  Cathay  Pacific  Airways, 
Ltd.)  reported  a  20%  drop  in  profits 
for  1990.  But  the  Swire  brothers — Sir 
Adrian,  59,  and  Sir  John,  64 — aren't 
selling  any  of  their  27%  interest  in 
Swire  Pacific,  and  remain  worth  some 
$1.4  billion. 

Completion  of  current  construc- 
tion projects  in  the  next  year  or  two 
will  put  the  Swires  among  the  biggest 
landlords  in  Hong  Kong.  They  seem 
to  be  betting  on  Hong  Kong's  pros- 
pering after  1997.  But  just  in  case,  the 
family  also  owns  substantial  assets  in 
the  U.K.  The  Swires'  roots  in  the 
China  trade  go  back  to  the  early 
1800s.  They  have  learned  to  adapt  to 
China's  periodic  convulsions.    -T.G. 


Thailand 


Ghearavanont  family 

"Serving  the  world  with  better 
food — that's  our  aim,"  says  newly 
discovered  billionaire  Dhanin  Chear- 
avanont,  52,  chairman  of  Thailand's 
Charoen  Pokphand,  better  known  as 
CP  Group. 

Dhanin's  father,  Chia  Ek  Chaw, 
and  uncle  immigrated  to  Thailand 
from  China  in  1921.  Since  then  CP 
Group  has  grown  from  a  small  seed 
importer  in  Bangkok's  Chinatown  to 
the  nearly  $3  billion  (sales)  vertically 
integrated  poultry  and  shrimp  em- 
pire. Inspired  by  large-scale  chicken 
breeding  and  processing  in  the  U.S., 
CP  added  in  Thailand's  low-cost  la- 
bor. Result:  Asia's  largest  agri-  and 
aquabusiness.  It  is  already  coming  up 
fast  on  the  U.S.'  $3.8  billion  (sales) 
Tyson  Foods. 

The  CP  Group  produces  its  own 
feed,  contracts  with  farmers  to  raise 
the  chicken  or  shrimp,  sells  them  the 
raw  materials — chicks,  feed,  technol- 
ogy and  management —  and  buys  the 
grown  product  at  a  guaranteed  price. 
The  bulk  is  sold  in  Thailand,  to  an 


CP  Group's 
Dhanin 
Chearavanont 
Asia's  chicken 
Iting. 
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AFTER  20  YEARS,  WE'VE  MADE  OUR 
MARKONTHEU.S. 

In  1971,  Credit  Lyonnais  opened  its  doors  in  New  York.  In  the  years  since, 

we've  demonstrated  our  long-term  commitment  to  the  U.S.— opening 

offices  nationwide,  expanding  our  base  of  solid  client  relationships, 

responding  with  creative  answers  to  changing  corporate  needs.  And  in 

1991  we'll  mark  our  20th  anniversary  by  moving  to  our  new  U.S. 

headquarters  in  New  York.  We're  not  just  marking  time. 


Jll 


CREDIT  LYOIMIMAIS 

NEW  YORK  •  CHICAGO  •  LOS  ANGELES  •  HOUSTON  •  SAN  FRANCISCO  •  ATLANTA  •  MIAMI  •  DALLAS  •  BOSTON 


Jk 


I 

She  became  the  first 
the  Atlantic,  an  author, 
Just  wiiat  youU  ejqject 


Some  say  things  can't  be  done.  Others  do 
them,  proving  that  wdth  the  right 
combination  of  bravado  and  talent,  there's  no 
telling  vs^hat  you  can  accomplish. 

Nicknamed  "Lady  Lindy,"  Ameha  Earhart 
was  not  only  the  first  vs^oman  to  fly  solo  across 
the  Atlantic,  she  held  women's  speed 
and  distance  records  that  earned  her  place 
as  the  first  woman  to  receive  the 
Distinguished  Flying  Cross. 

As  a  nurse  during  World 
War  I,  Earhart  developed  an 
early  concern  for  her  fellow  man 

that  helped  her  champion 
human  rights  around  the 
world.  Her  memorable 
accomplishments  in  the 
air  moved  her  to  pen 
three  best-selling  books, 
She  served 
as  aviation  editor  for 


founded  two  successfiil  airlines.  An  admired 
poet,  she  inspired  two  popular  songs  and 
even  a  foxtrot 


Telecommunications 


Information  Services 


Mobile  Communications 


iwoman  aviator  to  cross 
entrepreneur  and  nurse, 
from  a  fashion  designer. 


Newfoundland 


aptly  called 
the  Earhart  Hop 

Her  adventurous 
lifestyle  so  enthralled  the  American  people  that 
she  created  fashions  for  top  department  stores 
like  Macy's  and  Marshall  Field's. 
If  you  understand  how 
Amelia  Earhart  combined 
many  talents  in  her  pursuit  of 
excellence,  you'll  understand 
the  commitment  of 
BellSouth. 

Individually, 
the  companies  of 
BellSouth  are 
considered  to  be 
some  of  the 
best  in  their  field.  Brought  together 
to  serve  your  needs,  they  can  provide 

technologically  advanced  solutions  to 
a  variety  of  problems  in  health  care, 
manufacturing,  retailing, 
banking,  government  and  others. 


HERE'S  HOW  BELLSOUTH 
ESTEGRATED  MANY  DIFFERENT 

TALENTS  TO  HELP  THE 
HEALTH  CARE  INDUSTRY  MEET 
ITS  COMMUNICAHONS  NEEDS. 

Developed  a  systemjor  electronic 
insurance  claims  processing  utilizing  an 
advanced  interactive  network,  reducing 
overhead  costs  and  handling  time. 

Created  disaster  recovery  ^tems 
employing  netv^fork  and  cellular  services. 

Designed  an  interactive  network 
linking  medical  centers,  physician  groups, 
insurance  companies  and  employers  to 
achieve  a  significandy  higher  level  of  cost 
effectiveness  in  the  provision  of  services. 


In  fact,  for  the  last  three  years 
in  an  annual  Fortune  magazine  survey, 
senior  industry  executives 
have  chosen  BellSouth  as  the 
telecommunications 
company  they  most  admired 
in  the  United  States. 

Which  means  if  you're 
looking  at  your  own  business 
or  personal  communications 
needs,  it's  quite 
likely  you'll  find 
the  companies 
of  BellSouth  to 


be  exactly  the  kind  of  partner 
you  re  looking  tor.     hf/hu&iaxnJiMr- 

Because  afi;er  all,  when 
you  surround  a  problem 
with  remarkable  talent,  there's 
no  telling  how  far  you  can  go, 
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increasingly  prosperous  people  that 
can  now  afford  more  than  rice.  But 
40%  of  CP  Group's  chicken  output  is 
exported,  mostly  to  Japan. 

Agribusiness  and  aquabusiness 
now  account  for  75%  of  CP  Group's 
sales.  Chearavanont  plans  to  reduce 
the  ratio  to  50%  in  five  years  by  invest- 
ing in  property  development,  petro- 
chemicals, telecommunications  and 
food  distribution.  To  get  the  exper- 
tise he  needs,  Chearavanont  has  been 
lining  up  multinational  partners.  He's 
linking  up  with  Belgian  giant  Solvay 
in  petrochemicals;  with  British  Tele- 
com as  an  adviser  in  a  $3.5  billion 
agreement  to  install  2  million  tele- 
phone lines  in  the  Bangkok  area;  and 
with  Dutch  giant  Makro  on  its  whole- 
sale supermarkets. 

Dhanin,  whose  formal  education 
ended  in  high  school,  is  the  youngest 
of  four  brothers.  Among  Thai  busi- 
nessmen, he  is  well  known  for  hiring 
professional  management  for  the 
family's  200-odd  companies.  Eight  of 
these  are  now  listed  on  the  Asian  stock 
exchanges;  the  family  controls  about 
60%  of  each.  Net  worth  of  all  the 
Chearavanonts'  assets  is  at  least  $1 
billion.  -M.K. 


Sophonpanich  family 

The  Sophonpanich  family  is  another 
new  entry  here.  By  owning  about  40% 
of  Bangkok  Bank  (among  much  else), 
the  family  controls  a  fourth  of  the 
country's  private  savings,  and  finances 
a  third  of  its  exports.  Thanks  to  Thai- 
land's rapid  growth — 9%  or  more  a 
year  for  four  years  in  a  row — Bangkok 
Bank  (assets,  $20  billion)  is  Southeast 
Asia's  largest  bank. 

The  Sophonpaniches'  $1  billion 
fortune  traces  back  to  the  late  Tan 
Piak  Chin.  In  1927,  at  17,  he  hauled 
rice  bags  while  dreaming  of  setting  up 
his  own  importing  business.  Eight 
years  later,  his  dream  realized.  Chin 
discovered  that  no  bank  would  ex- 
tend credit  to  him  without  fiiU  securi- 
ty. That  gave  him  the  idea:  He  be- 
came a  moneylender  to  Thailand's 
small  businessmen,  most  of  whom 
were  ethnic  Chinese. 

During  World  War  11  Chin  (who 
adopted  the  Thai  name  Sophonpan- 
ich)   became   a   succcssfial   currency 


Chatri  Sophonpanich 
Bankers  to  the  Thai  nation. 


trader  and  acquired  a  minority  stake 
in  the  then-new  Bangkok  Bank.  By 
the  early  1950s  he  had  a  controlling 
interest  in  the  bank. 

Among  his  methods  to  capture  and 
harness  savings  in  developing  Thai- 
land, he  used  what  today  would  be 
called  a  brokered  deposits  system:  He 
used  provincial  businessmen  to  find 
deposits  and  gave  them  a  percentage 
of  profits.  He  re -lent  the  money  to 
commodit)'  exporters  he  trusted.  Says 
London  School  of  Economics-edu- 
cated Choedchu  Sophonpanich,  45, 
Chin's  youngest  son:  "My  father  ran 
an  old-fashioned  operation  in  a 
gentleman's  world — he  looked  at  the 
character  and  abilities  of  borrowers 
rather  than  financial  ratios." 

Chin  Sophonpanich  died  in  1988. 
Since  then,  Bangkok  Bank  has  come 
to  rely  less  on  handshakes  and  more 
on  the  numbers.  But  it  is  no  less 
successfial.  All  of  Chin's  seven  chil- 
dren from  his  two  wives  work  in  the 
bank  or  other  family  businesses.  But 
wielding  the  most  power  is  Chatri 
Sophonpanich,  58,  Bangkok  Bank's 
chief  executive.  -M.K. 


Indonesia 


EkaTjiptaWidjaja 
and  family 

Indonesia's  vast  rain  forest  and  cheap 
labor  could  make  it  a  global  power  in 
pulp  and  paper.  Eka  Tjipta  Widjaja, 
68,  and  his  family  seem  to  have  no- 


ticed. At  Widjaja's  Sinar  Mas  Group, 
pulp  and  paper  are  now  30%  of  reve- 
nues (1990  total,  $1.9  billion)  and  a 
500,000-ton  expansion  program  is 
under  way,  making  the  company  one 
of  the  fastest-growing  pulp  and  paper 
producers  in  the  world. 

Widjaja,  new  to  our  list  but  estimat- 
ed to  be  worth  at  least  $2  billion, 
came  from  southern  China  to  Indo- 
nesia's Sulawesi  island  as  a  child  (his 
Chinese  name  is  Oei  Ek  Tjhong).  At 
17  he  was  selling  biscuits,  but  the 
palm  oil  trade  became  the  foundation 
of  his  fortune.  His  partner  in  edible 
oils  was  President  Suharto's  most  fa- 
vored businessman,  Liem  Sioe  Liong. 

Sinar  Mas  Group's  most  explosive 
growth  was  in  the  1980s,  when  it 
bought  into  P.T.  Indah  Kiat  Pulp  & 
Paper  Corp.  and  founded  Bank  Inter- 
national Indonesia,  now  one  of  the 
country's  largest  and  most  profitable 
banks.  Six  of  Widjaja's  eight  chil- 
dren— Sukmawati,  Teguh  (who  runs 
the  pulp  and  paper  business  and  is  heir 
apparent),  Indra  (who  runs  the  bank), 
Muktar,  Djafar  and  Franky — are  in 
the  business.  -A.F. 


William  Soeryadjaya 
and  family 

William  Soeryadjaya,  68,  is  a  third- 
generation  Indonesian-Chinese  who 
built  an  old  GM  truck-assembly  plant 
into  the  country's  second-largest  con- 
glomerate. His  younger  son,  Edwin, 
42,  helps  run  PT  Astra  International, 
which  gets  70%  of  its  profits  from  car 
sales  and  has  been  a  market  darling 
(the  family  owns  76%).  But  Indone- 
sia's central  bank  is  fighting  inflation 
with  20%  interest  rates;  car  sales  are 
hurting.  Son  Edward,  43,  runs  private 
Summa  Group,  a  rapidly  growing  fi- 
nancial services  operation  that  bor- 
rowed heavily  to  finance  growth. 
Warns  one  analyst:  "It's  overextend- 
ed like  crazy."  The  family's  visible 
worth  is  still  near  $2  billion.       -A.F. 


Liem  Sioe  Liong 
and  family 

Liem  Sioe  Liong  (Indonesian  name, 
Soedono   Salim),   considered   Presi- 
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Tenneco: 

committed  to 

innovation- 


Even    in    a 
'  down  economy,  Tenneco 
companies  are  putting  new 
ideas   to  work.  Tenneco  Gas: 
building  a  worldscale  facility  to 
produce  MTBE,  an  emission  reducing 
gasoline  additive.  J  I  Case:  patenting  36 
new  farm  and  construction  equipment 
advances.  Tenneco   Automotive: 
developing  automotive  electronic 
noise  cancellation  system.s.  Newport 
News  Shipyard:  using  computers 
to  plan  the  lifecycle  of  a  ship 
before  it  is  built.  Packaging 
Corporation  of  America: 
increasing  production   of 
recycled  paper  products. 
Albright   &.  Wilson:  us- 
ing its   own   energy- 
efficient   process  to 
purify  phosphoric  acid. 
Tenneco  Minerals: 
producing  chlorine- 
free  products  for 
industrial  uses. 


The  point  is 

innovative  thinking 

even  in  down  markets. 

That's  why  we're  positive 

about  the  future.  Call 

1-800-345-9027  to 

learn  more. 


Tenneco  Gas  (pipelines)  •  J  I  Case  (farm  and  constniction  equipment)  •  Tenneco  Automotive  •  Newport  News  Shipbuilding 
Packaging  Corporation  of  America  •  Albright  &  Wilson  (chemicals)/Tenneco  Minerals. 


Asia:  Indonesia,  Malaysia,  Singapore,  Philippines,  Korea 


dent  Suharto's  cukon^,  or  Chinese 
financier,  has  run  important  monopo- 
lies or  near-monopolies  in  Indonesian 
industry.  With  revenues  of  $8  billion, 
his  Salim  Group  is  now  Indonesia's 
biggest  conglomerate.  Last  year  Liem 
paid  $215  million  for  a  controlling 
stake  in  United  Industrial  Corp.,  par- 
ent of  Singapore's  premier  real  estate 
company,  Singapore  Land.  He  also 
controls  Hong  Kong-based  First  Pa- 
cific Co.,  a  holding  company  with 
interests  in  banking  and  real  estate. 
Sons  Anthony,  41,  and  Andrec,  43, 
work  with  Liem,  75.  The  family  is 
worth  over  $2.5  billion.  -A.F. 


Malaysia 


Robert  Kuok 

Robert  Kuok,  68,  has  been  building 
his  billion-dollar  empire — Perils  Plan- 
tations (sugar).  Pacific  Carriers  (ship- 
ping), Shangri-La  hotels,  real  estate 
and  much  else — for  more  than  40 
years.  Sons  Ean,  36,  and  Beau,  37,  are 
in  the  business,  but  the  old  man  is  still 
very  much  in  charge  of  the  family's 
businesses.  -T.G. 

Singapore 
Kwek/Quek  family 

There  are  branches  of  this  family  in 
Singapore  and  in  Malaysia.  In  Singa- 
pore, the  family  is  known  as  Kwek. 
Last  year  Kwek  Hong  Png,  80, 
founder  of  the  Singapore  branch's 
Hong  Leong  empire,  w.as  found 
guilty  of  helping  a  nephew  commit 
criminal  breach  of  trust.  He  could  have 
gotten  ten  years  in  prison,  but  he 
merely  paid  a  fine.  His  eldest  son, 
Kwek  Leng  Beng,  49,  is  ainning 
Hong  Leong  Finance  Group.  City 
Developments,  the  Kwek's  property 
arm,  is  engaged  in  building  the  Re- 
public Plaza  in  Singapore;  it  will  be  one 
of  the  tallest  buildings  outside  the  U.S. 
In  Malaysia,  the  family  is  known  as 
Quek,  led  by  Quek  Leng  Chan,  50. 
He  invested  heavily  in  manufacturing, 
properties  and  finance  three  years 
ago,  when  the  Malaysian  economy 
was  still  recovering  from  the  1985-86 


recession,  and  profited  handsomely. 

The  two  sides  own  stock  in  each 
other's  holdings  but  are  not  close.  At 
Kwek  Hong  Png's  annual  birthday 
bash,  cousin  Quek  Leng  Chan  was 
not  seated  at  the  big  family  table. 
Quek  has  said  he  hopes  to  make  his 
three  main  companies  as  large  as  to- 
day's whole  Hong  Leong  Group  in 
Malaysia  by  1993.  The  Kweks  were 
recently  worth  about  $1  billion;  the 
Queks,  over  $700  million.  -JQ. 

^^ 

Lee  family 

The  $1 -billion-plus  fortune  of  Singa- 
pore's venerable  Lee  family  consists  of 
its  Oversea-Chinese  Banking  Corp., 
plus  vast,  long-held  rubber  planta- 
tions in  the  neighboring  Malaysian 
state  of  Johor.  As  growth  spills  from 
Singapore  into  Malaysia,  the  Lee  fam- 
ily's plantations  may  become  industri- 
al parks.  -JQ- 


Philippines 


Zobel  family 

The  Philippine  economy  has  been 
struggling  lately,  but  the  Zobel  fam- 
ily— new  to  this  list — is  betting  on  a 
boom.  Through  holding  company 
Ayala  Corp.,  the  Zobels  are  planning 
office  towers  and  industrial  parks.  A 
joint  venture  with  Malaysian  billion- 
aire Robert  Kuok  (which  sce)^  for  ex- 
ample, will  put  up  office  buildings  and 
a  flagship  commercial  center  in  Cebu, 
a  major  city  in  the  southern  Philip- 
pines. Land  is  no  problem  for  the 
Zobels.  They  have  been  a  force  in  the 
Philippines  since  1834,  first  with 
plantations  and  then  manufacturing. 
Their  fortune  got  a  big  boost  from  an 
American  army  officer.  Colonel  Jo- 
seph McMicking.  McMicking  mar- 
ried Mercedes  Zobel  and,  after  World 
War  II,  ran  Ayala  Corp.  In  1949  he 
built  luxury  housing  on  a  large  parcel 
of  central-Manila  land  that  had  been 
in  the  Zobel  family  since  1851.  Later 
came  commercial  buildings  in  an  area 
now  called  Makati — Manila's  premier 
business  district. 

McMicking  died  last  year.  His  wid- 
ow, Mercedes  Zobel  McMicking,  83, 


controls  Mermac  Inc.,  the  family 
holding  company  named  after  her.  It 
owns  around  60%  of  Ayala  Corp. 

The  McMickings  had  no  children. 
Nephews  Jaime  Zobel  de  Ayala,  56, 
and  cousin  Enrique  Zobel,  64,  have 
each  been  the  family's  business  leader. 
In  the  early  1980s  Enrique  was  unsuc- 
cessfiil  in  expanding  Ayala  interests 
overseas,  and  tried  to  take  over  the 
San  Miguel  brewery  from  other  family 
members.  This  got  him  into  trouble 
with  his  aunt  Mercedes:  In  1983  Aya- 
la's  board  kicked  out  Enrique  and 
named  Jaime  chairman. 

Jaime  Zobel  de  Ayala  is  building, 
but  has  reduced  Ayala  C'orp.'s  debt. 
Says  32-year-old  heir  apparent  Jaime 
Au gusto  Zobel  de  Ayala  II:  "By  na- 
ture, we're  somewhat  conservative." 
But,  through  her  control  of  Mermac, 
Mercedes  Zobel  McMicking  is  still 
ultimately  in  charge.  -A.F. 

Korea 


Chung  Ju-yung  and  family 

The  newly  democratic  Korean  gov- 
ernment wants  Korea's  chaebol — the 
huge  conglomerates  like  Chung's 
Hyundai  Group  that  dominate  the 
economy — to  focus  their  resources 
better  and  pick  three  core  businesses 
in  which  to  specialize.  These  core 
businesses  would  be  allowed  bank 
credit  on  favorable  terms  from  their 
banks;  other  c^a^^o/ businesses  would 
face  stiff" credit  limits. 

The  government  hopes  to  free  up 
resources  for  other  aspiring  entrepre- 
neurs, thereby  promoting  growth  and 
a  stronger  middle  class,  and  defijsing 
resentment  of  very  wealthy  Korean 
business  families.  Hyundai,  like  other 
chaebol^  has  also  been  forced  to  sell 
some  large  land  holdings. 

Honorary  Chairman  and  founder 
Chung  Ju-yung,  75,  chose  to  focus  on 
motor  vehicles,  electronics  and  petro- 
chemicals. The  latter  is  something  of  a 
myster\'.  Korea  is  already  oversup- 
plied  in  petrochemicals,  and  is  build- 
ing additional  capacity  as  a  world  glut 
looms.  Moreover,  Korea  has  no  obvi- 
ous competitive  advantage  here:  It  is 
totally  dependent  on  imported  oil  and 
naphtha  feedstocks. 

Why,  then,  is  the  government  en- 
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The  last  time 

you  had  this 

kind  of  service 
you  were 

probaoly  living  with 

your  mother. 


At  The  Fairmont  Hotel,  with  five  convenient 
locations,  our  staff  will  be  happy  to  pamper  you 
with  more  comforts  than  you'd  ever  get  at  home. 

Because  we'll  not  only  make  your  bed  (a  custom 
Serta®  mattress),  clean-up  after  you  (twice  daUy), 
and  fix  your  meals  (with  a  choice  of  premier 
restaurants),  but  we'll  provide  many  in-room 
business  amenities  as  well.  Like  PC  dataports, 
dual-line  phones,  and  voice  mail.  All  at  a  price 
much  lower  than  you'd  expect. 


Business  travelers  are  also  encouraged  to  join 
our  President's  Club  free  of  charge.  Members 
receive  a  number  of  complimentary  benefits  such 
as  suite  upgrades,  guaranteed  room  reservations 
(with  48  hours  notice),  overnight  shoe  shine,  and 
more  with  every  stay  at  a  qualifying  room  rate. 

The  Fairmont  Hotel  invites  you  to  discover  the 
elegant  side  of  business  travel,  and  experience  our 
impeccable  service.  You  don't  even  have  to  send  a 
card  on  Mother's  Day. 


For  reservations,  call  your  travel  agent  or  Fairmont  at  1-800-527-4727. 
To  enroll  in  our  President's  Club,  call  1-800-522-3437. 
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NEW  ORLEANS 


DALLAS 


SAN  JOSE/ 
SILICON  VALLEY 


SAN  FRANCISCO 


CHICAGO 


THE   FAIRMONT   HOTELS 

President's  Club  benefits  apply  at  the  published  National  Corporate  or  Weekday /Weekend  Rack  Rates.  Rates  subject  to  availability. 

Not  applicable  to  groups  or  conventions.  Tax  not  included. 
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lothing  great 
was  ever  achieved 
without  enthusiasm." 

Ralph      Waldo      Emerson 


The  desire  to  break  through 
boundaries.  To  make  things  better. 

It's  the  engine  that  continues  to 
drive  technology  forward. 

And  in  Lebanon  Tennessee  that 
translates  to  the  production  of  over  a 
million  award  winning  color  television 
sets  every  year. 

Built  by  people  who  know 
that  their  opinion  means  more  to  the 
company  than  their  quota. 

And  that  the  world's  greatest 
achievements  always  begin  with  the 
belief  in  a  better  tomorrow. 

In  Touch  with  Tomorrow 

TOSHIBA 


Color  TVs 
&  VCRs 

Computers 
&  Printers 

Copiers 

CT  Scanners 

Digital 
Instrumentation 

Disk  Drives 

Facsimile 
Systems 

Industrial  Motors 
&  Controls 

Liquid  Crystal 
Displays 

Medical  Tubes 

Mobile  Electronics 

MR  Imaging 

Nuclear  Medicine 

OPTO  Electronic 
Devices 

Picture  Tubes 

Professional 
Video  Systems 

Room  Air 
Conditioners 

Satellite  Receivers 

Semiconductors 

Telecommunication 
Systems 

Turbines  & 
Generators 

Ultrasound 

Uninterruptible 
Power  Supply 

Variable  Speed 
Drives 

X-Ray  Systems 


Asia:  Korea 


Shin  Kyuk-ho,  a.k.a.  Takeo  Shigemitsu 
From  chewing  gum  to  petrochemicals. 


couraging  Chung  and  other  chaebol 
leaders  to  add  petrochemical  capaci- 
ty? Probably  because  petrochemicals 
are  basic  building  blocks  for  any  ambi- 
tious industrial  society.  And  Korea 
does  have  a  relevant  natural  resource: 
its  energetic  and  increasingly  well- 
educated  people.  Chung's  sprawling 
Hyundai  (the  word  means  "modern 
times")  Group  has  grown  into  a  $32 
billion  colossus  under  his  strong 
hand.  Don't  underestimate  him  in 
petrochemicals.  -W.H. 


Lee  family 

With  unconsolidated  revenues  of  $37 
billion,  the  Lee  family's  Samsung 
Group  is  Korea's  largest  and  best- 
regarded  chaebol.  When  the  govern- 
ment told  Samsung  to  pick  three  core 
businesses  to  specialize  in,  it  chose 
Samsung  Shipbuilding  &  Heax'y  In- 
dustries, plus  general  chemicals  and 
electronics.  (In  semiconductors, 
Samsung  is  fast  approaching  the  level 
of  Japan's  Hitachi  and  Toshiba.) 

Will  Samsung,  which  has  some  51 
affiliated  companies,  go  out  of  dozens 


Chung  Ju-yung,  Hyundai  cars  shipping  out 
Hyundai  means  modern  times;  modern 
times  mean  the  chaebol  must  specialize. 


of  businesses?  Not  necessarily.  Local 
observers  predict  it  will  be  difficult,  if 
not  impossible,  to  keep  chaebol  like 
Samsung  from  using  money  bor- 
rowed by  core  businesses  to  finance 
noncore  businesses.  This  would  at 
least  partially  thwart  the  govern- 
ment's aim:  loosening  the  big  groups^ 
grip  on  a  disproportionate  share  of 
the  country's  economic  resources. 

Samsung  might,  however,  one  day 
arrive  at  the  solution  exemplified  by 
Japan's  giant  carmaker  Toyota  and  its 
numerous  affiliates:  Spin  off' noncore 
businesses — perhaps  by  taking  them 
public  on  the  Seoul  stock  exchange — 
but  keep  them  tied  to  the  Samsung 
family  through  financing  agreements 
.and  contracts  to  buy  their  output. 

Remember,  Samsung's  founder, 
the  late  Lee  Byung-chull,  greatly  ad- 
mired Japan's  industrialists  and  stud- 
ied them  carefully.  His  third  son,  and 
chosen  successor,  Lee  Kun-hee,  49, 
educated  in  the  U.S.  and  Japan,  now 
oversees  Samsung  in  this  latest  stage 
of  its  development.  He  is  likely  to  look 
to  Japan  for  lessons  in  the  difficult 
restmcturing  days  ahead.  -W.H. 


Shin  Kyuk-ho,  a.k.a. 
Takeo  Shigemitsu 

One  of  the  world's  richest  entrepre- 
neurs (worth  over  $6  billion).  Shin, 
68,  has  empires  in  both  Korea  and 
Japan,  where  he  is  known  as  Takeo 
Shigemitsu.  Born  in  Korea,  he  immi- 


grated to  Japan  in  the  early  1940s  and 
hit  it  big,  first  with  chewing  gum, 
then  chocolate  and  real  estate.  In 
1967  he  launched  in  Korea  a  near 
mirror  image  of  his  flourishing  Japa- 
nese business — right  down  to  the 
professional  baseball  team.  As  in  Ja- 
pan, he  picked  up  real  estate  cheap. 
Today  some  of  it  underlies  Shin's  $1 
billion,  two-year-old  Lotte  World 
complex,  with  a  hotel,  department 
stores,  other  shops  and  the  world's 
largest  indoor  amusement  park. 

Confectioneries  remain  important, 
but  like  Korea's  other  big  business- 
men. Shin  has  a  sweet  tooth  for  petro- 
chemicals. His  Lotte  Group  named 
Honam  Petrochemical,  a  joint  ven- 
ture with  Japan's  Mitsui  Group,  as 
one  of  its  core  businesses.  This  will 
give  capital-intensive  Honam  access 
to  easy  credit.  Lotte  focuses  mostly  on 
leisure  and  consumer  businesses, 
which  produce  substantial  cash  flow 
and  quicker  returns  and  do  not  con- 
sume great  gobs  of  capital.       -W.H. 


Koo  family 

Earlier  this  year  Goldstar  Co.,  a  core 
subsidiary  of  Lucky- Goldstar  Group, 
acquired  5%  of  the  U.S.'  Zenith  Elec- 
tronics for  $15  million.  The  aim  was 
to  get  a  better  U.S.  marketing  net- 
work and  better  technology.  Lucky- 
Goldstar  needs  both. 

Korea's  third -largest  chaebol. 
Lucky -Goldstar  is  controlled  by  the 
Koo  family  and  their  relatives  by  mar- 
riage, the  Hubs.  The  group's  two 
main  pillars  are  chemicals  and  elec- 
tronics. Partly  in  response  to  the  gov- 
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This  is  the  key 

to  the  symbol  that 

welcomes  the  world. 


This  is  the  key 

to  the  bank  where 

the  world  is  welcome. 


^ 


The  key  to  the  Statue 
of  Liberty. The  statue, 
a  gift  from  France 
commemorating 
the  1876  U.S.  cen- 
tennial celebration, 
IS  a  universally 
accepted  symbol 
of  freedom. 


With  offices  in  the  Utnited  States  for  over  50  years, 
Swiss  Bank  Corporation  can  ensure  you  a  warm 
welcome  right  here.  When  it  comes  to  knowing  Ameri- 
can business,  we  not  only  understand  your  banking 
needs,  we  possess  the  expertise  and  experience 
necessary  to  satisfy  them  at  home  and  abroad. 
We  offer  a  full  range  of  corporate  and  commercial 
banking  services  to  U.S.  corporations,  as  well  as 
serving  specific  industry  needs  including  project 
financing,  receivables  financing  and  leasing. 
In  addition,  we  are  a  major  provider  of  international 
trade  and  commodity  finance.  We  are  equipped  to 
assist  clients  with  interest  rate  risk  management 
and  money  market,  foreign  exchange,  and  precious 
metals  trading.  And  we  are  a  primary  dealer  in  U.S. 
government  securities. 

From  a  global  banking  perspective,  we're  the  Swiss 
bank  with  the  most  international  experience— and 
the  largest  international  network.  We're  at  home  in 
34  countries  around  the  world  and  at  work  as 
members  of  the  major  stock  exchanges  from  Tokyo 
to  New  York. 

Look  to  the  triple-A  rated  Swiss  Bank  Corporation  for 
any  of  your  banking  requirements— and  along  with 
a  warm  welcome,  you'll  find  your  key  to  success. 

Swiss  Bank  Corporation 

Schweizerischer  Bankverein 
Societe  de  Banque  Suisse 

The  key  Swiss  bank 


New  York    •    Chicago    • 
Miomi    •    Son  Francisco 


Houston    •    Los  Angeles 
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Wherever  your  business 
the  Gulfstream  IVcan  take 


Some  people  seem  to  believe  that  as  you  go 
up  the  ladder  in  business  jets,  you  run  out  of 
things  the  airplane  can  do. 

The  way  they  see  it,  by  the  time  you  get  to 
the  Gulfstream  FV,  which  is  at  the  very  top, 
the  only  "thing  it  is  good  for  is  to  fly  the  long 
intercontinental  missions. 

Exactly  the  opposite  is  true,  of  course. 


As  a  business  jet  gets  bigger,  as  its  flight 
management  and  aircraft  systems  get  more 
advanced,  as  its  engines  become  more  akin  to 
those  that  power  airliners,  and  the  wider  its 
performance  envelope  becomes,  the  more  it 
can  do. 

That  certainly  is  the  case  with  the 
Gulfstream  IV. 


itakesycai, 
eyou  there. 


A  well-managed  Gulf  stream  IV  can 
become  a  unique  asset  in  a  corporate  aircraft 
operation.  In  fact,  it  is  perfectly  plausible  to 
expect  this  one  amazing  macMne  to  do  as 
much  as  two  lesser  aircraft,  and  perhaps 
even  more. 

There  is  no  question  about  its  long-range 
prowess.  The  Gulf  stream  IV  has  the  endur- 
ance and  speed  to  fly  nearly  5,000  statute 
miles  non-stop  in  about  9.5  hours;  the  reliabil- 
ity of  its  engines  and  systems  helps  make  every 
hour  pass  placidly;  and  a  big,  roomy  cabin 
makes  every  mile  go  by  comfortably 

It  brings  these  same  capabilities  to  shorter 
trips  and,  in  the  right  hands,  does  it  with  sur- 
prising efficiencies  and  cost-effectiveness.  In  a 
survey  of  Gulf  stream  FV  operators  by  a  major 
aviation  publication,*  most  reported  that 
"they  have  found  the  Gulf  stream  IV  to  be  eco- 
nomically practical  for  trips  ranging  anywhere 
from  one  hour  to  9. 50  hours  in  duration . . . ". 

Its  size  is  a  plus  in  helping  achieve  optimum 
utilization.  The  Gulf  stream  IV  can  take  more 
passengers  farther  faster  than  any  other  busi- 
ness aircraft.  (And,  in  our  experience,  people 
seldom  pass  up  the  opportunity  to  ride  in  it 
and  pilots  always  want  to  fly  one.) 

Despite  its  size,  the  Gulfstream  IV  can  get 
into  and  out  of  hundreds  of  airports  where 
you  normally  find  only  smaller  jets.  And  that's 
not  simply  because  of  its  sparkling  perform- 
ance, but  because  it  is  also  a  good  neighbor. 

Few  airports  are  more  noise-sensitive  than 
Washington's  National  Airport;  the  FAA  says 
the  Gulfstream  IV,  with  its  Rolls-Royce  Tay 


engines,  is  quiet  enough  to  come  and  go  there 
anytime,  day  or  night.  (It  all  suggests  you  can 
plan  on  going  almost  anywhere  you  want  to 
go- which  is  the  fundamental  reason  to  oper- 
ate any  business  jet.) 

In  short,  the  Gulfstream  IV  has  an 
uncommon  versatility  that  makes  it  uncom- 
monly productive. 

We  can  show  you  why  and  how  this  hap- 
pens on  an  actual  business  trip  you  and  your 
key  executives  have  to  take  somewhere  at 
home  or  abroad. 

If  you  need  to  go  5,000  miles  non-stop,  fine. 

K  you  need  to  go  where  airline  service  is 
impractical  or  impossible,  we  can  show  you 
how  easy  the  Gulfstream  IV  makes  it  to  get 
to,  not  merely  one  place  but  several,  and  have 
you  home  again  in  a  single  day 

If  we  can  have  the  time  to  show  you  how  the 
Gulfstream  IV  does  both,  so  much  the  better. 

What's  important  is  that  you  have  the 
opportunity  to  put  the  Gulfstream  IV  in  its 
proper  perspective. 

The  person  who's  ready  to  see  that  you  get 
that  chance  is  Robert  H.  Cooper,  Senior  Vice 
President,  Gulfstream  Marketing,   /p^ii 

CaU  him  at  (912)  964-3292.  Wll 

Gulrslrcam 
/Icrospacc 


The  Gulfstream  IV 


Uncommonly  versatile, 
uncommonly  productive. 


Gulfstream  Marketing  Regional  U.S.  offices  are  Northeast  (203)  677-7666  and  (201)  335-6676;  Midwest  (708)  571-6606; 
Mid-Atlantic/Southeast  (912)  964-3283;Southwest  (713)  782-6782and  (214)490-1055;  Western  (213)420-5059and  (415)  283-8590. 

"Gulfstream  FV  Operators  Survey,"  Business  &  Commercial  Aviation,  August  1989. 


Asia:  Korea,  Taiwan 


ernment''s  effort  to  rationalize  the 
conglomerates,  Lucky- Goldstar  plans 
to  merge  four  chemical  subsidiaries, 
including  Lucky  Ltd.,  the  countr\''s 
largest  integrated  chemicals  concern. 

Under  Chairman  Koo  Cha-kyung, 
66,  Lucky- Goldstar  has  faced  many 
labor  disputes  and  falling  profits,  off 
25%  over  the  last  r\vo  years.  Manage- 
ment consultant  McKinsey  &  Co.  was 
brought  in  a  few  years  ago,  but  with- 
out much  visible  effect  so  far. 

Like  most  chaebol,  Lucky- Golcistar 
is  criticized  for  not  spending  enough 
on  R&D.  It  may  ha\'e  felt  little  need  to: 
During  the  mid-1980s  the  Korean 
won  was  cheap,  and  the  chaebol  had 
no  trouble  selling  their  goods.  But 
under  U.S.  pressure  the  won  has  risen 
against  the  dollar,  which  has  risen 
itself  Meanwhile,  annual  inflation  in 
Korea  is  at  10%  and  wage  demands 
keep  escalating.  Tocia\',  the  chaebol 
realize  reduced  cost-competitiveness 
can  best  be  fought  v\'ith  productivit}', 
qualirv'  and  innovation.  That  means 
spending  more  on  R&n  and — witness 
Lucky-Goldstar's  new  Zenith  stake — 
on  foreign  investments.  -W.H. 

Taiwan 


Hsu  family 

Douglas  Hsu,  48,  is  chairman  of  the 
Far  Eastern  Textile  Group.  "■  'Tex- 
tile,' "  says  Hsu,  "is  basically  a  misno- 
mer." Indeed.  His  father,  Y.Z.  Hsu, 
79,  began  with  a  Shanghai  knitting 
factory,  and  today  the  business  manu- 
factures polyester  and  other  synthetic 
fibers.  But  most  of  the  group's  esti- 
mated $450  million  profit  comes 
from  cement,  finance  and  other  non- 
textile  activities. 

The  Hsu's  Asia  Cement,  Taiwan's 
number  two  producer  (1990  sales, 
$368  million),  is  increasing  capacity 
by  34%,  to  benefit  from  Taiwan's 
$300  billion,  six-year  infrastructure 
development  program  now  getting 
under  way.  The  family  also  owns  Far 
Eastern  Department  Stores  (a  12- 
store  chain)  and  two  hypermarkets 
that  cost  at  least  $50  million  each. 
They  own  one  of  the  country's  most 
profitable  brokerage  houses,  and 
shipping  and  construction  interests. 
The  stakes  held  bv  the  Hsus,  led  todav 


by  Douglas,  a  Columbia  University 
grad  who  cut  his  teeth  as  a  salesman  at 
Far  Eastern  Textile  Group,  are  worth 
over  $1.5  billion.  -A.F. 


Y.C.  Wang 

Last  year  Y.C.  Wang  caused  a  stir  by 
talking  to  Beijing,  Taiwan's  old  ene- 
my, about  building  a  $6  billion  naph- 
tha cracker  on  the  mainland.  The 
smart  money  said  it  was  a  ploy  to  force 
Taipei  into  letting  Wang  expand  on 
Taiwan  instead.  But  now  Taiwan  has 
given  up  pretending  it  is  tr\'ing  to 
suppress  the  communist  "rebellion." 
Yet  Wang  now  looks  likely  to  build 
on  both  sides  of  the  Formosa  Strait, 
probably  Taiwan  first.  "The  [Taiwan- 


ABOVE: 
Y.C  Wang 
Formosa 
Plastics  on 
both  sides  of  the 
Formosa  Strait? 


RIGHT: 

Evergreen's 
Chang  Yung-fa 
Optimistic — but 
currently 
overtonnaged. 


ese]  premier  is  pushing  ver\'  hard  for 
this  plant  to  be  built  in  Taiwan,"  says 
a  Taipei  source.  Wang's  original  Tai- 
wan proposal  was  a  $2.2  billion  com- 
plex to  produce  ethylene,  a  basic 
building  block  in  plastics.  Observers 
say  this  has  been  stalled  by  environ- 
mental protests.  On  the  mainland, 
Wang  might  build  an  export-oriented 
polymer  plant.  It  seems  safe  to  predict 
that  by  the  mid-1990s  Wang,  now  74, 
will  have  shrewdly  catapulted  Formo- 
sa Plastics  Group  fi.irther  past  compet- 
itors. He's  already  worth  more  than 
$1.2  billion,  not  even  counting  ex- 
pansion in  Asia  or  the  U.S.         -A.F. 


Tsai  Wan-lin  and  family 

Tsai  Wan-lin,  66,  runs  tamily-domi- 
nated  Cathay  Life  Insurance  Co. 
cautiously,  benefiting  from  a  more 
than  50%  share  in  a  scarcely  devel- 
oped life  insurance  market  growing 
20%  a  year.  Smaller  competitors  are 
coming  up  from  behind.  Cathay 
and  other  Tsai  assets  are  worth 
some  $2  billion.  -A.F. 


Chang  Yung-fa  and  family 

Chang  Yung-fa,  64,  built  Evergreen 
Group  into  a  container  shipping  pow- 
er by  undercutting  others'  rates.  Now 
overcapacity  has  been  undercutting 
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Asia;  Taiwan,  India,  Australia 


cver\'one''s  rates,  including  Ever- 
green's. But  Chiang  is  betting  heaxily 
on  another  round  of  expansion  in 
Taiwan.  He  is  investing  in  a  new 
airline,  F.VA  Airways  Corp.,  which  will 
begin  competing  with  state-managed 
China  Airlines  in  July,  and  in  new 
luxur)'  hotels  in  Southeast  Asia.  Even 
after  a  down  year,  Chang  is  believed 
worth  at  least  $1  billion.  -A.F. 


Koo  family 


Taiwan's  government  finally  wants  to 
open  up  the  island's  financial  system, 
and  the  Koo  family's  political  connec- 
tions guarantee  it  a  commercial  bank 
license  ( 19  other  applicants  are  fight- 
ing for  licenses). 

Besides  political  connections,  the 
Koos  have  the  experience.  Their  Chi- 
na Trust  Co.  is  active  in  commercial 
paper  and  started  Taiwan's  first  cred- 
it-card business.  A  banking  license 
will  let  it  take  checking  deposits  and 
lend  short  term  on  the  island  as  the 
China  Trust  Bank  in  New  York  al- 
ready does. 

But  why  do  the  Koos  want  to  ex- 
pand in  banking?  Taiwan's  largest 
cities,  especially  Taipei,  are  already 
considered  overbanked.  "I'm  mysti- 
fied how  you  could  make  any  money 
at  [commercial  banking],"  says  one 
analyst  in  Taipei.  China  Trust  seems 
likely  to  hold  off  an  expected  public 
offering  until  a  widely  anticipated 
shakeout  runs  its  course. 

The  Koos'  Development  Corp., 
the  industrial  arm,  is  in  everything 
from  advertising  to  petrochemicals, 
but  it  is  the  financial  base  that  puts 
Jeffrey  Koo,  57,  uncle  Koo  Chen-fij, 
74,  and  relatives  over  $1  billion. 
Commercial  banking  would  increase 
their  powerfiil  grip  on  the  bustling 
island's  financial  industry.  -A.F. 

India 


Birla  family 


Kerry  Packer, 
Oz'ssole  billionaire 
Publishing 
mogul  and 
prize-winning 
polo  player. 


Rajiv  Gandhi's  assassination  is  just 
one  more  political  crisis  to  the  Birlas' 
extensive  business  empire,  one 
among  many  they've  survived — to  go 
on  prospering.   For  supporting  the 


Congress  Part)-  in  India's  indepen- 
dence struggle  in  the  1940s,  the  Bir- 
las, then  led  by  G.D.  Birla  (d.  1983), 
got  valuable  licenses  in  core  indus- 
tries, like  jute;  later  came  cement, 
power,  aluminum  and  then  petro- 
chemicals. They  built  their  $1.2-bil- 
lion-plus  fortune  producing  with  rea- 
sonable efficiency  what  India  needed 
for  development.  After  G.D.'s  death, 
the  famil\''s  fi\e  branches  split;  his 
favorite  grandson,  AditA'a,  47,  inherit- 
ed about  45%.  MIT-educated  Aditya  is 
chairman  of  the  top  Birla  companies, 
including  Hindustan  Aluminum  and 
Grasim  Industries.  His  cousin,  Chan- 
drakant,  runs  Hindustan  Motors. 
Last  year  combined  revenues  of  the 
Birlas'  60  or  so  public  companies 
topped  $3  billion,  up  25%.  Profits 
climbed  30%;  market  value,  17%,  to 
$3.6  billion.  The  Birlas  have  an  aggre- 
gate stake  of  about  25%. 

India  has  recently  been  lucky: 
Three  good  consecutive  monsoons — 
plenty  of  rain,  evenly  distributed — 
and,  consequently,  an  excellent  har- 
vest. This  masks  basic  problems:  India 
also  needs  sound  economic  policies. 
Past  policies  have  led  the  Birlas,  like 
other  talented  Indian  businessmen,  to 
invest  in  less-regulated  foreign  econ- 
omies. Adit)'a  runs  major  Southeast 
Asian  operations,  with  aggregate 
turnover  of  $1  billion.  These  include 
the  world's  largest  palm  oil  refinery, 
in  Malaysia,  and  thriving  textile  and 
chemicals  businesses  in  Thailand,  In- 
donesia and  the  Philippines. 

Rajiv  Gandhi  understood  that  the 
best  way  to  develop  his  country  was  to 
get  the  government  off'  the  backs  of 
India's  entrepreneurs.  Will  his  succes- 
sors understand?  They  say  they  do. 
Adit>'a  Birla  is  optimistic.  "The  long- 
term  future,"  he  says,  "should  be 
good."  We'll  see.  -M.K. 


Australia 


Keny  Packer 

Australia  has  few  t)'coons  left.  Robert 
Holmes  a  Court  is  dead  of  a  heart 
attack.  Alan  Bond's  empire  is  in  aiins. 
When  Kerry  Packer  suffered  a  near- 
fatal  heart  attack  last  fall,  Australians 
held  their  breath.  But  eight  days  after 
a  quadruple  bypass.  Packer,  53,  went 
back  to  work.  Now  he's  guiding  his 
$1.5  billion  fortune  (mostly  Consoli- 
dated Press  Holdings)  through  one  of 
Australia's  worst  recessions  ever. 

Packer's  greatest  coup  last  year  was 
reacquiring  Nine  Network  Australia 
Ltd.  from  Alan  Bond  after  Bond  de- 
faulted on  Packer's  $200  million  of 
preference  shares.  Packer  wound  up 
with  39%  of  the  common,  woi'th 
$240  million.  With  the  other  Austra- 
lian networks  in  receivership,  "the 
Nines"  garners  a  hefty  42%  market 
share.  Packer's  investment  in  Austra- 
lian National  Industries  is  also  paying 
off'.  After  selling  assets,  ANI  is  now 
mainly  a  maker  of  mining  and  engi- 
neering products.  Packer's  47%  was 
recently  worth  $415  million,  up  31%. 

What  next?  Packer's  company 
claims  to  have  over  $600  million  cash 
and  is  eyeing  Australia's  Fairfax 
Group  of  publications,  which  col- 
lapsed after  going  private  on  too 
much  debt.  Cross-ownership  rules 
limit  Packer's  buying  to  usefiil  pieces 
of  Fairfax  rather  than  all.  Amidst  all 
this,  he  finds  time  for  polo:  He  won 
the  coveted  Queen's  Cup  in  England. 
Packer  created  an  uproar  in  West  Sus- 
sex, U.K.,  when  he  bought  and  lev- 
eled some  600  acres — for  growing 
experimental  grass,  he  says.  No  one 
has  accused  him  of  lacking  a  sense  of 
humor.  -K.W. 
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UNUM. 

That's  who. 


UNUM.  You're  covered  by  the  nation's 
leading  disability  insurer. 

UNUM.  You  benefit  from  unequalled  risk 
management  and  rehabilitation  capabilities. 

UNUM.  Meeting  your  benefit  needs  with 
disability  plans,  specialty  employee  benefits, 
retirement  and  long  term  care  plans. 


^UNUM 

You  can  count  on  what  we  know. 


UNUM  Life  Insurance  Company,  Portland,  Maine  04122  (Retirement  products  available  only  through 
this  company).  UNUM  Life  Insurance  Company  of  America,  Portland,  Maine  04122  (all  states  except 
New  York).  First  UNUM  Life  Insurance  Company,  Tarrytown,  New  York  10591  (New  York  State  only). 
©  1991  UNUM  Life  Insurance  Company 

1-800-634-8026 
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Michel  David- Weill 

Michel  David-Weill,  59  and  head  of 
the  Lazard  Freres  banking  empire,  is 
in  a  mood  to  talk,  about  investing. 
"Fashion  is  a  great  temptation,  but 
don't  play  at  a  sport  you  don't  know," 
he  counsels  a  Fcirhes  reporter.  "Con- 
sider your  true  strengths  and  recog- 
nize your  structural  weaknesses — 
don't  play  football  if  you  weigh  120 
pounds." 

Three  Lazard  brothers  opened  a 
dry  goods  store  in  New  Orleans  in 
1848.  Then  they  headed  west  and 
ended  up  buying  and  selling  gold. 
With  the  profits,  they  opened  a  Paris 
banqtte  d'affaires  and  a  merchant 
banking  arm  in  London.  Michel's 
great-grandfather,  Alexandre  Weill, 
married  into  the  Lazard  family,  later 
set  up  the  New  York  firm  in  1880. 

In  the  1980s  other  investment 
banking  firms  plunged  into  bridge 
financing  or  risk  arbitrage.  Acting  on 
his  own  admonition  to  play  to  one's 
strengths,  David-Weill  resisted  the 
temptation.  "I  strongly  believe  in  a 
service  concept  of  investment  bank- 
ing," he  says.  "This  is  not  a  trade 
where  you  have  a  steady  business.  You 
are  totally  on  your  own.  ...  In  truth 
there  is  no  safe  investment — so  there 
is  no  safe  business." 

Within  the  firm,  David-Weill 
brings  in  good  people — it  is  consid- 
ered his  specialty — and  then  lets  them 
alone.  "When  people  are  very  good  at 
what  they  do,  they  work  well  togeth- 
er," he  says.  "Lazard  is  a  place  where 
an  individual  can  make  a  difference." 
But  he  qualifies  this:  "You  must  keep 
it  small,  it  doesn't  work  in  a  very  large 
firm." 

Has  it  worked?  Combined  pretax 


Michel  David-Weill 
Know  thy  sport. 


profits  for  the  three  houses  were  an 
estimated  $300  million  in  1989  and 
$350  million  in  1990.  David-Weill's 
interest  and  other  assets  are  estimated 
at  well  over  $1  billion.  This  is  his  first 
appearance  on  the  Forbes  billionaire 
list.  -D.A.L. 

n 

Seydoux/Schlumberger 
families 

These  related  families  own  $3.2  bil- 
lion of  stock  in  oil-services  giant 
Schlumberger.  Nicolas  Seydoux,  52, 
owns  two-thirds  of  Paris- based  film 
production  and  distribution  company 
Gaumont.  Brother  Jerome,  57,  runs 
Chargeurs,  a  textile  and  media  con- 
glomerate. It  has  a  lot  of  cash;  Jerome 
wants  to  do  deals. 


El 

Serge  Dassault  and  family 

Dassault  Aviation  S.A.'s  Mirage  fight- 
ers and  their  Iraqi  pilots  did  not  cover 
themselves  in  glory  during  the  Gulf 
war  (Forbes,  Mar.  4).  But  then  66- 


year-old  Serge  Dassault,  the  son  of 
legendary  aviator  and  industrialist 
Marcel,  who  died  in  1986,  has  said  he 
plans  to  cut  military  business  from 
70%  to  55%  of  sales.  He  intends  to  .fill 
the  gap  with  increased  orders  for  Das- 
sault's popular  Falcon  business  jet, 
and  with  contracts  on  the  European 
Space  Agency's  Hermes  space  plane, 
an  effort  to  compete  with  the  U.S.' 
shuttle.  Hermes  production  contracts 
may  be  awarded  in  early  1992  for  a 
manned  flight  by  2001 . 

The  family  owns  50%  or  so  of  Das- 
sault Aviation,  worth  $375  million. 
But  electronic,  computer,  communi- 
cation and  medical  research  stocks 
worth  over  $600  million  bolster  the 
fortune  Serge  Dassault  shares  with  his 
mother  and  brother.  -T.G. 


El 

Peugeot  family 

A  few  years  back,  Peugeot  S.A.  Chair- 
man Jacques  Calvet  promised  the  old- 
line  French  Protestant  family  that 
controls  the  company  that  he  would 
overtake  vw  and  Fiat  by  1993.  So  far, 
Peugeot   has'  slipped  from   number 
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promote. 


LEFT: 

Serge  Dassault; 
Rafale  fighter 
What  to  do 
about  peace? 


three  to  five  in  the  European  auto 
industry  in  terms  of  market  share. 
Peugeot  remains  small  in  the  surging 
German  market. 

The  stock  fell  40%  from  January 
1990  to  January  1991  but  has  since 
recouped  by  30%.  Board  member 
Pierre  Peugeot,  59,  and  family  own 
23%,  now  worth  $1.4  billion. 

In  March  Calvet,  60,  launched  in 
France  Peugeot's  Citroen  zx,  a  mid- 
priced  car  that  got  excellent  notices  in 
French  auto  publications.  While  Peu- 
geot has  shown  it  can  operate  profit- 
ably against  European  competition,  it 
has  yet  to  face  its  biggest  test:  the 
Japanese  auto  invasion  of  Europe  that 
is  just  getting  up  steam  (Forbes,  July 
8).  Not  surprisingly,  Calvet  is  outspo- 
ken in  demanding  that  France  and  the 
EC  put  up  political  barriers  to  Japanese 
penetration.  -T.G. 


El 


Alain  Wertheimer 
and  family 

Longtime  suspects  for  this  lisf,  the 
low-profile  family  behind  the  haute 
couture  and  perfijmes  of  Chanel  final- 
Forbes  ■  July  22,  1991 


ly  appears  this  year.  Gabrielle  (Coco) 
Chanel,  originally  a  hat  designer,  took 
wealthy  French  businessman  Pierre 
Wertheimer  (d.  1965)  as  her  partner 
three  years  after  her  launch  of  Chanel 
No.  5  in  1921.  For  a  time,  the  part- 
ners reputedly  were  also  lovers. 
Wertheimer  got  the  best  of  the  deal: 
70%,  with  10%  to  Coco  and  20%  to 
the  friend  who  introduced  them.  For 
decades  Coco  tried  to  renegotiate  the 
agreement.  She  died  in  1971,  unsuc- 
cessful (Forbes,  Apr.  3,  1989). 

After  70  years,  Chanel  No.  5  re- 
mains one  of  the  world's  bestselling 
fragrances.  The  Wertheimers  now 
own  all  of  Chanel  through  Swiss  hold- 
ing company  Pamerco  (1989  sales, 
$502  million);  it  is  am  by  Alain,  42, 
Pierre's  grandson.  Since  1984,  ten 
Chanel  boutiques — selling  clothing 
and  accessories  as  well  as  fragrances — 
have  opened  in  the  U.S.  Chanel  now 
also  ranks  number  four  in  sales  of 
prestige  watches.  Launched  this  April 
in  the  U.S.  is  its  new  men's  fragrance, 
Egoiste.  Chanel  sees  the  men's  busi- 
ness as  "the  last  frontier,"  says  a 
spokesperson. 

The  family  fortune  is  more  than  $1 
billion.  -T.G. 


Liliane  Bettencouii; 

Liliane's  father  founded  L'Oreal. 
Welshman  Lindsay  Owen-Jones,  45, 
now  builds  its  cosmetics  market 
share — about  12%  worldwide,  an  im- 
pressive 3-point  gain  since  1988. 

How? 

By  serving  all  levels,  luxury  to  mass 
market;  if  one  sector  sags,  others  pick 
up  the  slack.  By  watching  demo- 
graphics. Is  the  market  getting  older.^ 
Out  come  Plenitude,  the  skin  care 
line,  and  Coloratives,  hair  care  for 
dyed  hair.  By  spending  heavily  to 
promote  products.  "L'Oreal  doesn't 
launch  a  new  product,  it  launches  an 
entire  line  in  a  newly  discovered  mar- 
ket category,"  says  Elizabeth  Eagles, 
president  of  the  Creative  Market 
Place,  a  retail  consulting  firm. 

Liliane,  68,  would  be  worth  more 
than  her  $2.1  billion  had  she  not 
swapped  27%  of  L'Oreal  for  3%  of 
Nesde  back  in  1974.  Nestle  has  an 
option  on  Bettencourt's  remaining 
28%  of  L'Oreal,  due  1994,  but  Liliane 
will  likely  keep  it  for  daughter  Fran- 
coise.  France's  richest  woman  lives 
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Electron  gun  technology  may  not 
be  a  household  word . .  ^^^ 


Scientists  explore  the  atomic  world  with  our  electron  nij(  rose  opes. 
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Hitachi's  electron  gun  technology  (EGT)  affects 
your  life  in  ways  you  may  not  have  even  imagined. 
It  is  involved  in  the  advancement  of  medicine. 
Chemistry.  Aerospace.  Electronics.  Biotechnology. 
Computers.  New  materials. 

And  that's  a  short  list. 

In  fact,  this  technology  can  be  found  in  products 
ranging  from  electron  microscopes  to  super  pro- 
jection televisions. 

Hitachi  is  a  world  leader  m  electron  microscopy. 
As  the  greatest  secrets  of  the  universe  lie  within 


the  realm  of  the  atomic  world,  our  efforts  here  have 
made  a  profound  impact  upon  science.  EGT  is 
the  reason. 

It  allows  unprecedented  levels  of  resolution  at 
extremely  powerful  magnifications  —  an  elusive 
combination  until  now. 

We  built  the  world's  most  advanced  electron 
microscope.  To  give  you  an  idea  of  its  power 
imagine  discerning  a  grain  of  sand  on  the  moon. 
From  your  back  porch. 

Closer  to  home,  our  dual  focus  EGT  system  is 
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Our  bright  and  vivid  Ultravision  TVs  are  out  of  this  world. 
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•esponsible  for  the  exceptionally  sharp  and  bright 
mages  found  on  Ultravision,  our  super  projection 
rV  It's  the  first  television  to  deliver  850  lines  of 
•esolution.  An  incredible  feat. 

But  don't  think  of  us  solely  for  electron  gun 
echnology.  We're  a  US$55  billion  international 
:orporation.*  With  310,000  employees.  And  over 
10,000  products  —  everything  from  optoelectronic 
ntegrated  circuits  to  electric  shavers. 

Perhaps  more  importantly,  Hitachi  is  synony- 
nous  with  outstanding  quality  and  reliability. 


Which  is  even  more  reason  to  keep  our  name  on  the 
tip  of  your  tongue. 

*US$54,872  million;  net  sales  for  the  year  ending  March  31, 1991.  US$1  =  ¥141 

For  more  information  about  Ultravision,  call  toll-free 
1-800-HlTACHl.  XApplicahle  mthm  U.S.  only) 

0  HITACHI 


Europe:  France,  United  Kingdom 


quietly  in  a  posh  Paris  suburb  with 
husband  Andre,  who  is  on  L^Orcal's 
strategic  committee.  -T.G. 

El 

MuUiez  family 

Gerard  Mulliez  introduced  hyper- 
markets to  France.  The  family  owns 
85%  of  $9.5  billion  (sales)  Groupe 
Auchan,  and  other  retail  interests. 
The  family's  net  worth:  around  $2.2 
billion.  Auchan  is  expanding  into  Ita- 
ly. In  the  U.S.,  Auchan  has  sold  its 
two  Chicago-area  hypermarkets  but 
retains  one  near  Houston.  It  plans  to 
add  stores  in  the  Houston  area  after 
the  first  starts  to  turn  a  profit. 

CI 

BouHez  family 

Philippe  Bouriez  and  his  siblings 
share  ownership  of  Cora-Revillon- 
Editions  Mondiales,  a  French  hyper- 
market, luxury  goods  and  publishing 
empire  Forbks  estimates  to  be  worth 
around  $l.v^  billion.  Ten  years  back 
Bouriez  bought  Revillon,  the  famous 
fijrrier,  but  now  has  it  up  for  sale.  He's 
investing  instead  in  Truft'aut,  a  gar- 
dening center  chain. 

■1 

Vuitton  family 

The  Vuitton  family,  led  by  Henr\' 
Racamier,  79,  holds  $1.3  billion  of 
the  luxur\'-goods  giant  i.VMH  he  built 
on  his  wife's  family's  business,  Louis 
Vuitton.  Forced  out  of  lvmh  by  new 
stockholders,  he's  selling  shares  and 
has  started  what  is  to  be  a  new  luxury- 
goods  giant,  Orcofi  (FoRBKS,  May 
27).  As  they  say,  don't  get  mad,  get 
even.  Watch  out,  LVMH.  -H.S. 

United  Kingdom 


Gerald  Cavendish 
Grosvenor 

Father  to  two  young  daughters,  the 
sixth  Duke  of  Westminster,  39,  need- 
ed a  male  heir  to  whom  to  pass  his 
title.  Happily,  in  Januaiy,  his  wife. 


Natalia,  gave  birth  to  Hugh,  next  in 
line  for  the  family's  $2 -billion-plus 
property  fortune. 

Things  are  moving  on  the  real  es- 
tate front,  too.  Grosvenor  Interna- 
tional Holdings,  the  duke's  global 
property  development  arm,  based  in 
Vancouver,  B.C.,  has  been  lining  up 
U.S.  pension  funds  for  partnerships, 
to  begin  in  1992,  in  France,  Germany 
and  the  U.K.  Deals  in  Italy,  Holland 
and  Spain  may  follow.  This  is  big  news 
from  Grosxenor:  Until  now,  the  fam- 
ily has  always  stuck  to  the  English 
speaking  world,  whose  laws  and  cus- 
toms it  understood.  But  so  great  are 
the  European  opportunities  that 
Grosxenor  can't  stay  axvay. 

The  basis  of  the  Grosvenor  fortune 
is  prime  London  real  estate  in  Mayfair 
and  Belgrax ia,  receixed  as  a  doxvr)'  in 
the  1 7th  century.  The  current  Gros- 
venor isn't  into  quick  paybacks.  As 
one  insider  puts  it:  ''We  look  normally 
on  a  lO-to-lS-xear  horizon."    -A.F. 


Sir  John  Moores 
and  family 

Generational    transitions    are    never 
easy,  and  Littlexvoods  Organisation 


pic,  Britain's  famous  low-end  retailer 
and  football-pools  operator  (1990 
profits,  $160  million),  xvill  probably 
be  no  exception.  Sir  John  Moores,  the 
company's  founder,  is  95,  and  his 
heirs  have  long  been  squabbling. 

There  are  already  preparations. 
Littlexvoods'  mail-order  business,  the 
U.K.'s  second  largest,  is  for  sale;  the 
estimated  price:  $820  million.  Txvo 
German  companies  have  expressed 
interest.  What's  important  for  the 
Moores  family  is  that  Sir  John's 
heirs — who  among  them  oxvn  almost 
all  of  the  company — can  cash  out,  at 
least  in  part,  even  before  his  death. 

Son  Peter,  59,  took  over  in  1977, 
but  plummeting  profits  brought  back 
Sir  John.  Elder  brother  John  Jr.  and 
his  children  have  long  been  trying  to 
thxvart  Peter  from  reasserting  himself 
Says  a  local  analyst:  "It's  like  watching 
Dallas  or  Dynasty.''''  -A.F. 


Robert  Maxwell 

This  has  been  a  busy  spring  for  the 
Bouncing  Czech.  In  April  he  bought 
New  York's  troubled  Daily  News 
from  Chicago's  Tribune  Co.  Later 
that  month  Maxwell  floated  49%  of 


Robert  Maxwell  with  new  possession 

Can  New  York  unions  be  any  tougher  than  U.K.  unions?  Watch. 
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You  can't  help  but  notice  it.  Worse,  you  can't  help 
but  breathe  it.  That  brown-gray  haze  we've  often 
come  to  call  the  air  f^  You  know  the  major 
cause:  traffic.  What  you  may  not  know:  There 
are  solutions  that  will  let  us  drive  without  signifi- 
cantly polluting  the  air  f^  One  of  the  best  is  natu- 
ral gas.  Vehicles  that  run  on  clean  natural  gas 
reduce  carbon  monoxide  and  reactive  hydrocar- 
bons by  80%  —  which  helps  reduce  urban  smog. 
^A'  Someday,  we  may  all  be  driving  natural  gas 
cars.  Until  then,  natural  gas  is  the  ideal  fuel  for  fleet 
vehicles  —  buses,  taxis,  delivery  vans,  garbage 
tnicks  and  the  like  —  that  return  to  a  central  depot 
every  night  to  be  fueled.  ^^  In  fact,  nearly  30,000 
natural  gas  vehicles  are  in  place  now.  Thousands 
more  soon  will  be,  in  order  to  comply  with  the 
U.S.  Qovernment's  Clean  7\ir  mandate.  We  have  the 
natural  gas  here  in  North  America.  We  have  the 
know-how.  But  most  important,  we  have  the  need. 
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his  formerly  private  Mirror  Group 
Newspapers  pic.  for  $395  million. 
Mirror  needed  money  to  repay  debt. 
Within  two  months,  the  price  of  the 
shares  fell  by  8%. 

Similarly,  the  balance  sheet  of  the 
already  public  side  of  Maxwell's  me- 
dia empire,  Maxwell  Communication 
Corp.  pic,  groans  under  a  debt-to- 
equity  ratio  of  130%.  And  that's  after 
selling  off  Pergamon  Press  for  $740 
million  and  pawning  off"  other  MCC 
subsidiaries  to  Mirror  (Forbes,  Dec. 
24,  1990). 

Maxwell,  68,  appears  to  be  more 
interested  in  expansion  than  in  his 
daily  operations,  and  is  stepping 
down  as  MCC  chief  executive  in  favor 
of  son  Kevin,  32.  Maxwell  says  he  will 
focus  on  Mirror  Group  and  his  private 
holdings.  He  also  considers  small 
deals  in  Eastern  and  Central  Europe, 
the  Soviet  Union  and  Israel.  Even  in 
these  difficult  times  for  leveraged  me- 
dia companies.  Maxwell's  net  worth  is 
around  $1.9  billion.  -A.F. 


David  Sainsbuiy 
and  family 

The  Sainsburys  own  about  half  the 
shares  of  J  Sainsbury  pic,  a  122-year- 
old  family  business  that  owns  Britain's 
second-largest  and  most  profitable 
supermarket  chain.  Their  holding  is 
worth  $5-billion-plus.  The  chain  nets 
an  impressive  7.9%  on  sales  (which 
were  $13.4  billion  last  year).  A  con- 
centration on  house  brands  accounts 
for  some  of  this  profitability.  A  low 
dividend  and  a  high  reinvestment  rate 
assure  steady  growth.  The  company 
recently  proposed  a  new  rights  issue 
to  raise  $803  million. 

In  1983  the  Sainsburys  invaded  the 
U.S.,  buying  New  England's  Shaw's 
chain  (sales,  $1.8  billion),  which  is 
now  70  stores  strong.  Shaw's  has 
suffered  from  the  region's  recession, 
but  in  a  family  like  this  you  think  for 
the  long  term. 

Is  more  U.S.  expansion  in  the 
works?  The  50-year-old  David  Sains- 
bury, who  will  eventually  succeed  his 
cousin  John,  63,  as  chairman,  says  the 
family  has  no  interest  in  buying  a  big 
U.S.  chain  like  Pathmark,  which  is 
currently  being  shopped  in  Britain. 
But,  he  adds:  "Another  small  retail 


chain  that  was  contiguous  to 
Shaw's — we  would  undoubtedly  look 
at  that."  -A.F. 


Samuel  Lord  Vestey 
and  Edmund  Vestey 

The  Vcsteys  own  some  20  principal 
companies  on  six  continents,  which 
together  are  worth  upwards  of  $2 
billion.  The  companies,  which  are  all 
privately  owned,  have  grown  from  the 
family's  19th-century  beginnings, 
importing  meat  from  South  America 
and  poultry  from  Russia  to  feed  the 
British  working  class.  The  family's 
most  visible  asset  today  is  J.H.  Dew- 
hurst  Ltd.,  the  chain  of  upper-class 
British  butcher  shops  that  accounts 
for  15%  of  the  group's  sales. 

Samuel  Lord  Vestey,  50,  and  cous- 
in Edmund,  59,  run  things.  Insiders 
say  Edmund  will  retire  soon,  letting 
eldest  son  Timothy,  30,  represent  his 
side  of  the  family. 

Whoever's  in  charge,  expect  the 
family  to  increase  sales  in  Europe. 
Currently,  the  Vesteys  have  only  10% 
of  their  $2.5  billion  (sales)  business 
on  the  Continent.  Plenty  of  scope  for 
expansion.  -A.F. 

Greece 


John  Latsis 

Latsis,  81,  built  his  $1.3-billion-plus 
shipping/oil  empire  on  friendship 
with  the  Saudi  royal  family.  This  has 
included  such  gestures  as  giving  King 
Fahd  a  $35  million  yacht,  named 
Abdul  Aziz,  that's  been  called  the 
world's  most  opulent. 

But  Latsis'  biggest  deal  with  the 
Saudis — building  an  estimated  $2  bil- 
lion refinery  in  Rabigh  on  the  Red 
Sea — is  in  trouble.  By  startup  in  late 
1989  it  was  over  budget,  and  it  has  the 
worst  financial  returns  of  any  large 
refinery  in  the  Gulf  Arab  states.  The 
Saudis  don't  plan  to  put  more  money 
into  Rabigh,  but  that's  unlikely  to 
worry  Latsis.  He  and  his  economist 
son  Spiro  still  have  plenty  of  Saudi 
friends.  And  they  have  been  busy  in 
private  merchant  banks  in  London, 
Switzerland  and  Athens.  -A.F. 


Stavros  Niarchos  with  sons 
Stavros  wasn't  a  poor  rich  kid. 


Stavros  Niarchos 

Stavros  Niarchos,  now  82,  was  bril- 
liant and  ruthless  in  accumulating  the 
best  ships,  racehorses  and  paintings. 
His  famed  shipping  fleet  has  been 
reduced  by  about  a  third  over  the  last 
ten  years,  to  24  vessels,  and  is  now  run 
by  professional  managers  in  London, 
Piraeus  and  New  York. 

The  next  generation,  impeccably 
educated,  are  considered  poor  little 
rich  kids.  There  is  eldest  son  Philip, 
38;  Spyros,  35;  Maria,  33;  and  Con- 
stantinc,  31,  who  once  worked  for 
Salomon  Brothers.  Niarchos  has  an- 
other daughter  from  his  short-lived 
liaison  with  Charlotte  Ford. 

Expect  family  trusts  with  stringent 
clauses  to  guard  Stavros'  $1 -billion- 
plus  fortune.  -A.F. 
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GoulandHs  family 

The  Goulandris  family  sprang  from 
Captain  loannis  Goulandris  of  the  isle 
of  Andros,  and  its  shipping  fleet  grew 
vast  under  him  and  five  sons.  But  now 
about  30  descendants  share  $1.3  bil- 
lion split  into  three  companies.  The 
family's  New  York- based  Orion  & 
Global  Chartering  sold  part  of  its  fleet 
in  1986,  and  the  family  collects  im- 
pressionist and  modern  art  (they  are 
big  in  Kandinsky).  London-based 
family  members  still  own  ships  and 
have  significant  money  in  passive 
investments.  -A.F. 


Italy 


Giovanni  Agnelli 
and  family 

Agnelli,  70,  works  hard  to  protect  his 
family's  $4.3  billion  fortune.  He  must 
make  their  conglomerate.  Fiat,  a 
competitive  "Pan-European"  com- 
pany for  1992  and  beyond.  That 
means  making  Fiat  number  one  or 
two  in  all  its  markets,  especially  in 
Europe.  Hence  a  rash  of  acquisitions 
and  strategic  alliances  that  account  for 
an  ever-increasing  amount  of  reve- 
nues ($50.7  billion  in  1990).  The 
commercial  truck  division,  Iveco,  ac- 
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LEFT: 

Gianni  Agnelli  with 
friends 
The  EC  car 
market  is  no 
joyride. 


RIGHT: 

Silvio  Berlusconi, 
French  TV  station 
A  major  ente^ 
tainment  group 
for  Europe. 


quired  Spanish  truckmaker  ENASA-Pe- 
gaso.  The  farm  and  construction  ma- 
chinery ciivision.  Fiat  Geotech, 
bought  80%  of  Ford  New  Holland  in 
Pennsylvania.  The  new  companv  is 
second  largest  worldwide,  behind 
John  Deere.  And  so  on. 

Cars  are  49%  of  Fiat's  sales,  and  the 
ratio  is  slipping.  Its  Italian  market 
share  fell  from  58%  to  53%  last  year, 
mostly  because  of  Ford's  new  Fiesta 
and  Escort.  Fiat  is  investing  $4.5  bil- 
lion in  two  plants  in  southern  Italy, 
where  it  can  get  government  credits, 
to  fight  weakness  in  the  home  market. 
Fiat  prays  that  the  European  Com- 
munity will  restrict  Japanese  imports 
until  1998. 

Agnelli's  trying  to  resuscitate  car 
operations,  too.  Talks  with  Chrysler 
last  year  fell  through.  Fiat  is  pushing 
hard  to  improve  its  cars'  poor  reputa- 
tion for  reliability.  And  aggressively 
chasing  the  Eastern  European  and 
Soviet  market. 

Younger  brother  Umberto,  57, 
next  in  line  for  Fiat's  chairmanship, 
manages  one  of  the  family's  three 
holding  companies,  IHIL.  It,  too,  is 
making  strategic  alliances — with  BSN, 
the  leading  French  food  and  beverage 
concern,  and  with  ACCOR,  a  French 
hotel  and  leisure  operation.  Citicorp 
recently  bought  a  minority  stake  in 
IPIL.  After  Umberto?  Uncertain.  Last 
fall  Giovanni's  only  son,  Edoardo,  37, 
was  cleared  by  a  Kenyan  court  of  a 
charge  of  heroin  possession.      -T.G. 


El 


Silvio  Berlusconi 

The  new  Italian  antitrust  media  law 
that  takes  effect  beginning  next 
month  will  force  media  magnate  Ber- 
lusconi to  sell  Milan  daily  //  Giornale 
by  August  1992.  But  his  private  hold- 
ing company,  Fininvest  SpA  (1990 
revenues,  $8.4  billion  including 
Mondadori),  will  finally  be  allowed  to 
broadcast  live,  which  means  a  great 
deal  of  income  from  sports  and  news. 
That  will  propel  Berlusconi  where 
he  is  already  going:  building  a  major 
international  entertainment  group  in 
film,  television,  books,  magazines  and 
newspapers.  In  a  joint  venture,  he  is 
investing  $110  million  to  produce  six 
major  U.S.  films.  And  Berlusconi  has 
won  control  of  Mondadori,  one  of 
Italy's  top  publishers.  All  to  build  on  a 
net  worth  estimateci  at  $1.7  billion. 
Silvio,  55,  is  also  a  noted  collector  of 
old  masters  and  modern  art.      -T.G. 


El 


Ferruzzi  fanuly 

Raul  Gardini  is  suddenly  out  as  chair- 
man of  Serafino  Ferruzzi  Sri,  family 
holding  company  for  all  Ferruzzi 
businesses.  He  was  replaced  by  the 
foimder's  son  (Gardini's  brother-in- 
law),  Arturo  Ferruzzi,  51.  "A  logical 
evolution,"  says  a  spokesman,  after 
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Partnerships  In 
Engineering  Creativity 

Unlocking  the  Mysteries  of  the  Deep 

Graham  Hawkes  is  at  it  again  -  probing  another  perplexing  mystery  under  the  seas  -  with  the 
help  of  Parker  Hannifin's  motion-control  technology. 


Hawkes  made  headlines  ayain  recent- 
ly when  he  located  five  Wcirld  War  II 
torpedo  homhers  off  Florida's  east 
coast,  in  700  feet  of  water  -  at  first 
believed  to  be  the  long-sought  Flight 
19  that  disappeared  mysteriously  dur- 
ing maneuvers  on  December  5,  1945. 
Hawkes'  find  has  only  added  to  the 
puzzle,  however,  since  his  investiga- 
tion showed  that  the  planes  were  not 


His  findings  have  helped  us  appreciate 
the  importance  at  the  oceans  to  our 
world. 

Helping  him  along  the  way  has 
been  the  engineering  know-how  of 
Parker  Hannifin,  the  world's  leading 
manufacturer  of  motion-control  com- 
ponents and  systems.  It  is  a  partner- 
ship that  has  yielded  t)ne  of  Hawkes' 
greatest  triumphs  -  a  pair  of  manned 


the  ill-fated  Flight  19,  and  the  Navy 
has  not  yet  been  able  to  identify  them. 

It  is  unlikely  that  anybody  but 
Hawkes,  with  his  unique  Deep  Ocean 
Engineering  undersea  crafts,  could 
have  made  such  a  discovery  in  the  hos- 
tile environment  o(  the  deep  Atlantic. 

Graham  Hawkes  knows  a  lot 
about  those  mysteries. 

He  has  worked  hard  to  unlock  the 
ocean's  secrets  tor  many  years.  Co- 
founder  of  Deep  Ocean  Engineering, 
Hawkes  and  a  team  o(  engineers  have 
created  50  manned  underwater  vehi- 
cles and  more  than  200  unmanned 
systems  tor  probing  the  deepest,  least 
explored  recesses  ot  the  Earth's  waters. 


ultra-deep  exploration  vehicles  that 
streak  through  the  waters  like  super- 
sonic jets  cut  through  the  skies. 

Called  Deep  Flight,  the  submersible 
employs  technology  borrowed  from 
the  fields  of  aviation  and  space  travel. 
Unlike  traditional  submersibles, 
which  rise  and  fall  according  to  buoy- 
aiicy  and  ballast,  Deep  Flight  gets  its 
mobility  from  lift  and  thrust  -  the 
principles  of  flight.  Consequently, 
Deep  Flight  can  soar  through  the  water 
to  depths  once  reserved  for  lumbering 
steel  bathyscaphes  that  had  little 
maneuverability.  The  result  is  that 
Deep  Flight  is  perfectly  engineered  to 
explore  the  uncharted  mysteries  o( 


the  deep.  And  it  can  do  so  with  speed 
and  agility. 

Control  ot  the  craft  depends  on 
a  sophisticated  mix  of  hydraulics  and 
pneumatics,  both  strong  areas  of 
Parker  expertise.  Parker's  design  and 
custom-manufacturing  capabilities 
permit  advancements  never  before 
achieved  in  deep-water  exploration. 

The  craft's  two  thrusters  can  pro- 
pel it  at  a  brisk  12  knots  and  a  maxi- 
mum dive  and  ascend  rate  of  600  feet 
per  minute.  Its  use  of  hydrodynamics 
allows  the  craft  to  roll  and  pitch,  like 
a  bi-winged  airplane  at  an  air  show. 

"Our  engineering  challenge  for 
Deep  Flight  was  to  incorporate  ad- 
vanced hydraulics  within  a  shell  that 
can  withstand  nearly  30,000  psi  of 
pressure,"  says  Paul  Schloemer,  presi- 
dent and  chief  executive  officer  of 
Parker  Hannifin.  "Our  aerospace  tech- 
nology was  extremely  useful." 

Parker  engineering,  components 
and  systems  for  the  craft's  tly-by-wire 
electronics,  motion  systems  and  ad- 
vanced seals  made  the  challenge  a 
surmountable  one. 

That  type  of  expertise  is  the  driv- 
ing force  behind  Parker  Hannifin's 
worldwide  pre-eminence  in  motion- 
control  components  and  systems,  with 
more  than  800  product  lines  for 
hydraulics,  pneumatics  and  electro- 
mechanical applications  in  some 
1,200  industrial  and  aerospace  mar- 
kets. Parker  operates  over  200  manu- 
facturing plants  and  administrative 
offices  around  the  world  and  supports 
more  than  4,500  distributors  serving 
more  than  258,000  customers  in  every 
coriier  of  the  world. 


Graham  Hawkes  opens  the  last  frontlet 


Innovative  and  reliable  Parker  motion- 
control  technology  helped  man  reach 
the  moon.  It  was  also  at  work  when 
Graham  Hawkes  successfully  dove 
3,000  feet  -  man's  deepest  solo  ocean 
dive  -  into  the  last  frontier:  the  sea. 

Pioneering  the  technology  to 
harvest  the  wealth  of  the  sea.  Hawkes 
and  his  team  from  Deep  Ocean 
Engineering  have  created  Deep  Flii>lit 
-  an  innovative  exploration  vehicle 
for  the  sea.  Deep  Flii>lit  adapts 
modem  aerospace  technology  that 


allows  submersible  vehicles  to  soar 
under  water  much  as  aircraft  soar  into 
the  sky. 

Hawkes  and  his  company  specify 
Parker's  highly  reliable  valves,  seals, 
connectors,  and  hoses  for  their  unique 
submersibles,  which  propel  them 
to  depths  as  great  as  seven  miles 
down  into  the  water.  Parker  was 
Hawkes'  logical  choice  because  the 
company's  motion-control  expertise 
spans  aerospace,  marine,  industrial, 
and  automotive  technologies. 


Parker  has  also  achieved  trusted 
partnership-supplier  relationships 
with  other  high-technology  companies 
-  both  large  and  small  -  around  the 
world.  These  partnerships  have  helped 
make  Parker  a  $2.45  billion-per-year 
leader  in  the  motion-control  industry. 

For  Parker's  annual  report,  write: 
Parker  Hannifin  Corporation, 
Dept.  FB-15A,  17325  Euclid  Avenue, 
Cleveland,  Ohio  44112-1290. 
For  product  information,  customers 
may  call  1-800-C-PARKER. 


A  partnership  in  vital  tectinoiogies 


Parker 
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Luciano  Benetton 
He  and  three  sib- 
lings built  a  world 
apparel  retailing 
power.  As  it  starts 
to  mciture, 
they're  building  a 
sports  retailing 
power. 


Spain 


Gardini's  decision  last  fall  to  quit  as 
chairman  of  both  chemical  and  agri- 
business giant  Montedison,  which 
Ferruzzi  controls,  and  the  holding 
company,  Ferruzzi  Finanziaria  SpA. 

The  ouster  was  orchestrated  by 
other  family  members  on  the  board. 
Speculation  about  the  upheaval 
abounds.  Arturo  Ferruzzi  says  that 
the  company  will  continue  to  be  run 
by  the  same  strategy  Gardini  imple- 
mented. The  strategy  has  inclucied 
selling  Montedison's  chemical  joint 
venture,  Enimont,  back  to  the  Italian 
government;  merging  Montedison 
with  its  parent;  and  striving  to  make 
chemicals,  pharmaceuticals  and  ener- 
gy sales  ($5  billion)  as  big  as  agribusi- 
ness ($8.5  billion)  in  five  years.  And 
buying  40%  of  Italian  TV  broadcaster 
Telemontecarlo. 

Gardini,  57,  now  has  the  time  for 
Montedison's  $40  million  bid  for  the 
1992  America's  Cup.  Muses  one  ana- 
lyst: "We  haven't  heard  the  last 
ofhim."  -T.G. 


Benetton  family 

Edizione,  the  talented  Benetton  fami- 
ly's private  holding  company,  tight- 
ened its  grip  last  year  on  sports  retail- 
ing. It  added  Prince,  the  U.S.  tennis 
racket  manufacturer,  for  $220  mil- 
lion; Kastle,  an  Austrian  skimaker, 
about  $55  million;  Italy's  Asolo, 
which  makes  hiking  bo(its;  a  maker  of 
sunglasses  and  a  50%  share  in  Minne- 
apolis-based skatemaker  Rollerblade. 
At  the  clothing  stores,  Benetton 
(6,000  stores  worldwide)  is  consoli- 


dating. In  saturated  U.S.  (where  it  is 
fighting  lawsuits)  and  European  mar- 
kets, it's  putting  in  larger  stores  at 
more  central  locations  instead  of  little 
stores  seemingly  everywhere;  it  also 
halved  its  dividend  to  have  more 
fi.mds  for  expansion  and  acquisitions. 
And  it  is  turning  its  formidable  mar- 
keting and  sales  efforts  to  Eastern 
Europe  and  Asia.  Color  the  four  Ben- 
ettons  in  at  some  $1.7  billion.  -T.G. 


n 


Salvatore  Ligresti 

Sicily's  Salvatore  Ligresti,  a  self-made 
billionaire  long  dogged  by  unproven 
insinuations  of  Mafia  connections, 
controls  Milan's  Premafin  Finanziaria 
SpA,  a  holding  company  with  opera- 
tions in  real  estate,  construction  and 
insurance.  A  board  member  of  Me- 
diobanca and  Credito  Italiano,  Li- 
gresti also  won  a  contract  to  build 
three  Frontierland  facilities  at  Walt 
Disney  Co.'s  new  EuroDisneyland, 
outside  Paris.  -T.G. 


n 


Michele  Feirrero 

Michele  Ferrero's  namesake  family 
company,  worth  some  $1.6  billion, 
makes  Tic  Tac  mints  and  Nutella,  the 
chocolate-hazelnut  spread.  Last  year 
the  second-generation  confectioner 
won  his  bid  to  own  24.5%  of  the 
troubled,  government-owned  SME 
sweets  company.  Another  Italian  firm 
will  own  an  equal  percentage,  and  one 
or  both  are  expected  to  run  it.  -T.G. 


Koplowitz  sisters 

Spain's  steamiest  sex  scandal  is  now 
histor}',  and  the  Koplowitz  sisters — 
Alicia,  39,  and  Esther,  41 — are  back 
in  charge  of  their  $1.2-billion-plus 
empire. 

Called  las  Mnrquemsby  the  Spanish 
press,  the  Koplowitz  sisters  are  the 
daughters  of  Ernesto  Koplowitz,  a 
Jewish  refiigee  from  Nazi  Germany 
who  built  the  family's  fortune  with  a 


Alicia  (top)  and  Esther  Koplowitz 
Never  trust  an  Alberto. 
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construction  company,  Construe - 
clones  y  Contratas  (Conycon  for 
short).  With  their  father's  death  in 
1962,  the  sisters  came  under  the  wing 
of  his  partner,  Ramon  Areces,  a  regu- 
lar on  the  Forbes  billionaire  list  until 
he  died  in  1989. 

Las  marquesas  married  two  cous- 
ins, both  named  Alberto — los  Alber- 
tos.  They,  too,  thrived  under  Areces' 
tutelage — until  1987,  when  they 
made  a  run  at  Spain's  biggest  bank, 
Banco  Central.  Their  failure  cost  mil- 
lions of  pesetas. 

Two  years  later  los  Albertos  had 
even  worse  luck:  Paparazzi  photo- 
graphed each  with  a  mistress  in  public 
tow,  setting  off  lurid  publicity.  The 
sisters  could  forgive  their  husbands 
the  loss  of  a  few  million  pesetas.  They 
did  not  forgive  them  their  mistresses. 

Legally  separated  from  the  Alber- 
tos, the  sisters  again  have  firm  control 
of  their  100%-owned  Conycon,  their 
60%  of  another  large  construction 
firm,  Focsa,  and  60%  of  big  cement 
manufacturer  Portland  Valderrivas. 
Not  to  mention  $250  million  re- 
trieved in  a  stock  buyback  following 
the  Banco  Central  fiasco. 

Los  Albertos'?  They  came  away 
with  30%  of  another  bank.  Banco 
Zaragozano,  worth  an  estimated 
$100  million.  -J.M. 


March  family 

The  March  brothers — Juan,  51,  and 
Carlos,  45 — are  worth  some  $1.3  bil- 
lion. They  control  holding  company 
C.F.  Alba,  which  owns  big  construc- 
tion firms,  and  banks  ( Banco  Urquizo 
and  Banca  March,  plus  60%  of  Banco 
del  Progresso).  They  expanded  from 
banks  to  building  materials  far  ahead 
of  the  Spanish  building  boom.  Now 
they're  moving  to  pay-per-view  tele- 
vision as  Spain  enters  the  First 
World.  -J.M. 


Botm  family 

The  Botin  family,  headed  by  Emilio 
Jr.,  56,  and  worth  over  $1 .6  billion,  is 
shaking  up  Spanish  banking  with  its 
Banco  Santander:  last  year,  11%  inter- 
est on  checking  accounts;  this  year,  2 
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points  off  mortgages.  But  its  market 
share  jumped  40%,  and  it  will  be  ready 
for  rougher,  1992-st)'le  competition. 
The  family  is  also  extending  its 
international  presence.  In  March  it 
bought  13%  of  the  U.S.  bank  First 
Fidelit)'.  It  already  has  a  strategic  alli- 
ance with  Royal  Bank  of  Scotland 
(and  a  10%  stake).  And  its  traditional 
presence  in  Latin  America  is  growing. 
Santander  is  now  the  second- biggest 
bank  in  Puerto  Rico;  late  last  year  it 
picked  up  the  s&L  Caguas  Federal  in 
an  RTC  fire  sale.  Let  other  Spanish 
banks  stay  mainly  in  Spain.         -J.M. 

Sweden 


Hans  and  Gad  Rausing 

Getting  bigger — and  bigger.  Harly 
this  year  Hans  and  Gad  Rausing's 
Tetra  Pak  International  S.A.  ponied 
up  $2.9  billion  to  buy  Sweden's  Alfa- 
Laval  A.B.  from  the  Wallenberg  fam- 


ily (see  p.  216).  Little  known  outside 
their  native  Sweden,  the  Rausing 
brothers  are  among  the  world's  big- 
gest billionaires,  owning  a  business 
worth  some  $9  billion. 

The  family  hit  the  big  time  barely 
two  decades  ago  when  the  brothers' 
father  patented  a  bo.x-shaped  contain- 
er that  keeps  spoilables  like  milk  fresh 
for  months  without  refrigeration. 
From  that  start,  Tetra  Pak  has  become 
a  global  giant,  with  estimated  profits 
of  $700  million  on  sales  of  $4.2  bil- 
lion last  year. 

While  both  the  brothers  own  the 
company,  it's  Hans,  65,  who  minds 
the  store;  Gad,  69,  is  vice-chairman. 
Both  live  in  Britain  as  tax  exiles  from 
their  homeland. 

Why  did  they  buy  Alla-Laval?  Al- 
ready the  predominant  ''aseptic" 
packager  in  1 09  countries,  Tetra  Pak 
is  running  out  of  room  to  grow.  Its 
prospects  in  the  U.S.  are  limited,  part- 
ly because  Americans  dislike  the  steril- 
ized milk  required  for  aseptic  packag- 
ing; and  last  year  Maine  banned  the 


packages  as  nonrecyclable. 

The  Alfa-Laval  acquisition  offers 
growth  in  a  closely  related  business. 
Alfa- Laval's  packaging  machinery  will 
supply  large,  turnkey  production  lines 
an\'^\'here;  previously  Tetra  Pak  could 
build  its  specialized  equipment  only 
into  plants  equipped  by  Alfa-Laval  or 
its  principal  competitor,  Arv  pic,  of 
Britain.  -A.F. 


Ingvar  Kamprad 

Kamprad,  65,  built  his  S2.5-billion- 
plus  fortune  with  Ikea,  which  makes 
modestly  priced  furniture.  He  himself 
lives  modestly,  and  takes  his  time 
making  investment  decisions.  Mon- 
treal hotelier  Jonathan  Myette,  35, 
found  this  out. 

Myette  had  five  hotels  and  wanted 
to  start  a  chain.  Looking  through  an 
Ikea  catalog,  he  decided  he  wanted  to 
attract  the  same  value-conscious  cus- 
tomers who  shopped  at  Ikea.  Myette 


Sweden's 
shHnking  pie 

It  has  dawned  on  Swe- 
den that  joining  the  Euro- 
pean Community  means 
the  "Swedish  model"  is 
out;  increasing  growth, 
along  German  lines,  is  in. 

''We  have  seen  such  a 
long  period  of  sluggish 
growth,"  says  economist 
Lennart  Ohlsson.  "People 
see  that  we  have  had  a 
zero-sum  game  for  a  long 
time  anti  that  there  is  a 
need  to  do  something 
about  it."  Hans  Tson  So- 
derstrom,  director  of  the 
SNS-Center  for  Business 
and  Policy  Studies,  a  private 
economic  think  tank  in 
Stockholm,  says  the  Social 
Democrars,  the  Liberals 
and  the  Cx:)nservatives  all 
believe  that  growth  is 
now  more  imjiortant  than 
redistributing  income. 
"There  is,"  Sodcrsironi 
says,  "a  consensus." 


One  visible  sign:  the 
government's  plan  to  make 
infiation  its  top  priority. 
This  will  mean  defending 
currency  exchange  rates, 
letting  unemployment  rise 
and  slowing  if  not  cutting 
government  expendi- 
tures— a  major  change 
from  Sweden's  old  ways. 

Sweden's  current  eco- 
nomic trends  are  among 
the  worst  in  Europe.  GDP 
grew  near  an  average  3%  in 
EC  countries  last  year,  and 
pushed  4.5%  in  Germany 
(pre -unification).  Swe- 
den's dropped  from  2%  or 
so  in  the  1980s  to  under 
1%  in  1990.  This  year,  most 
expect  decline.  Swedish 
inflation  hit  10%  in  1990 
(the  recent  tax  reform 
added  three  percentage 
points),  but  compare  that 
with  near  5%  in  the  EC  and 
around  3%  in  Germany. 
The  Swedish  stock  market 
plunged,  pushing  real  es- 
tate developer  Fredrik 
Lundberg  off  this  list. 


Only  unemployment  re- 
mained relatively  steady, 
at  around  2%.  For  now. 

But  if  Sweden  is  to  join 
the  European  Community 
(it  says  it  wants  to,  and  it 
will  probably  be  admitted) 
inflation  must  be  tamed 
or  trade  will  sufTer:  Curren- 
cy devaluation  will  no 
longer  be  an  option.  Not 
joining  and  remaining  on 
the  periphery  of  Europe 
could  mean  capital  flight 
and  trade  losses. 

Already  there  have 
been  structural  changes. 
The  tax  burden  has  shifi:- 
ed:  Personal  taxes  dropped 
to  a  top  marginal  rate  of 
51%  this  January  from  72% 
in  1989  and  capital  in- 
come taxes  were  standard- 
ized at  30%.  Direct  for- 
eign investment  rules  are 
being  liberalized  toward 
EC  standards.  "Sweden  is 
going  to  have  a  conimon 
market  profile,  like  Germa- 
ny, Belgium  or  Hol- 
land," says  Ronald  Fager- 


fjall,  editor  of  Affarsvarl- 
den  (Business  World),  one 
of  Sweden's  leading  busi- 
ness magazines. 

How  will  Swedes  deal 
with  the  pain  that  accompa- 
nies a  transition  to  a  hard 
market  economy.''  The  em- 
phasis on  employment 
and  social  spending  of  the 
past  has  ill  prepared  these 
8.4  million  people  for  an 
unprecedented  but  ex- 
pected unemployment  rate 
of  5%,  maybe  even  6%. 
The  growth  rate  of  money 
wages  that  has  hovered 
around  9.5%  will  have  to 
fall  in  line  with  the  Euro- 
pean average  of  6.5%.  And 
long  run,  Sweden  will 
need  to  cut  government 
spending.  Now  roughly 
60%  of  GDP,  mostly  for  one 
of  the  world's  most  com- 
prehensive social  spending 
programs,  that  figure  will 
have  to  move  toward  Ger- 
many's 47%.  Achieving 
that  will  be  the  real  test  for 
Sweden.  -A.F. 
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ONE  OF  THE  BIGGEST  THINGS  WE  EVER  ACCOMPLISHED 
WAS  BECOMING  THIS  SMALL. 


The  Energy  To  Change 


Europe:  Sweden,  Denmark,  Netherlands,  Switzerland 


Ingvar  Kamprad,  financier 

Ikea  stores  succeed  in  the  U.S. 


wondered  if  Ikea  would  be  interested 
in  backing  his  hotels,  which  he  decid- 
ed to  call  Sweden  Inns. 

Myette  pitched  the  idea  to  Kam- 
prad and  six  months  later  received  a 
terse  fax:  Kamprad  would  be  paying  a 
visit  to  Montreal's  Ikea  store.  Be  there 
at  11  a.m. 

Kamprad  toured  Myette's  two  op- 
erating hotels  and  went  over  his  busi- 
ness plan.  Something  clicked.  "We 
were  walking  down  the  stairs,"  recalls 
Myette,  "and  he  gave  me  a  hug  and 
said,  'You'll  hear  from  me  in  the 
future.'  " 

Then  came  the  number  crunching. 
Three  months  later,  another  fax  invit- 


ed Myette  to  a  U.K.  Ikea  board  meet- 
ing, then  to  Holland  to  go  over  his 
fmancials.  Finally,  26  months  after  he 
first  wrote  to  Kamprad,  Myette  re 
ceived  the  tersest  fax  of  all:  Congratu- 
lations. Kamprad's  personal  invest- 
ment company,  Interlkea  Holdings, 
would  put  up  more  than  half  of  the 
money  on  the  50/50  joint  venture. 

Next  year  the  158-room  Montreal 
Sweden  Inn — advertised  in  the  Ikea 
catalog  and  flirnished  by  Ikea — will 
open.  The  ultimate  plan:  hotels  in 
towns  near  Ikea  stores  (Ikea  has  95 
stores,  in  21  countries).  It's  not  a 
huge  deal  for  Kamprad.  But  he  took 
the  time  to  research  it.  That  is  how 
smart  people  conserve  and  expand 
their  capital.  -A.F. 

Denmark 


KHstiansen  family 

How  was  LEGO  Group  able  to  rack  up 
an  18%  sales  gain  in  the  U.S.  last  year, 
to  an  estimated  $200  million,  when 
the  $13  billion  U.S.  toy  market  has 
been  stagnant  since  the  mid-1980s.'' 
It's  called  penetration.  I.F.GO,  which 
sells  $900  million  of  its  toy  blocks  in 
118  countries,  figures  that  75%  of 
U.S.  homes  with  children  under  15 
have  at  least  one  set  of  lhgc),  priced 
from  $1.50  to  $149.99. 


Kjeld  Kirk  Kristiansen,  the  closely 
held  company's  43-year-old,  third- 
generation  president,  lovingly  tends 
this  sure,  steady  winner,  which  has 
made  the  family  worth  about  $1.3 
billion.  Quietly  in  the  works:  a  prod- 
uct to  appeal  to  girls  7  and  up,  who 
typically  prefer  Mattel's  Barbie.  Mat- 
tel, beware.  "What  you're  dealing 
with,"  says  David  Leibowitz,  an  ana- 
lyst at  American  Securities  in  New 
York,  "is  the  finest  niche  company  in 
the  business  today."  -A.F. 

Netherlands 


Anton  Dreesmann 
and  family 

Anton  Dreesmann,  68,  has  faced  crip- 
pling strokes.  Now  the  family  compa- 
ny, Vendex  International,  faces  busi- 
ness reverses.  The  family's  Vroom  & 
Dreesmann  department  store  chain 
has  been  allowed  to  decay.  Paternalis- 
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LEGO'S  Kjeld  Kirk  Kristiansen 
The  product  (below);  its 
possibilities  (left). 
Is  this  the  perfect  toy? 


tic  Anton  delayed  the  necessary  firing 
of  hundreds  of  longtime  employees  so 
long  that  now  the  layoffs  may  number 
in  the  hundreds.  The  stores  are  only 
now  getting  long  overdue  face-lifts. 

Elsewhere,  Vendex  has  tried  to  sell 
its  79%  of  investment  bank  Staal  Ban- 
kiers.  The  sizable  Brazilian  retailing 
operations  are  suffering,  and  U.S. 
home-improvement  chain  Mr.  Good- 
buys  has  filed  for  Chapter  1 1 .  Fortu- 
nately, Dreesmann  started  buying 
stock  in  Arkansas-based  Dillard  De- 
partment Stores  in  1978,  eventually 
accumulating  a  41%  stake.  Dillard  has 
been  doing  brilliantly;  the  investment 
has  kept  the  Dreesmanns  among  the 
billionaires.  But  Vendex  sold  the  last 
of  its  stake  in  April  1990.  -A.F. 


Brenninkmeyer  family 

From  behind  its  guarded  compound 
near  the  Dutch-German  border,  the 
secretive  Brenninkmeyer  clan  contin- 
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the  U.S.  chains  through  a  holding 
company,  Amcena.  The  200-member 
Catholic  family  sometimes  sends  its 
children  to  university  under  assumed 
names.  Sons,  on  graduation,  can  join 
the  business  or  a  religious  order.  Sums 
up  Richard  Hyman,  at  Verdict  Re- 
search, London,  "[The  family]  has  no 
relationship  to  the  outside  world  ex- 
cept to  its  customers."  -A.F. 


ues  to  expand  its  holdings  in  the  U.S. 
The  Netherlands  family  already  owns 
eight  U.S.  regional  clothing  retail 
chains  with  over  1,200  stores.  These 
include  Miller's  Outpost  in  California 
and  the  Southwest,  JByrons  in  Flori- 
da, Steinbachs  in  New  York  and  the 
Northeast  and  Uptons  in  the  South- 
east. The  family's  C&A  chain  in  Eu- 
rope, a  middle-market  department 
store,  is  far  larger. 

There  are  Brenninkmeyer  stores  in 
1 2  countries — in  Germany  alone  there 
are  165  big  ones  with  combined  sales 
of  $4.5  billion  last  year.  Worldwide, 
the  family  business  probably  moves 
over  $10  billion  in  goods  annually. 

The  business  has  grown  slowly  and 
steadily  since  brothers  Clemens  and 
August  Brenninkmeyer  opened  a  dr^'- 
goods  shop  in  Holland's  Sneek  in 
1841 .  How  much  is  the  family  worth? 
A  conservative  guess  would  be  $4.2 
billion. 

Roelandus  Brenninkmeyer,  fourth 
generation,  a  Harvard  M.B.A.,  lives  in 
the  New  York  area  and  presides  over 


Fentener  Van  Vlissingen 
family 

This  spring  Noro  Group  shareholders 
accused  chief  executive  John  Fen- 
tener Van  Vlissingen,  52,  of  swapping 
assets  between  himself  and  the 
group's  U.K.  property  fund.  The  re- 
sult, they  charge,  was  that  Fentener 
Van  Vlissingen  made  tens  of  millions 
of  dollars  at  a  time  when  the  value  of 
the  shares  took  a  dive.  Though  still 
unproven,  the  charges  have  left  a  blot 
on  the  name  of  one  of  the  Nether- 
lands' richest  and  most  powerfijl  fam- 
ilies. The  company  says  shareholders 
are  merely  griping  over  falling  proper- 
ty prices — but  is  setting  up  a  new 
supervisory  board  to  watch  things. 
Money  manager  to  Europe's  super- 
rich,  Noro  Group  has  some  $3  billion 
in  fiinds  under  management;  about 
$1  billion  said  to  be  family  money. 

Brother  Paul,  50,  runs  Holland's 
SHV  Holdings  N.V.,  the  heart  of  the 
family  fortune.  A  coal  power  before 
World  War  11,  it  is  now  in  oil,  gas  and 
propane  and  owns  Makro,  a  chain  of 
wholesale  stores  that  typically  teams 
up  with  investors  in  the  country  in 
which  the  stores  operate.  Older 
brother  Frits  Henry,  57,  manages 
Flint  Holding,  a  small  investment 
company.  SHV  alone  is  worth  over 
$1.3  billion.  -A.F. 

Switzerland 


Klaus  Jacobs 

So  far  the  $1.4  billion  Jacobs  got  last 
year  from  selling  his  Jacobs  Suchard 
candy  and  coffee  conglomerate  to 
Philip  Morris  has  been  burning  a  hole 
in  his  pocket. 

E.J.  Brach,  the  troubled  Chicago- 
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©  Mi9i  Ryder  Truck  Rental,  Inc  A  Ryd^r  Svstt'in  Vn  Ryder  is  an  equal  oppnrlunlty  emplnye 


Let's  face  it.  You'd  have  a  much  better 
chance  of  winning  the  distribution  game  if  you 
could  write  your  own  rules.  And  if  you  had  the 
right  teammate  on  your  side. 

Consider  Ryder's  Dedicated  Contract 
Carriage.  It's  a  complete  transportation  system, 


including  vehicles,  maintenance,  administrative 
management,  software  design  and  more.  It  even 
covers  recruiting,  hiring,  training,  and  managing 
your  entire  driver  work  force. 

Every  element  is  coordinated  to  help  you 
improve  customer  service  and  cut  operating  costs. 


TRANSPORT  DIRECT 
TO  MANUFACTURER 


your  deliveries  more  precisely 
through  our  just-in-time  capability. 

We  provide  computer  sys- 
tems that  let  you  better  monitor  your 
inventory  and  outbound  product 
flow.  Ryder  can  also  custom-design 
special  handling  equipment  to  pre- 
vent damaged  goods  reaching  your 
customers. 

Our  tracking  systems 
ensure  the  right  product  is  on  the 
right  truck,  while  routing  and  sched- 
uling models  maximize  the  capacity 
of  each  truck  and  the  efficiency  of  its 
delivery  route.  You  can  even  keep  in 
constant  touch  with  your  drivers 


And  it's  all  customized  to  fit  your  specific  game 
plan  throughout  your  distribution  cycle. 

First,  you  can  reduce  your  warehousing 
costs  by  having  raw  materials  shipped  from  multi- 
locations  direct  to  the  manufacturing  plant. 

You  can  cut  carrying  costs  and  schedule 


through  the  use  of  cellular  phones. 
Finally,  management  sys- 
tems allow  you  to  measure  our  per- 
formance on  criteria  like  equipment 
productivity,  empty  miles  and  on- 
time  performance. 

Best  of  all,  you  control -we 
manage.  So  you  get  a  system  tailored 
to  your  needs,  and  a  team  playing  by 
your  rules.  Leaving  you  more  time  to  service  your 
customers  and  expand  into  new  markets. 

To  find  out  how  Dedicated  Contract 
Carriage  can  benefit  your  company,  call  Ryder 
at  1-800-446-5511,  extension  175.  You'll  find  it's  a 
winning  proposition  all  around.       '  ™ »DeII« 

1-800446-5511 


Europe:  Switzerland,  Austria 


based  confectioner  that  Philip  Morris 
didn't  want  to  buy,  has  cost  liim  a 
pretty  penny. 

One  thing  he's  done  seems  an  odd 
fit:  buying  53%  of  Lausanne-based 
Adia  SA.,  the  world's  second-largest 
provider  of  temporary  personnel  ser- 
vices. But  another  buy,  50.1%  of  All- 
gemeine  Finanzgesellschaft,  a  small 
Swiss  investment  company,  makes 
some  sense:  Maybe  it  will  help  Klaus 
decide  what  to  buy  with  the  money  he 
has  left.  Jacobs,  54,  still  has  some 
chocolate  and  coffee  interests,  four 
banks,  an  Argentine  sheep  farm  and  a 
charitable  foundation.  -A.F. 


Maus/Nordmann  family 

The  Maus  and  Nordmann  cousins 
head  Switzerland's  leading  retail 
chain,  but  they're  struggling  with 
their  U.S.  expansion.  In  1989  their 
Geneva-based  Maus  Freres  S.A.  paid 
$450  million  for  Chicago's  ailing 
Carson  Pirie  Scott  through  its  U.S. 
department  store  operation,  P.A. 
Bergner.  Despite  cost-cutting  and  the 
spinoff"  of  nonretail  units,  Carson  is 
believed  to  have  lost  money  last  year. 
Moving  the  stores  downscale  hasn't 
helped  with  loyal  customers,  either. 

Yet  their  80  Swiss  stores  are  profit- 
able, with  total  group  sales  of  over  $5 
billion.  The  family  also  controls  Paris- 
based  Au  Printemps,  which  recently 
bought  the  U.K.  mail-order  house 
Empire  Stores.  The  Maus  (Jacques, 
62;  Bertrand,  59;  and  Olivier,  47)  and 
Nordmann  (Gerard,  61,  and  Phi- 
lippe, 59)  cousins  are  worth  some 
$1.7  billion.  At  home,  they  must 
know  what  they're  doing.  -A.F. 


Schmidheiny  family 

Stephan  Schmidheiny's  $2  billion 
empire  consists  of  holding  companies 
Anova,  Nueva  and  Unotec — in  inter- 
national trade,  real  estate,  retailing, 
steel,  construction  and  watches — in- 
cluding 87%  of  Leica  Pic,  the  re- 
nowned optics  company.  Schmid- 
heiny, 44,  is  a  passionate  environmen- 
talist. He  has  been  named  chairman  of 
a  U.N.  environment  committee. 
Brother    Thomas,    46,    controls 


Stephan  Schmidheiny 
The  greenest  billionaire? 


Switzerland's  Holderbank,  one  of  the 
world's  largest  cement  companies 
( 1990  sales,  $3.4  billion),  and  other 
interests  worth  over  $700  million. 

A  third  brother,  Alexander,  41, 
produces  five  varieties  of  California 
wine  under  his  Cuvaison  label.  -T.G. 


Hans  Heinrich 
Thyssen-Bomemisza 

Baron  Hans  Heinrich  Thyssen-Bor- 
nemisza,  70,  worth  some  $1 .4  billion, 
spends  most  of  his  time  minding  his 
billion-dollar  art  collection.  Last  year 
the  art  market  sank  as  speculators 
dropped  out.  But  the  baron  is  a  real 
collector,  and  he's  resumed  buying. 
Last  November  he  paid  $21  million 
for  a  John  Constable  at  a  London 
Sotheby's  auction,  a  record  price  for  a 
British  painting.  Behind  the  baron  is 
Thyssen-Bornemisza  Group  (esti- 
mated sales,  at  least  $1.8  billion), 
which  makes  various  engineered 
products  and  provides  storage,  trad- 
ing and  container  leasing  services. 
The  company  is  managed  by  the  bar- 
on's son  Georg,  40.  -T.G. 


Walter  Haefaer 

Walter  Haefner,  80,  founded  amag, 
the  sole  Swiss  importer  of  vw, 
Porsche  and  Audi.  Worth  more  than 
$1.1  billion.  He  holds  21%  of  U.S. 
software  firm  Computer  Associates, 
worth  $412  million.  Has  homes  in 
Zurich  and  Paris  but  prefers  farm  in 


Ireland,  where  half  his  150  horses  are 
bred  and  trained  (the  rest  in  Ken- 
tucky) for  the  classic  American  and 
Irish  races.  Neither  his  son  Martin, 
37,  a  Swiss  math  professor,  nor 
daughter  Eva  Maria,  33,  who  works 
with  the  mentally  handicapped,  is  in- 
terested in  the  business.  For  the  next 
generation?  "The  companies  will 
continue  with  professional  manage- 
ment, and  my  children,  who  are  on 
the  boards,  will  be  the  owners," 
Haefner  says.  -T.G. 


f 


Hoffmami  family 

In-law  Paul  Sacher,  85,  has  been  the 
family's  senior  member  since  the 
1989  death  of  his  wife,  Maja  Sacher- 
Stehlin.  She  was  the  widow  of  Em- 
manuel Hoflfmann,  only  son  of  the 
founder  of  drug  giant  Hoffinann 
LaRoche.  With  Sacher  on  the  Roche 
board  (the  company  reorganized  un- 
der new  parent  Roche  Holding  Ltd.) 
are  Maja's  son,  Lukas  Hoflfmann,  68, 
and  son-in-law  Jakob  Oeri,  71.  The 
Hoflfmann  heirs  control  roughly  a 
$2.5  billion  majority  stake  in  Basel- 
based  Roche. 

Last  year  Roche  paid  $2.4  billion 
for  60%  of  San  Francisco- based  Gen- 
entech  Inc.  Last  month  Roche  spent 
an  additional  $821  million  to  pur- 
chase the  Nicholas  group  of  Europe- 
an over-the-counter  drug  companies 
from  Chicago -based  Sara  Lee  Corp. 
This  giant  is  moving.  -A.F. 

Austria 


Swarovski  family 

Austria's  Swarovski  family,  worth 
some  $1.1  billion,  are  the  longtime 
kings  of  rhinestones  and  cut  crystal 
(1990  sales,  $774  million).  Based 
since  1895  in  the  mountain  village  of 
Wattens,  the  family  owns  50%  of  the 
Irving,  Tex. -based  Zale  Corp.,  with 
its  jewelry  chains  Bailey  Banks  &  Bid- 
die,  Zales,  and  Gordon's. 

The  Swarovskis  are  aggressively 
promoting  their  brand  names — Swar- 
ovski for  higher-priced  jewelry  and 
Savvy  for  its  medium-priced  jewelry 
line.  -T.G. 
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Introducing  the  NEC  UltraLite^  SX/20. 


You  may  have  left  your  desktop  on 
your  desk.  But  you  can  take  all 
its  power  and  capacity  ivith 
you.  At  the  heart  of  NEC's  newest 
notebook  is  a  very  fast  20  MHz 
Inter  386~SX  microprocessor. 


You  always  get  a 

Windows  seat. 

We  include  Windows  in  the 

package.  So  all  the  software 

you  use  on  your  office 

computer,  from  Word  to 

PowerPoint,  you  can  also 

u^e  on  your  UltraLite  SX/20. 


In  addition  to  features  you 

wouldn't  expect  in  a  notebook 

computer,  the  UltraLite  SX/20 

has  all  the  features  you  would 

expect:  an  internal  floppy  disk 

drive,  serial,  parallel  and 

VGA  ports,  and  a 
co-processor  socket.  All     ^ 
thisina7.5lb,8.6"xll.5" 
package. 


The  most 
important 
feature  of  the 

UltraLite  SX/20  is  the  name  behind  it  (and  on  it).  NEC.  We  invented 
the  notebook  PC  category.  We  also  invented  the  philosophy  that  the  only 
feature  of  your  desktop  you  should  have  to  sacrifice  on  the  road,  is  your  desk. 


You  might  forget  you  're 
on  an  airplane  when 
viewing  the  high  resolution 
VGA  screen. 

It 's  so  bright,  so  sharp,  it 
makes  the  purchase 
ofan  UltraLite  SX/20 
the  ultimate  in  brilliance. 


Our  iO  MB  (or  60  MB)  disk 
drive  lets  you  store  as  mux:h 
atop  a  tray  table  as  your 
desktop  stores  atop  your  desk. 
And  mth  2-10  MB  of  RAM, 
this  is  one  computer 
your  brain  and  your  lap 
can  agree  on. 


If  you  want  a  notebook 
computer  ivith  a  built- 
in  SCSI  port,  you  only 
have  one  choice:  the  UltraLite  SX/20. 
This  unique  feature  allows  you  to 
access  vast  amounts  of  information 
through  linJc-up  to  a  CD-ROM  reader. 


It  can  turn  a  corner  office 
into  carry-on  baggage. 


Computers  and  Communications 
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Y)ur  Casde  InThe  Sky 

The  airline  that  gives  you  the  best  service  in  the  US.  also  gives 

you  the:  best  service  to  Europe.  To  32  international  destinations  on  three 

continents,  no  airline  goes  farther  to  make  you  feel  at  home. 
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Y)urKey 


You'll  find  the  American  Express*  Card  opens  doors  for  you  all 

over  the  world.  Assuring  you  of  a  royal  reception.  Because  wherever  Delta 

takes  you,  American  Express  wiU  take  care  of  you. 


Don't  Leave  Home  Without  It.' 


Germany 


Heinz  HeinHch  Bauer 

Bauer's  $1.2  billion  fortune  was  built 
largely  on  his  ownership  of  the  televi- 
sion and  radio  program  guide  Horen 
unci  Sehen,  a  kind  of  German  TV 
Guide.  In  the  U.S.  Bauer  owns  First 
for  Women  and  Woman's  World  mag- 
azines, and  a  Texas  chain  of  discount 
stores  called  Winn's. 

The  U.S.  operations  are  going  so- 
so,  but  even  that  can't  be  said  for 
Bauer's  publishing  ambitions  in  east- 
ern Germany.  Last  year  his  big  ( 1990 
sales,  $1.1  billion)  magazine  publish- 
er, Bauer  Verlag,  sank  over  $45  mil- 
lion into  four  East  German  daily 
newspapers,  in  the  form  of  equipment 
and  training.  Bauer  figured  to  acquire 
the  papers  once  legal  rights  were  clari- 
fied. But  then,  in  April,  Germany's 
Treuhandanstalt,  the  government 
agency  responsible  for  privatizing 
eastern  assets,  decreed  that  no  pub- 
lisher could  own  more  than  one  of  the 
old  Communist  Parr^'  newspapers. 
Bauer  got  one  of  the  papers  he'd 
agreed  to  acquire,  for  $70  million, 
but  was  blocked  from  purchasing  the 
other  three.  He  now  stands  little 
chance  of  recouping  his  seed  money 
from  the  other  buyers. 

Cynics  note  Bauer  is  politically 
neutral.  Their  point:  The  Treuhan- 
danstalt is  awarding  eastern  German 
papers  to  publishers  likely  to  support 
Helmut  Kohl's  ruling  conservative 
coalition  government.  They  may  be 
right.  -P.G. 


Leo  Kirch 

The  left  wing  of  the  German  press 
distrusts  him:  Kirch,  65,  is  powerfiil, 
rich  (estimated  $1  billion)  and,  worst 


of  all,  not  a  socialist.  Kirch  totally 
dominates  German  movie  and  TV  pro- 
gramming and  is  on  the  verge  of 
controlling  26%  of  the  conservative 
Axel  Springer  Verlag  A.G.,  Europe's 
largest  newspaper  publisher.  This 
marks  his  first  appearance  among 
Forbes'  world's  billionaires. 

Behind  the  image  created  by  the 
German  media  is  a  shrewd  ex- busi- 
ness professor  turned  entrepreneur 
who  borrowed  $50,000  in  1956  to 
buy  the  German  distribution  rights  to 
Fellini's  La  Strada.  Kirch  realized  that 
Germany's  two  government-owned 
television  stations  would  need  enter- 
taining programming.  He  won  big 
when  he  cornered  German  broadcast 
rights  to  Hollywood  films.  He  also 
owns  the  broadcast  rights  to  many 
U.S.  television  series,  including  Wheel 
of  Fortune. 

These  days  Kirch  rubs  elbows  with 
Italian  billionaire  Silvio  Berlusconi; 
they  coproduce  European  TV  series,  a 
good  business  given  the  Eurocrats' 
hysterical  fears  about  what  U.S.  pro- 
gramming will  do  to  their  cultures. 
His  highly  profitable  Kirch  Group 
(estimated  revenues,  near  $350  mil- 
lion) also  bought  into  successfiil  pri- 
vate German  station  sat  1  in  the  mid- 
1980s.  The  station  has  been  at  the 
center  of  a  feud  between  Kirch  and  its 
other  major  shareholder.  Axel  Spring- 
er Verlag,  but  recent  management 
changes  at  Springer  have  probably 
helped  Kirch.  Already  Springer  has 
dropped  objections  to  a  film  purchase 
deal  by  sat  1 .  Kirch  is  also  negotiating 
to  register — and  vote — Springer 
shares  he  owns  through  third  parties, 
and  to  gain  board  seats. 

Kirch  lives  quietly  in  Munich  but  is 
widely  sought  after  by  Hollywood 
groupies — Variety  recently  devoted 
20  rhapsodic  pages  to  him.  He  has  a 
son  and  heir  apparent  in  the  business, 
Thomas,  33.  -P.G. 


Adolf  Merckle 

Secretive  Adolf  Merckle,  56,  another 
newly  discovered  German  billionaire, 
has  given  the  German  cartel  commis- 
sion headaches  for  years.  German 
drug  costs  are  among  the  highest  in 
the  world,  and  the  regulators  consider 
Merckle  a  big  part  of  the  problem. 
Merckle  reportedly  controls  one- 
third  of  Germany's  drug  wholesale 
business  through  a  network  of  distri- 
bution companies.  Some  sell  brand- 
name  drugs.  Others,  like  wholly 
owned  Merckle  GmbH  and  Ratio- 
pharm  GmbH  &  Co.  (combined 
sales,  over  $275  million),  concentrate 
on  generic  drugs.  Last  year  the  com- 
mission fined  Merckle  and  other 
pharmaceutical  distributors  for  their 
agreements  not  to  raid  one  another's 
pharmacy  clients.  Merckle 's  worth: 
probably  around  $1.2  billion. 

Merckle's  parents  ran  a  small  phar- 
maceutical company  until  the  end  of 
World  War  II,  when  they  moved  their 
operation  to  Blaubeuren,  in  south- 
western Germany.  Adolf  practiced 
law  before  taking  over  the  family 
company,  then  under  DM5  million  in 
sales,  in  the  late  1960s.  The  young 
Merckle  saw  his  opportunity  in  the 
early  1970s,  when  he  set  up  Ratio- 
pharm  and  made  a  generic  substitute 
for  Bayer  aspirin.  The  profits  bought 
his  way  into  the  wholesale  pill  busi- 
ness in  the  1980s. 
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Ferdinand  Porsche, 
pereetfils;  their 
modernized  classic  911 
And  soon,  for  the 
first  time,  a  Porsche 
with  a  back  seat. 


Mercklc  also  has  interests  in  pack- 
aging equipment  and  cement.  His 
mother  was  from  the  Spohn  family, 
whose  packaging  company  Merckle 
now  heads.  His  wife,  Ruth,  was  a 
Schwenk;  her  family  was  big  in  con- 
struction materials  and  cement, 
which  is  why  Merckle  has  a  piece  of 
Heidelberger  Zement,  Germany's 
leading  cement  company.  -P.G. 


Wolfgang  Schuppli 

In  German  courts  the  loser  pays  both 
parties'  legal  fees — but  that  does  not 
stop  the  Germans  from  going  to 
court.  Leave  it  to  a  lawyer  to  figure 
out  how  to  make  a  fortune  off  this 
system. 

Wolfgang  Schuppli,  now  69,  knew 
most  of  his  fellow  Germans  were  a 
risk-averse  lot.  And  an  ordinarv'  mo- 
torist found  at  fault  in  a  simple  car 
accident  can  be  on  the  hook  for  a  lot 
of  legal  costs.  So  back  in  1957  Schup- 
pli quit  his  law  practice  to  sell  insur- 
ance against  legal  costs. 

Schuppli's  company,  Deurag, 
quickly  made  a  lot  of  money  and  still 
is  doing  good  business.  But  Deurag 
was  just  the  start  of  Schuppli's  for- 
tune. He  also  bought  some  Munich 
real  estate,  which  has  climbed  many 
times  in  value. 

In  1982  Schuppli  sold  a  majority  of 
Deurag  to  Germany's  Continentale 
Sachversichemng  insurance  company 


for  just  under  25%  of  Continentale's 
stock.  An  eclectic  investor,  Schuppli 
has  since  bought  major  stakes  in  a 
German  cutlery  manufacturer  and  a 
sewing  machine  maker.  He  also 
founded,  in  1986,  a  mortgage  bank, 
Hypothekenbank  in  Essen  A.G.  It 
was  the  first  time  in  20  years  that  a 
mortgage  bank  had  been  founded  in 
Germany.  It  specializes  in  building 
loans  to  communities,  which  require 
less  manpower  than  does  making  in- 
dividual home  loans.  Another  of  our 
newly  uncovered  German  billion- 
aires, Schuppli  denies  he  is  worth  at 
least  $1.1  billion.  -P.G. 


Porsche  family 

Porsche  A.G.  (1990  sales,  $1.6  bil- 
lion) may  have  been  hurt  by  the  U.S. 
recession  and  soft  dollar,  but  eager  car 
buyers  in  other  countries  more  than 
compensated.  One  reason:  the  re- 
vamped classic  911.  Due  in  a  few 
years:  Porsche's  first  car  with  a  back 
seat.  "Some  of  our  customers  need 
more  room,"  dryly  explains  a  compa- 
ny spokesman. 

The  Porsche  family  controls  the  car 
company.  It  also  controls  Austria's 
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with  tamily;  the 
Punk  Princess 
What  will  be- 
come of  his 
strange,  trou- 
bled legacy? 


private  Porsche  Holding;  its  diversi- 
fied interests  include  exclusive  wv  and 
Audi  import  rights. 

Founder  Ferdinand  Porsche,  who 
left  Daimler  to  design  his  own  cars  in 
the  1930s,  designed  the  Volkswagen 
Beetle  and  started  making  Porsches  in 
Austria  around  1945.  Porsche  cars 
moved  back  to  Stuttgart  in  1950.  His 
son  Ferdinand  (Ferry)  took  over 
while  his  daughter  Louise  Piech  ran 
the  Austrian  business. 

In  1971  the  family  agreed  to  pass 
management  of  both  companies  to 
professionals.  That's  one  reason 
Louise's  son,  Ferdinand  Piech,  is  chief 
executive  of  Audi,  not  of  Porsche.  But 
the  family  still  dominates  the  supervi- 
sory board  of  the  publicly  quoted 
Porsche  A.G.  (and  keeps  all  voting 
shares  in  a  trust);  its  current  chairman 
is  Ferdinand  Alexander  Porsche,  56, 
designer  of  the  911  and  grandson  of 
the  founder.  -P.G. 


Prince  Albert  von 
Thum  und  Taxis 

At  age  8,  Prince  Albert  is  sole  heir  to  a 
strange  patrimony.  His  father,  Fuerst 
Johannes  von  Thurn  und  Taxis  (a.k.a. 
Taxi  boy  and  Johnny  tnt),  died  in 
December,  age  64.  Albert's  mother, 
Gloria,  30,  is  sometimes  called  the 
"Punk  Princess."  The  family  fortune 
is  estimated  at  $1  billion. 

Now  Prince  Albert  is  the  largest 
landholder  in  Europe,  the  1 2th  prince 


of  the  line  that  founded  the  Holy 
Roman  Empire's  postal  service  500 
years  ago.  Bismarck  ended  that  mo- 
nopoly in  1867,  but  the  clan  wound 
up  with  vast  tracts  of  land.  Johannes 
hired  a  management  team,  led  by 
former  McKinsey  man  Helge  Peter- 
sen, to  modernize  a  troubled  hodge- 
podge of  interests  that  range  from  a 
private  bank  to  breweries  to  forests 
and  agricultural  lands. 

Petersen  proposed  running  young 
Albert's  fortune  as  a  foundation.  That 
would  have  given  his  management 
team  broad  executive  powers — and 
apparently  marginalized  Gloria.  She 
would  have  none  of  it.  He  has  de- 
camped, to  Wasserstein  Perella.  An 
orphan's  court  is  in  control.  When 
Gloria  gets  the  court's  approval,  she 
and  her  advisers,  including  newly 
hired  Swiss  consultant  Nicolas  Hayek, 
will  likely  shecJ  unprofitable  business- 
es. The  Punk  Princess  will  soon  be 
able  to  show  whether  she  has  any  flair 
for  business.  -D.F. 


Werhahn  family 

Last  November  clan  leader  Heribert 
Werhahn,  65,  plunged  to  his  death 
hiking  in  the  Bavarian  Alps.  Two 
months  later  the  family  name  was 
dragged  into  press  reports  linking 
Strabag  Bau,  the  big  construction 
company  the  Werhahns  control,  with 
over  70  violations  of  the  arms  embar- 
go against  Iraq.  The  company  says  it 


The  late  Heribert  Werhahn 
Just  one  of  his  successors' 
problems:  Will  Saddam  Hussein 
be  a  $100  million  deadbeat? 


acted  to  protect  the  lives  of  its  em- 
ployees still  in  Iraq.  The  German  gov- 
ernment is  investigating.  Strabag  had 
been  working  on  a  highway  and  air- 
port at  Basra  since  1980,  and  is  still 
owed  around  $100  million  for  work 
completed. 

To  fill  Heribert's  shoes,  the  Wer- 
hahns named  Joachim  Gerhard,  a 
nonfamily  man,  as  chairman  of  the 
supervisory  board  at  both  Strabag  and 
the  family  holding  company,  Wilhelm 
Werhahn  K.G.  Power  on  the  five- 
person  Werhahn  board  is  concentrat- 
ed in  three  cousins — Wilhelm,  52, 
Michael,  42,  and  Anton,  32 — who 
keep  tabs  on  the  estimated  $1  billion 
fortune  for  the  roughly  180  family 
members.  -P.G. 


202 


Forbes"  July  22,  1991 


Karl  and  Theo  Albrecht 

The  Aldi  supermarkets  in  Berlin  are 
overrun  with  Poles  these  days.  The 
big  attraction:  500  to  600  basic  prod- 
ucts, mostly  canned  or  packaged 
goods,  sold  from — or  by — the  carton 
at  prices  20%  below  other  stores.  La- 
bor at  Alcii  never  exceeds  4%  of  sales; 
net  margins  are  a  healthy  1.5%  on 
total  turnover  of  $13.3  billion,  ac- 
cording to  trade  paper  Lebensmittcl 
Zeitun_0. 

Founded  in  1948  by  the  secretive 
Albrecht  brothers — Theo,  69,  and 
Karl,  71 — the  discount  empire,  worth 
an  estimated  $3  billion,  operates 
2,100  stores  in  western  Germany  plus 
20  of  a  planned  500  to  600  in  eastern 
Germany.  The  smallish  Aldi  stores 
have  spread  to  neighboring  countries. 
Some  300  prosper  in  the  American 
Midwest. 

Lately,  the  brothers  are  trying  Brit- 
ain. Its  old-boy  supermarket  industr)' 
(see  Sainsbury)  doesn't  like  that.  Only 
15  Aldis  have  opened — 60  stores  be- 
hind schedule.  The  Office  of  Fair 
Trading  threw  out  Aldi's  complaint 
that  British  suppliers,  pressured  by 
major  retailers,  refused  to  sell  to  Aldi. 
The  case  brought  Aldi  lots  of  good 
publicity,  and  the  British  love  an  un- 
derdog, especially  one  with  bargains. 
Aldi  wants  200  stores  in  Britain  and  is 
also  looking  at  Italy  and  Spain.  The 
Albrechts'  motto — "Poor  people 
have  to  buy  cheaply,  rich  people  like 
to" — seems  to  travel  well.  -D.F. 


Otto  family 

Like  Grete  Schickedanz,  the  Ottos 
smell  opportunity  in  what  was  East 
Germany.  Best  known  for  their  Otto 
Versand,  world's  largest  mail-order 
house,  with  annual  sales  of  nearly  $9 
billion,  the  Ottos  also  have  sizable  real 
estate  interests.  They  will  invest  over 
$500  million  to  build  10  shopping 
centers  in  the  now  cheap  east,  then 
manage  them  like  the  32  they  run  in 
the  west. 

While  Grete  Schickedanz'  Quelle  is 
bigger  in  Germany,  Otto  Versand  is 
larger  worldwide.  It  has  achieved  this 
by  buying  established  catalog  names 
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GENE  SHALIT  REGISTERS  HERE. 


CONSUMMATR  CRITIC  &  KERNEL  CONNOISSEUR 

After  a  steady  diet  of  cinema, 
he  craves  Registry  luxury. 


REGISTRY 

'  Hotels  &Resorts 


For  Reservations: 

1-800-247-9810 


Scottsdale 


Naples 


TampalSt.  Petersburg  Beach 


Minneapolis 


100%  U.S.  GOVERNMENT 

GUARANTEED  PORTFOLIO 

SECURITIES! 

Fund's  portfolio  securities  are  100% 

uaranteed  as  to  the  timely  payment  of 

interest  and  principal.  Of  course,  the  market 

value  of  the  Treasury  securities  and  the  Fund 

shares  are  neither  guaranteed  nor  insured  by  the 

U.S.  Government. 

UNIQUE  TAX  ADVANTAGE! 

Due  to  its  structure,  this  is  the  only  fund  of  its  kind 

that  can  offer  state  and  local  tax-free  income  in  49  states. 

Call  for  today's  high  current  yield! 


Dreyfus  Special  Offer! 

For  a  period  of  time,  the  usual  management  fee  is  being  waived  to 
boost  your  effective  high  money  market  return.  Call  for  details. 


•  100%  U.S.  Treasuries  •  No  State  or  City  Taxes 
•  $2,500  Minimum  Investment 

For  more  complete  information,  including  management  tee,  charges  and  expenses, 
obtain  a  Prospectus  bv  calling  toll-free.  Please  read  the  Prospectus  carefully  before  you  invest. 

TMk  1-800-782-6620 

Vv*,!*  g*  Ask  for  Extension  4256 

lyrreyfuS  100%  us.  Treasury 

P.O.  Box  3498,  Camden,  NJ  08101     MoHCy  Market  Fund,  L.P.  UST446 

'Source:  Based  on  information  provided  by  IBC/Donoghue's  Money  Fund  Report  for  20  money  market 
funds  investing  100%  in  U.S.  Treasuries  for  the  7-day  period  ending  June  18, 1991  and  reflects  current 
absorption  of  certain  Fund  expenses  by  manager  as  part  of  Special  Offer,  which  may  be  terminated. 
Had  the  management  fee  not  been  waived,  the  yield  would  have  been  lower.  Fund's  yield  fluctuates. 
Past  performance  is  no  guarantee  of  future  results.  Income  is  subject  to  Federal  tax.  There  can  be  no 
assurance  that  the  Fund  will  be  able  to  maintain  a  stable  net  asset  value  of  $1.00  per  share. 
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NOTHING 

PERFORMS  LIKE 

A  HANDYCAM. 

MAYBE 

THAT'S  WHY 

SO  MANY 

PEOPLE 

PERFORM  FOR  IT. 


Something  happens  when  you  put  a  Sony  Handycam®  camcorder  in  front  of  people.  They  turn  into  actors.  But 
you'd  expect  Sony  to  bring  out  the  camcorders  that  bring  out  the  best  in  people. 

Just  look  at  our  new  Handycam  CCD-F501.  It  has  a  powerful  lOX  zoom,  hi-fi  stereo  sound  and  a  full  two  hours  of 
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It's  a  Sony 


recording  time.  And  Sony's  bright,  detailed  8mm  picture  helps  make  the  most  of  baby's  every  performance.What's  more, 
the  Handycam  CCD-F501  is  a  joy  to  use.  Because  it's  rich  in  features  instead  of  complexities. 
That's  why  Handycam  is  America's  most  popular  camcorder.  After  all,  it's  a  Sony. 


Germany 


Werner  Otto 

He  laid  the  foundation  for  a  global  mail-order  house. 


that  need  turning  around.  In  the 
U.S.,  the  Otto  family  owns  Spiegel, 
whose  revenues  have  nearly  quintu- 
pled since  1982.  In  France  it's  3 
Suisses.  In  Japan,  Otto  Sumisho.  And 
as  of  March,  in  Britain  it's  Grattan. 

Werner  Otto,  81,  fled  from  eastern 
Germany  to  Hamburg  after  the  war  to 
start  his  mail-order  business.  In  the 
early  1960s  he  sold  off  a  minority 
stake  and  reinvested  the  proceeds  in 
real  estate — first  in  Germany,  then  in 
Toronto  in  the  1 960s  and  New  York 
in  the  mid-1970s.  Today  son  Mi- 
chael, 48,  runs  Otto  Versand  and  has 
pushed  global  diversification;  both 
oversee  the  real  estate.  Total  fortune: 
at  least  $2.5  billion.  -P.G. 


Schickedanz  family 

Prewar,  Quelle  was  Germany's  equiv- 
alent of  Sears,  Roebuck.  After  East 
Germany's  communists  fell  in  1989, 
Quelle  took  a  survey  and  found  that 
97%  of  East  Germans  knew  the  Quelle 
name.  Quelle  hastily  compiled  mail- 
ing lists.  When  the  "Easties"  got  DM 
for  their  fiinny  old  Ostmarks  last  July, 
they  soon  had  2.5  million  hefty 
Quelle  catalogs  in  their  hands,  offer- 
ing everything  from  high  fashion  to 
garden  tools.  Quelle's  domestic  turn- 
over last  year  shot  up  28%,  to  $4.8 
billion,  with  six  months  of  eastern 
German  consumption  alone  account- 


RIGHT: 

Grete  Schickedanz 
and  sons-in-law 
In  Germany, 
almost  everyone 
knows  Quelle. 
Even  the 
Easties. 


ing  for  a  huge  $611  million  in  sales. 

Grete  Schickedanz,  79,  and  her 
two  daughters  own  the  catalog  busi- 
ness founded  by  her  husband  in  1927. 
She  intends  to  push  deeper  into  what 
was  once  East  Germany.  By  year-end, 
expect  1,200  depots.  Over  $500  mil- 
lion is  being  pumped  into  a  new, 
high-tech  distribution  center  in  Leip- 
zig and  smaller  ones  near  Dresden 
and  Berlin. 

Grete  also  likes  Spain,  another  de- 
veloping market.  But  its  postal  system 
is  unreliable.  So  Quelle  teamed  up 
with  Tabacalera,  whose  fleet  of  deliv- 
ery trucks  crisscrosses  the  country  dai- 
ly to  distribute  cigarettes  to  20,000 
estancos,  or  kiosks.  Now  they  deliver 
Quelle  packages,  too,  and  the  kiosks 
are  little  depots.  'Tn  Spain  the  market 
for  mail  order  is  only  0.6%,  compared 
with  western  Germany's  5%  of  the 
retail  sector,"  says  Quelle  executive 
Harald  Schroff.  ''We'll  get  the  Span- 
ish accustomed  to  it."  -D.F. 


Otto  Beisheim 

Very  private  Otto  Beisheim,  about  67 
(his  birth  date  is  unknown),  is  a  Ger- 
man-born Swiss  citizen  who  runs  his 
holding  companies  from  the  low- tax 
canton  of  Zug.  He  owns  a  third  of 
Metro,  which  he  founded  in  1964. 
(See  also  Haniel  and  Schmidt-Ruthen  - 
beck.)   One   of  the   largest   retailer- 
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wholesalers  in  the  world,  Metro  is  also 
the  most  secretive.  The  company 
keeps  such  a  tight  lid  on  information 
flow  that  even  a  journalist's  simplest 
questions  can  be  answered  only  by 
Chief  Executive  Erwin  Conradi. 

Last  year  Metro  bought,  and  quick- 
ly resold,  15%  of  Adidas  when  the 
Dassler  family  decided  to  sell.  In  the 
U.S.,  Metro  owns  Jetro,  wholesale 
cash-and-carr}'  superstores. 

Lately  Beisheim,  who's  worth  over 
$2  billion,  has  been  making  deals  with 
Hollywood.  His  newly  created  Me- 
dien  Handels  A.G.  bought  the  Ger- 
man rights  to  broadcast  some  2,500 
films  last"  year  from  Leo  Kirch  for  a 
reported  $110  million  to  $165  mil- 
lion. He's  already  flipped  over  1,200 
titles  (including  Fatal  Attraction  and 
Tootsie)  to  private  TV'  station  Pro  7, 
apparently  at  a  big  profit.  -D.F. 


Haniel  family 

Collectively,  the  300  Haniel  family 
members  constitute  Germany's  rich- 
est family.  The  fortune,  based  on  their 
235-year-old  Franz  Haniel  &  Cie 
GmbH  (they  also  own  a  third  of 
Metro),  is  estimated  at  about  $5.3 
billion.  Over  half  of  Haniel  group 
sales  are  in  the  U.S.,  mainly  at  Okla- 
homa City's  Scrivner  Inc.,  the  third- 
largest  U.S.  food  wholesaler.  Haniel 
has  built  Scrivner  sales  from  $547 


million  to  $6  billion  in  little  more 
than  a  decade.  Haniel's  headquarters 
is  still  in  the  old  Ruhr  town  of  Duis- 
burg,  where  Frederick  the  Great 
granted  Haniel  ancestor  Jan  Wilhelm 
Noot  the  right  to  build  a  warehouse, 
aiul  the  business  began.  -D.F. 


Schmidt-Ruthenbeck 
family 

The  mysterious  brothers  Michael  and 
Rainer  Schmidt-Ruthenbeck  own 
one-third  of  the  discount  retailing 
giant  Metro  Group,  which  they  co- 
founded  with  Otto  Beisheim  and  the 
Haniel  fimily.  Metro  says  little  about 
them;  they,  nothing.  A  family  compa- 
ny in  Germany  is  a  lawyer's  office, 
fronting  for  another  company,  a 
lawyer's  office  in  Switzerland.  There 
the  trail  goes  cold. 


Karl  Heinz  Kipp 

Worth  an  estimated  $2.3  billion,  Karl 
Heinz  Kipp,  67,  is  an  ex- retailer 
turned  real  estate  man  who  owns  the 
land  under  27  stores  of  the  big  Ger- 
man retail  chain  Massa  A.G.  He  also 
owns  four  top  Swiss  hotels,  including 
the  Tschuggen  hotel  in  Arosa,  where 
he  lives.  His  Manhattan  real  estate, 
mostly  office  buildings,  is  looked  after 
by  son  Ernst  Ludwig,  who  lives  in 
Annapolis,  Md.  -P.G. 


Reinhard  Mohn  and  family 

The  world's  second-largest  media 
conglomerate,  behind  Time  Warner, 
Bertelsmann  (1990  sales,  $7.4  bil- 
lion )  publishes  bestsellers  by  Danielle 
Steele,  distributes  records  by  Whitney 
Houston  and  owns  74%  of  Gruner  + 
Jahr,  which  puts  out  popular  maga- 
zines Stern  (Germany)  and  Parents 
(U.S.).  This  year  it's  gotten  into 
newspapers  in  east  Germany,  and  is 
seeking  growth  in  Europe's  deregu- 
lated private  broadcasting  sector. 

Reinhard  Mohn,  70,  who  resur- 
rected his  family's  publishing  business 
from  World  War  IPs  ashes,  retired 
from     the    supervisory     board    last 


month.  His  children  play  no  role,  and 
69%  of  the  Mohns'  nearly  90%  cquit>' 
in  Bertelsmann — worth  $3.5  bil- 
lion— will  go  to  a  foundation  after 
Reinhard's  death.  -D.F. 


Conle  family 

When  Kurt  Conle  died  in  1966,  he 
left  to  his  widow  Hilde  and  daughters 
Beate  Huttner,  Vera  Conle-Kalin- 
owski  and  Ulrike  Paulus  his  company, 
Conle  &  Co.  It  in  turn  currently  holds 
60%  of  LTU  ( 1990  sales,  $1.2  billion), 
the  German  charter  and  vacation  air- 
line. Most  of  the  rest — 34% — was  sold 
in  1989  to  Westdeutsche  Landesbank 
for  a  reported  $340  million.  The  bank 
bounced  one  daughter's  husband  out 
of  the  company.  She's  suing. 

Value  of  the  Conle  family's  hold- 
ings: $1.1  billion.  '     -P.G. 


Herz  family 

The  Herz  family,  worth  over  $1.6 
billion,  owns  Germany's  famous 
Tchibo  coffee  retailing  chain  and  63% 
of  its  largest  cigarette  maker.  Jumping 
early  into  east  Germany  was  risky,  but 
it  paid  offin  big  market  share.  Battling 
Philip  Morris  in  cigarettes,  though, 
has  proved  less  successful. 

Gunter  Herz,  51,  runs  the  place 
and  shares  ownership  of  Tchibo 
Holding  A.G.  with  four  siblings  ancJ 
their  widowed  mother.  Gunter  makes 
no  secret  that  Tchibo  won't  be  run  by 
family  forever.  "We  have  options,"  he 
smiles.  -P.G. 


FriedHch  Karl  Flick  Jr. 

In  December  the  twice-divorced  for- 
mer industrial  magnate  emerged  from 
self-imposed  seclusion  to  marry  In- 
grid  Ragger,  an  attractive  31 -year-old 
blonde,  in  a  highly  publicized  civil 
ceremony.  He  is  64.  The  press  was 
better  than  the  Flicks  are  used  to.  His 
father,  Friedrich  Sr.,  drew  seven  years 
in  Nuremberg.  And  the  notorious 
Flick  Affair,  a  political-payoffs  scandal 
named  for  Flick  Jr.,  shook  the  Ger- 
man   government   in    the    Eighties. 


Forbes  ■  July  22,  1991 


207 


Germany 


Friedrich  Karl  Flick  Jr. 

How  happy  the  bride  must  be. 


Manfred  von  Oppenheim 

EC-wide  bank  consolidation?  No  sweat. 


Hlick  then  abruptly  sold  his  business 
empire  and  all  but  disappeared  with 
his  $2.8  billion  fortune.  According  to 
Bunte  magazine,  he  has  a  $16  million 
villa  in  Munich,  a  Manhattan  pent- 
house, a  castle  near  Paris,  homes  on 
the  Cote  d'Azur  and  in  Palm  Springs, 
a  household  staft  of  1 00,  a  Gulfstream 
jet  and  a  vacht.  Congratulations  to 
the  bride.  '  -D.F. 


Josef  Schorghuber 

After  40  years  of  lousy  beer,  east 
Germans  have  bellied  up  to  west  Ger- 
man brands  with  gusto,  and  Josef 
Schorghuber,  71,  is  doing  his  part  to 
quench  their  thirst.  His  Paulaner 
brewery,  Bavaria's  largest,  was 
stretched  to  capacity  last  year;  it  is 
looking  to  buy  or  build  an  eastern 
brewery,  and  beer  halls  in  which  to  sell 
the  suds. 

Sometimes  called  the  "Bavarian 
Goldfinger"  because  of  his  impressive 
business  deals  and  equally  impressive 
girth,  Schorghuber  made  his  first 
money  in  Munich  real  estate  in  the 
1950s  and  1960s.  He  built  the  mas- 
sive Arabellapark  on  a  large  tract  of 
open  land  not  far  from  downtown 
Munich.  The  office  and  apartment 
complex  is  named  after  his  24-year- 


old  daughter  Arabella,  but  son  Stefan, 
29,  is  slated  to  take  over  some  day. 
The  family's  net  worth  is  estimated  at 
$2.1  billion.  -P.G. 


Rochling  family 

Some  150  family  members  strong, 
the  Rochlings  are  an  old  German  coal 
and  steel  clan.  They  see  one  of  their 
main  companies,  arms  and  machine 
tools  maker  Rheinmetall  A.G.,  be- 
hind the  curve,  and  are  moving  into 
electronics  and  communications  un- 
der family  members  Kurt  Wigand 
Freiherr  von  Salmuth,  60,  and  Arthur 
Graf  Saurma-Jeltsch,  63.  The  far- 
flung  family  owns  companies  worth 
some  $1.6  billion.  -P.G. 


von  Oppenheim  family 

Their  private  banking  house  of  Sal. 
Oppenheim  Jr.  &  Cie  ($3.1  billion 
assets)  makes  the  von  Oppenheim 
cousins — Manfred,  67,  and  Alfred, 
57 — worth  some  $2.4  billion.  To 
compete  against  larger  banks,  they 
ha\'c  been  raising  capital  by  selling 
valuable  assets  accumulated  for  gen- 
erations. Since  the  bank  was  founded. 


in  1789,  the  von  Oppenheims  have 
weathered  15  currency  changes  and 
1 1  state  systems,  including  the  Third 
Reich.  It's  likely  they  can  weather  the 
current  wave  of  European  bank  con- 
solidation, too.  -D.F. 


EHvan  Haub 

Haub,  58,  owns  Tengelmann  Group, 
the  German  supermarket  chain, 
worth  some  $4.9  billion.  In  the  U.S., 
Tengelmann  owns  53%  of  A&P.  Haub 
reportedly  wants  to  operate  1,000 
stores  in  eastern  Germany  within  five 
years.  Known  as  the  greenest  German 
billionaire,  he  promotes  phosphate- 
free  detergents  in  his  stores.  He  is  also 
openly  pro-American.  When  Haub 
took  out  fijll-page  ads  in  big  German 
national  dailies  supporting  the  U.S.  in 
the  Gulf  war,  several  Tengelmann 
stores  were  set  aflame.  -D.F. 


Willi  Leibbrand 

Willi  Leibbrand,  59,  built  his  little 
food  wholesaler  into  a  giant  discount 
supermarket  chain  so  fast  and  flirious- 
ly  in  the  1970s  that  he  became  known 
as  Germany's  king  of  retailing.  He 
sold  out  in    1989   for  25%  of  the 
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Cologne -based  Rewe  cooperative 
chain.  With  his  other  assets,  Leib- 
brand  is  worth  over  $1  billion.  He 
has  also  sold  out  most  of  his  interest 
in  Furr's  126-store  supermarket 
chain,  based  in  Lubbock,  Tex.; 
Leibbrand  and  a  partner  bought 
Furr's  in  1984.  -P.G. 


August  and  Wilhelm 
von  Finck 

August  and  Wilhelm  von  Finck,  61 
and  63,  together  worth  $2.5  billion, 
split  the  family's  assets  in  1989.  Last 
September  August  sold  the  family's 
famous  private  bank,  Merck  Finck,  to 
Barclays.  The  brothers'  children  show 
no  interest  in  banking,  and  competi- 
tion is  on  the  rise.  Wilhelm  has  kept 
the  vast  forest  and  farmlands  near 
Munich.  August  has  kept  90%  of  the 
Lowenbrau  brewery.  -D.F. 


Voith  family 

The  Voiths,  worth  around  $1.7  bil- 
lion, are  new  to  the  billionaire  list  this 
year.  There  are  two  family  branches: 
one  descended  from  Hanns  Voith, 
the  other  from  his  brother  Hermann 
(both  brothers  are  now  dead).  The 
two  branches  each  own  50%  of  J.M. 
Voith  GmbH,  maker  of  water  tur- 
bines and  papermaking  machinery 
(1990  sales,  $1.5  billion). 

The  two  sides  fell  out  in  1989  over  a 
merger  proposal.  Often  such  a  fight 
destroys  a  family  company.  That  it  did 
not  destroy  J.M.  Voith  owes  to  some 
shrewd  planning  by  a  nonrelative 
named  Hugo  Rupf 

In  the  mid-1970s  Rupf  foresaw 
that  a  future  family  squabble  might 
wreck  his  20  years  of  accomplish- 
ments as  company  chief  executive  of- 
ficer. So  he  put  together  a  special 
supervisory  board  studded  with  some 
of  the  biggest  names  in  Germany — it 
now  includes  the  CEOs  of  Mercedes 
and  Bosch  and  the  former  ceo  of 
Thyssen.  Rupf  also  set  it  up  so  that 
only  a  75%  majority  could  remove  his 
board.  Neither  family  branch  can  do  it 
alone.  Thus  are  the  potential  forces  of 
destruction  held  in  check. 

The  Voith  company  was  founded 


HansGerling 

He  lost  control  of  bis  company  once;  got  it  back.  Now  be's  keeping  it. 


in  1867  by  Johann  Matthaus  Voith, 
who  patented  machinery  to  grind 
trees  into  pulp  and  make  paper.  Later 
came  sturdy  water  turbines:  A  Voith 
turbine  from  1903  is  still  generating 
electricity  at  Niagara  Falls.  The 
founder's  grandson,  Hanns  Voith, 
was  the  last  family  member  active  in 
management,  leaving  in  1969.  In  any 
family,  the  managerial  blood  can  run 
thin.  But  thanks  to  Rupf,  the  Voiths' 
namesake  company  can  continue  to 
prosper  and  enrich  the  Voiths,  if  nec- 
essary, despite  themselves.         -P.G. 


Hans  Gerling 

Hans  Gerling,  76  and  said  to  be  ail- 
ing, has  put  an  old  friend,  Adolf 
Kracht,  in  charge  of  his  family's  giant 
industrial  insurer,  Gerling- Konzern 
(estimated  worth,  $1.9  billion).  Son 
Rolf,  37,  studies  industrial  psycholo- 


gy and  lives  in  Zurich. 

As  lead  insurer  for  a  "who's  who" 
of  German  big  business — base, 
Hoechst,  Bayer,  Siemens,  BMW — 
Gerling-Konzern  is  now  the  fourth- 
largest  insurance  firm  in  Germany. 
What  does  the  fiiture  hold?  "There's 
lots  of  interest  from  the  Americans 
and  Japanese,  but  we  have  no  interest 
in  selling,"  says  Herwig  Gueckel- 
horn,  a  board  member.  -D.F. 


Haindl  family 

While  western  German  newspaper 
barons  fight  for  new  markets  in  east- 
ern Germany,  the  family-owned 
Haindl  Group  (1990  sales,  $1.2  bil- 
lion; estimated  worth,  $1.3  billion) 
from  Augsburg  does  a  brisk  busi- 
ness selling  them  the  newsprint. 
And  with  trees  a  scarce  commodit)' 
in  Germany,  the  Haindls  have  be- 
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Two  bottom 


Recently,  Compaq  significantly 
'reduced  prices  on  its  most  popular 
personal  computers  and  PC  systems.  . 
This  will  have  a  tremendous  impact  on  your 
bottom  line.  And  not  because  of  cost  alone. 

Our  new  prices  mean  there's  nothing  now  standing  between  you 
and  the  high  performance  of  COMPAQ.  You  won't  have  to  make  do  with  a 
compromise  instead  of  the  COMPAQ  PC  you  want. 

Our  new  prices  also  mean  you  can  afford  to  let  all  your  users  work 
with  the  PCs  that  simply  work  better. 

COMPAQ  PCs  deliver  optimal  performance,  so  your  users  will  spend 
less  time  waiting.  And  more  time  working. 

Our  PCs  endure  relentless  reliability  tests,  so  downtime  is  reduced. 
And  as  we  all  know,  downtime  means  money 

COMPAQ  PCs  also  offer  the  utmost  in  compatibility  So  you  can  spend 
your  time  working  on  business  issues,  not  computer  issues. 


COMPAQ.  Registered  U.S.  Patent  and  Trademark  Office.  ©  1991  Compaq  Computer  Corporation,  All  rights  reserved. 


■line  reasons 
QOMFMPC 


Finally,  COMPAQ  PCs  are  supported  by  one  of  the  best-trained  dealer 
networks  in  the  industry.  Dealers  who  are  committed  to  giving  you  compre- 
hensive computing  solutions,  not  just  computers. 

From  the  beginning,  COMPAQ  PCs  have  delivered  the  performance, 
reliability  and  compatibility  you've  asked  for.  Now,  they  also  deliver  it 
more  affordably. 

All  this  makes  quite  a  statement.  Especially  on  your  bottom  line. 

To  get  the  facts,  call  your  Authorized  COMPAQ  Computer  Dealer  for 
pricing  and  product  information.  Or  call  1-800-231-0900,  Operator  161,  and 
we'll  mail  you  our  new  suggested  resale  prices  and  the  location  of  the  dealer 
nearest  you.  In  Canada,  just  call  1-800-263-5868,  Operator  161. 


comPAa 


Germany 


Konrad  Henkel 

Don't  fight  the  whales  in  the  ocean; 

be  the  big  fish  in  your  own  iaite. 

come  acknowledged  leaders  in  pa- 
per recycling  technology. 

Fourth-generation  Haindls  run  the 
company.  Ernst,  65,  great-grandson 
of  founder  Georg,  has  been  in  charge 
for  more  than  20  years.  His  brother 
Clemens,  54,  and  members  of  the 
fifth  generation  are  waiting  in  the 
wings.  -P.G. 


Gnindig  family 

Max  Grundig,  one  of  Germany's 
most  admired  postwar  entrepreneurs 
(electronics),  died  in  1989,  at  81. 
He  left  third  wife  Chantal,  42, 
whom  he  married  late  in  life,  and 
several  children  income  from  a  foun- 
dation with  nearly  6%  of  Dutch 
electrical  giant  N.V.  Philips  anci  oth- 
er assets  worth  some  $1.9  billion. 
The  Grundig  heirs  busy  themselves 
running  seven  hotels  and  a  health 
clinic.  And  clipping  coupons.  -P.G. 


Henkel  family 

The  fourth-generation  Henkel  family 
owns  specialty  chemicals  and  deter- 
gents combine  Henkel  KGaA,  esti- 
mated at  $4.2  billion.  It  flourishes  in 
Germany  by  avoiding  products  domi- 
nated by  the  big  three  (BASF,  Bayer, 
Hoechst),  sticking  to  core  businesses 
where  it  is  a  world  leader:  raw  material 
for  cleaning  agents,  adhesives  and  sur- 
face treatment  systems  for  automo- 
biles. Henkel  is  in  the  U.S.  with  a  joint 
venture  with  Ecolab  and  investments 
in  Clorox  (27%)  and  Loctite  (27%). 
Konrad,  75,  retired;  expect  nephew 
Albrecht  Woeste,  55,  to  continue  his 
successftil  ways.  -D.F. 


Oetker  family 

Octker  brand  food  products  are  rec- 
ognized by  96%  of  German  house- 
holds. The  private  company  has  been 
in  the  family  for  four  generations,  and 
is  now  headed  by  August  Oetker,  47. 


Rudolf  Oetker,  third  generation 

The  fourth  generation  has  the  baton. 


Oetker  Group  (estimated  sales,  $2.8 
billion)  is  a  hodgepodge  of  medium- 
size  interests  worth  $2.6  billion:  food, 
shipping,  private  banking,  insurance, 
luxury  hotels,  a  Berlin  supermarket 
chain  and  breweries.  For  the  1990s 
look  for  smallish  acquisitions  in  exist- 
ing branded-goods  lines.  -D.F. 


Merck  family 

The  Merck  family's  E.  Merck,  a  well- 
known  drug  and  chemicals  firm  (and 
unrelated  to  the  U.S.'  Merck  Pharma- 
ceutical), is  worth  some  $2.2  billion. 
It's  showing  signs  of  stress  keeping  up 
in  drug  research,  but  the  chemicals 
side  makes  liquid  crystals  for  laptop 
computers.  The  man  to  watch  is  CEO 
Hans  Joachim  Langmann,  66,  who 
married  into  the  family  and  fought  to 
keep  family  control  when  that  was  in 
doubt  in  the  early  1960s.  Retirement 
now  beckons,  and  Langmann  has  yet 
to  pick  a  successor.  -P.G. 


Quandt  family 


Herbert  and  Harald  Quandt  rescued 
automaker  BMW  from  bankruptcy  in 
1959  and  built  the  company  up  to 
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Those  who  knew  him  called  him  Doc. 
And  while  some  of  us  devote  our  passions  to  our 
careers  or  our  homes  or  cars,  George  "Doc"  Sutton  devoted 
his  passion  to  birds. 

His  friends  were  the  neglected  and  the  endangered. 
His  adversaries,  carelessness  and  ignorance. 

Through  his  teaching 
and  research,  through  his 
writing  and  painting,  and 
through  his  vision,  he 
created  awareness  of  birds 
as  precious  environmental 
barometers. 

And  that  awareness 
created  change:  the  bald 
eagle,  only  10  years  ago 
battling  extinction,  is  now 
increasing  in  number  in 
the  United  States.  And  the 
efforts  for  eagles  and  other  birds  continue. 

Phillips  Petroleum  is  privileged  to  keep  the  spirit 
of  Doc  alive  with  an  ongoing  commitment  to  the  George 
Miksch  Sutton  Avian  Research  Center 

PHILLIPS  PETROLEUM  COMPANY© 


Formore  information,  contact  the  George  Miksch  Sutton  Avian  Research  Center,  Inc.,  P.O.  Box  2007,  Bartlesvilk,  Oklahoma  74005. 


Germany 


The  late  Herbert  Quandt 

Without  his  rescue  of  the  company, 

there  might  not  be  any  BMWs  today. 


today's  international  eminence.  Borii 
are  dead.  Herbert's  widow,  Johanna, 
64,  and  children  Susanne,  28,  and 
Stefan,  25,  own  62%  of  BMW  and 
control  various  other  German  compa- 
nies. Herbert  Quandt's  four  other 
children  by  previous  marriages  got 
lesser  properties.  Harald  Quandt's 
heirs  swapped  their  BMW  shares  for 
Herbert's  10%  stake  in  Daimler-Benz, 
which  they  sold  for  DM1  billion  in 
1974.  The  combined  Quandt  wealth: 
around  $3.*7  billion.  -D.F. 


Von  Siemens  family 

The  200  members  of  the  von  Siemens 
family  share  the  proceeds  from  a  trust 
that  holds  over  10%  of  Siemens  A.G. 
and  more  of  its  votes.  The  tmst's 
holding  is  worth  some  $1.7  billion. 

In  years  past  Siemens  was  run  by 
gifted  family  members  who  made  it 
one  of  the  world's  great  manufactur- 
ers of  electrical  machinery.  One  of  the 
last  of  those  family  members,  Ernst 
von  Siemens,  who  guided  Siemens 
from  1949  to  1956,  died  in  Decem- 
ber, at  88.  Today  Siemens — which  is 
in  everything  from  nuclear  reactors 
and  streetcars  to  light  bulbs,  home 
appliances  and  computers — is  playing 


Peter  Carl  von  Siemens 

Middle  manager,  top  pedigree. 


catch-up  in  computers  with  U.S.  and 
Japanese  competitors.  The  recently 
created,  publicly  quoted  Siemens 
Nixdorf  subsidiary  has  yet  to  turn 
profitable.  -P.G. 


I  anti-AlDS  compound,  BI-RG-587, 
which  appears  to  be  less  toxic  than 
AZT.  -D.F. 


Freudenberg  family 

Freudenberg  &  Co.  (revenues,  $2.4 
billion)  makes  its  namesake  family 
worth  some  $1.6  billion.  Started  in 
1849  as  a  tannery,  the  company  still 
makes  shoes  (including  Elefanten 
children's  shoes,  available  in  the  U.S.) 
and  other  leather  goods.  It  is  also  now 
Germany's  largest  textile  producer. 
Various  specialty  divisions  (examples: 
oil  seals  and  vibration  dampers  for 
cars)  are  being  pruned. 

"We  want  to  concentrate  on  areas 
where  we  have  expertise,"  explains 
Reinhart  Freudenberg,  59,  chief  ex- 
ecutive officer  and  one  of  the  260 
family  members  who  together  own 
the  company.  -D.F. 


Mann  family 

A  onetime  woodworker,  Hugo 
Mann,  77 ^  built  up  Wertkauf/Mann 
Group's  20  hypermarkets  before  Ger- 
man zoning  laws  tightened.  Now, 
with  no  new  competition  to  fear,  he 
watches  over  son  Johannes,  39,  who 
took  over  as  chief  executive  two 
years  ago.  The  family's  $1 -billion- 
plus  fortune  is  evenly  divided  among 
Hugo  Mann,  his  wife,  and  their 
three  children.  -P.G. 


Boehringer  family 

Worth  $2.2  billion,  Boehringer  In- 
gelheim,  the  big,  private  German 
pharmaceutical  company  built  up  by 
Dr.  Ernst  Boehringer  in  the  1920s,  is 
owned  by  his  family  and  run  by  his 
nephew,  Hubertus  Liebrecht.  It  does 
75%  of  its  $2.6  billion  sales  abroad. 
Best  known  overseas  for  licensing  car- 
diac drug  Activasc  from  Genentech, 
Boehringer  has  also  started  clinical 
trials  in  the  U.S.  on  its  own  promising 


Bosch  family 

The  eponymous  founder  of  Robert 
Bosch  GmbH,  at  $18.7  billion  the 
world's  largest  maker  of  automotive 
parts,  once  worked  for  Thomas  Edi- 
son. In  Germany,  he's  best  remem- 
bered for  introducing  the  eight-hour 
workday  in  1906 — he  was  dubbed 
Robert  the  Red  by  fellow  industrial- 
ists— and  for  building  hospitals  for  his 
native  Stuttgart.  Son  Robert  Jr.  left 
management  in  1971  at  age  43  to  get 
a  doctorate  in  psychology.  Now  63, 
he  and  sister  Eva,  60,  tend  nonprofit 
foundations;  their  8%  of  the  company 
is  worth  acool  $1.1  billion.-P.G.  ^ 
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FbllowThe  Leader.  Or  Fly  It¥)urself. 


Looking  out  of  a  Citation  V,  it's 
easy  to  feel  that  you  own  the  skies. 

Because  when  it  comes  to  overall 
performance  and  economy  of  opera- 
tion, all  competitive  jets  and  turbo- 
props  lag  far  behind  the  Citation  V 

The  Citation  V  may  well  be  the 


reversers,  advanced  avionics,  and  a  fully  For  more  information,  write  to 

private  aft  lavatory  all  come  as  standard      Roy  H.  Norris,  Senior  Vice  President  of 


equipment  on  the  Citation  V 
No  other  aircraft  offers  more 

speed,  more  spaciousness,  and  more 

versatility  for  less  money 

No  wonder  business  leaders  around 


Marketing;  Cessna  Aircraft  Company; 
P.O.  Box  7706;  Wichita,  KS  67277. 
OrcaUl-800-4-CESSNA. 


best  value  ever  offered  in  a  business  jet.  the  world  have  purchased  nearly  200 

It  cruises  at  nearly  500  mph.  And  Citation  Vs  since  its  1987  introduction 

under  typical  operating  conditions,  it  -  making  it  the  world's  light  jet  leader 

can  take  off  from  shorter  runways  by  a  four-to-one  margin, 
than  any  other  business  jet  in  its  class.  And  Cessna  is  keeping  up  with 

The  Citation  Vs  spacious  cabin  is  that  demand  by  increasing  production 

two  feet  longer  than  even  a  stretched  rates,  and  shortening  delivery  sched- 

version  of  the  leading  turboprop.  Yet,  ules.  So  we  can  now  put  you  into  a 

its  operating  cost  is  actually  less.  Citation  V  much  sooner  than  you 

And  features  such  as  thrust  might  have  expected. 


CitationV    "i  i 


a  General  Dynamics 
company 


And  then  there  are  those  who  are  supposed  to  be 
billionaires.  Or  want  to  be.  Or  used  to  be.  Or  might 
yet  be. Some  of  them  make  it  as  far  as  the  listing  below. 

Better  luck  next  year 


Kuwait's  Al-Ghanim  and  Al-Kha- 
rafl  families  are  temporarily  suspend- 
ed from  our  list  of  billionaires  until 
the  picture  clears  in  their  war-torn, 
looted  and  still  floundering  countr}'. 

Feyzi  Akkaya  and  Sezai  Turkes, 
who  founded  stfa,  one  of  Turkey's 
largest  contractors,  seem  worth  far 
less  than  the  $1  billion — each — 
sometimes  attributed  to  them. 

Our  review  of  Anacleto  Angelini 
Fabbri,  probably  resurgent  Chile's 
richest  businessman,  found  about 
$950  million  of  holdings  in  natural 
resource  companies  and  a  big  gasoline 
refiner  and  distributor.  Watch  for  him 
next  year. 

Octav  Botnar,  long  Britain's  sole 
Nissan  distributor,  has  had  a  loud, 
noisy  falling-out  with  the  Japanese 
carmaker,  which  has  dropped  him. 
We  have  followed  Nissan's  lead. 

Germany's  Brest  and  Funke  fam- 
ilies share  ownership  of  WAZ,  one  of 
Germany's  bigger  newspaper  pub- 
lishers. The  dollar's  strength  puts 
each  just  below  $1  billion. 

The  Dassler  family,  the  German 
makers  of  Adidas,  is  rich,  but  the 
family  sold  out  at  a  fraction  of  the 
estimated  value  for  its  company. 

Switzerland's  Mark  Diethelm  and 
his  relatives  the  Kellers  own  a  diversi- 
fied string  of  companies  that  appear 
worth  perhaps  half  the  $1  billion 
some  have  ascribed  to  them. 

British-French  Sir  James  Gold- 
smith has  to  show  more  net  equity 
than  we  can  be  sure  of  at  this  point. 

Martin  Hilti's  Hilti  A.G.  made 
him  Liechtenstein's  lone  billionaire 
(aside  from  the  Prince)  last  year.  This 
year  his  declining  stock  made  him  its 
only  ex-billionaire. 

Macao's  legendary  gambling  mag- 
nate, Stanley  Ho,  is  tantalizing,  hut 
his  $1  billion,  if  he  has  it,  is  still  not 
proved. 


Taiwan's  Dr.  Shi  H.  Huang,  new 

to  our  list  last  year,  falls  off  it  this  year: 
Earnings  at  his  automotive  and  finan- 
cial serx'ices  companies  collapsed. 

Japan's  Hisashi  Ishii's  stock  bro- 
kerage firm  has  seen  earnings  tall  dras- 
tically amid  the  Tokyo  stock  ex- 
change's stiff  downdrafts.  His  interest 
is  no  longer  clearly  worth  $1  billion. 

Bahrain's  Kanoo  family  has  a  rather 
bigger  shipping,  insurance  and  oil- 
field supply  business  than  we 
thought,  but  tar  narrower  margins 
than  believed,  according  to  new 
sources.  Not  clearly  worth  $1  billion. 

Shigeru  Kobayashi,  the  Japanese 
real  estate  magnate  who  seemed  to  be 
buying  America  a  couple  of  years  ago, 
has  accumulated  a  lot  of  debt. 

Costas  Lycmos,  one  of  the  legend- 
ary Greek  shipowners,  is  rich,  but 
what  we  can  find  of  his  secretive  busi- 
ness empire  looks  to  be  worth  far  less 
than  $1  billion. 

The  Greek  Livanos  cousins, 
George  P.  and  George  S.,  have  be- 
tween them  just  short  of  $1  billion  in 
shipping  and  other  interests. 

Sweden's  Fredrik  Lundberg  and 
family,  owners  of  80%  of  Lundberg- 
foretagen,  fall  off  the  list  this  year, 
courtesy  of  Sweden's  swooning  stock 
market  and  no-growth  economy. 

Robert  Miller,  Hong  Kong's  (for- 
merly the  U.S.')  co-owner  of  giant 
Duty  Free  Shoppers  Ltd.  (dfs),  is  still 
tlamboyant,  but  drastic  reverses  in  the 
business  and  its  margins  put  his  visible 
wealth  below  $1  billion. 

Probably  Norway's  richest  man, 
Fred  Olsen,  shipping  magnate  and 
owner  of  Timex,  the  watch  company, 
holds  a  complex  empire  fijll  of  cross- 
ownership;  his  interest  appears  worth 
about  $725  million. 

In  Canada's  New  Brunswick  prov- 
ince, the  Irvings  are  king.  But  the 
McCain  brothers  are  big  enough  to 


be  troublesome  for  them:  FoRBES  es- 
timates $800  million  for  Harrison 
and  Wallace  McCain  this  year. 

South  Africa's  perennial  gold-min- 
ing magnate,  Harry  Oppenheimer, 
is  visibly  worth  $750  million.  Invisi- 
bly, who  knows? 

Colombia's  Rodriguez  Orejuela 
brothers  and  Jose  Santacruz  Lon- 
dono  dominate  the  notorious  and 
stealthily  burgeoning  Cali  cocaine 
cartel.  Both  might  be  billionaires,  but 
the  evidence  is  not  yet  clear  enough  to 
include  them  here. 

Kichinosuke  Sasaki  has  Tokyo 
real  estate  revalued  this  year  at  $3 
billion,  and  debt  totaling  $2.3  billion. 

The  secretive  Smorgon  family  of 
Australia  built  its  little-understood 
empire  around  steel  and  packaging, 
and  is  feeling  the  country's  poor 
economy.  What's  known  appears 
worth  $640  million. 

Abdul  Aziz  Al-Sulaiman  was  be- 
lieved to  have  large  tracts  of  Saudi  real 
estate,  in  Riyadh  and  elsewhere.  New 
information  indicates  he  has  far  less 
than  previously  estimated,  taking  him 
off  this  list. 

India's  famed  Tata  family  virtually 
founded  India's  industrial  base  but 
controls  its  vast  holdings  far  more 
through  charitable  trusts  than 
through  direct  ownership. 

Germany's  Thyssen  family  is  fam- 
ous for  wealth  and  steel  but,  unlike 
relative  Thyssen- Bornemisza,  seems 
well  below  $  I  billion.   • 

In  Greece,  everyone  has  heard  of 
the  Vardinoyannis  brothers'  oil  re- 
fining, trading  and  shipping  empire. 
It  seems  worth  some  $840  million. 

The  venerable  Wallenberg  family 
holds  much  the  same  position  in  Swe- 
den's business  history  and  present 
economy  as  India's  Tatas.  This  family 
controls  its  empire  mainly  through 
foundations.  ^M 
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SPECIAL    ADVERTISING    SUPPLEMENT 


DOING  BUSINESS  WITH  A 

UNITED 

GERIVIANY 

WHAT  A  DIFFERENCE  A  YEAR  MAKES!  IT  WAS  ONLY  A  LITTLE  OVER  12  MONTHS  AGO  THAT  GER- 
MAN MONETARY  UNITY  WAS  COMPLETED,  BRINGING  THE  NATION  TOGETHER  ECONOMICALLY 
FOR  THE  FIRST  TIME  SINCE  THE  COLLAPSE  OF  THE  THIRD  REICH  IN  MAY  1 945. 


THE  ROAD  BACK 

The  newly  unified  Federal  Republic  of  Germany 
presents  the  anomaly  of  being  one  country  with 
two  economies.  This  in  turn  has  created  a 
notable  paradox.  While  the  costs  of  unification 
continue  to  rise,  demand  from  eastern  Germans 
for  Western  goods  ranging  from  appliances  to 
automobiles  has  infused  the  western  German 
economy  with  remarkable  vigor.  It  is  estimated, 
for  example,  that  at  least  one  full  percentage 
point  of  last  year's  real  growth  of  4.6%  in  the 
West  German  GNP  was  directly  attributable  to 
the  buying  frenzy  of  the  eastern  Germans. 

In  the  meantime,  the  economy  in  eastern 
Germany  is  still  experiencing  a  period  of  decline, 
and  Bonn  is  coming  under  growing  pressure  to 


increase  the  flow  of  money  eastward  through 
investment  grants  and  similar  measures. 

The  explanation  for  the  economic  malaise 
in  eastern  Germany  lies  largely  in  rising  produc- 
tion costs,  which  were  stimulated  by  the  gener- 
ous terms  under  which  the  deutschmark  was 
introduced  last  July.  The  one-to-one  conversion 
rate  created  a  dramatic  overvaluation  of  eastern 
German  output,  which  was  further  compounded 
by  a  nominal  rise  in  wages  of  more  than  a  third 
during  the  course  of  1990. 

Holger  Schmieding,  an  economist  at  the 
Kiel  Institute  of  World  Economics,  recommends 
that  Bonn  "concentrate  its  resources  in  the  area 
that  is  the  true  preserve  of  the  state  -  improving 
the  investment  environment." 


Germany 


By  Richard  Jacob 


Bonn  is  coming 
under  growing 
pressure  to  increase 
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INTRODUCING 

THERE-DESIGNEQr 

RE-CALIBRATEUr 


RE-INVENnD 
BMW3-SERIES. 

In  today's  volatile  economy, 
even  people  of  means  are  asking 
a  question  that  should  alarm  the 
world's  automobi'e  makers: 

"Just  what  makes  this  car 
worth  the  money?' 

The  new  BMW  325i  sedan, 
however,  welcomes  such  scrutiny 
Because  not  only  does  it  embody 


the  traditional  BMW  passion  for 
driving,  it  offers  a  whole  set  of 
more  practical -minded  virtues- 
most  notably  safety  durability 
and  ease  of  maintenance. 

It  represents  eight  years  of 
intensive  thought  from  every 
automotive  discipline.  An  effort 
unlike  any  in  BMW's  history 

THENEXTBESTTHINGTQA 
CAR  THAT  MAINTAINS  ITSELF 

At  the  heart  of  the  325i  is  a 
new  189-hp,24-valve  engine  so 
advanced  that  it  requires  little 
regular  maintenance  beyond  the 
changing  of  oil,  filters  and  plugs. 

Its  sophisticated  electronics 


incorporate  a"black  box"  system 
that  can  play  back  past  engine 
events  for  the  BMW  technician, 
revealing  problems  that  might 
otherwise  be  difficult  to  detect. 
Or  even  describe. 

THE  325i  IMPACT-ACTIVATED 
SAFETY  SYSTEM. 

BMW  has  always  held  that 
the  greatest  safety  feature  is  a 
car  that  enhances  the  driver's 
ability  to  avoid  accidents  in  the 
first  place.Thus,  BMW's  historic 
excellence  in  the  areas  of  sus- 
pension, steering  and  advanced 
antilock  brake  technology. 

But,  in  the  event  that  you 


m$: 


are  unable  to  avoid  a  frontal  im- 
pact, the  325i  is  also  designed 
to  launch  an  entire  sequence  of 
events  to  help  mininnize  injuries. 
Hydraulic  bumpers  absorb 
a  part  of  the  impact  energy.  A 
system  of  "crush  tubes  "absorbs 
yet  more.  The  seat  belts  tighten 
their  grip.  Three  sensors  trigger 
the  driver's-sideairbag.  Interior 
lights  are  automatically  turned 
on  and  the  doors  are  unlocked, 
to  assist  in  escape  or  rescue. 

A  SAFE  CAR  NEEDN'T  BE 
A  BORING  ONE.       . 

The  unique  driving  charac- 
ter of  the  original  3-Series  is  not 

*  See  your  BMW  dealer  for  details  on  this  limited  warranty  **  Services  provided  by  Cross  Country  Motor  Club.  Inc,  Boston.  MA  02155.  except  in  CA  where.servtccs  are  provided  by  Cross  Country  Molar  Chjb  ot  Calif .  Inc .  Boston.  MA 


only  alive  in  the  new  325i  sedan, 
but  substantially  enhanced. 

The  rear  suspension  is  so 
unlike  other  cars  in  its  class,  it's 
patented.  Resulting  in  improved 
stability  in  hard  cornering,  and  a 
better  grip  of  the  road  overall. 

When  it  comes  to  comfort, 
the  3251  is  now  longer,  taller  and 
wider  than  before.  It  has  firmly 
supported  seats.  Left  and  right 
temperature  controls,  to  allow 
for  individual  preferences.  Even 
a  microfiltration  system  that 
removes  dust,  pollen  and  most 
odors  from  the  interior  air 

Of  course,  the  325i  is  also 
equipped  with  BMW's  four-year/ 


50,000-mile  bumper-to-bumper 
warranty*  for  protection  against 
unexpected  expenses,  as  well  as 
a  Roadside  Assistance  program 
you  can  call  upon  any  day  of  the 
year,  on  any  road  in  the  U.S.A!* 

If  you  would  like  to  receive 
literature  on  the  new  3-Series, 
or  be  connected  directly  to  your 
nearest  BMW  dealer,  you  need 
only  call  800-334-4BMW. 

We  also  invite  you  to  stop 
in  for  a  test  drive,  so  you  can  find 
out  what  makes  the  3251  sedan 
worth  the  money  from 
the  best  vantage  point 
of  all- the  driver's  seat. 
THE  ULTIMATE  DRIVING  MACHINL* 
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American  business 

lias  not  been  asleep 

at  the  switch. 

Coca-Cola 

announced  in  May 

that  it  plans  to  spend 

$450  million  in 

eastern  Germany 

over  the  next 

two  years. 


CREATING  AN  INVESTMENT 
ENVIRONMENT 

In  June  1 990,  after  it  had  become  apparent  that 
communist  rule  in  East  Germany  was  about  to 
end  and  that  the  country  wanted  to  move  toward 
a  market  economy,  a  Trust  Agency  (Treuhan- 
danstalt)  was  established  to  oversee  and  facilitate 
the  privatization  of  the  economy.  After  formal 
unification  on  October  3,  1990,  the  Trust  began 
reporting  directly  to  the  German  Ministry  of 
Finance  in  Bonn.  Enabling  legislation  mandated 
that  the  Trust  should  restructure  the  state-owned 
companies,  make  them  more  competitive  and 
eventually  privatize  them,  i.e.,  sell  them  off. 

The  Trust  faces  an  immense  challenge. 

It  is  really  one  of  the  

world's  largest  holding 
companies,  with  a  port- 
folio containing  almost 
8,000  companies. 

From  its  inception 
the  Trust  has  considered 
two  basic  strategies. 
Under  the  first,  compa- 
nies would  be  restruc- 
tured by  introducing 
Western  auditing  stan- 
dards, hiring  new  man- 
agement, laying  off  sur- 
plus employees,  and  ere 
ating  new  product  and 
marketing  concepts. 
While  attractive  to 
investors,  this  approach 
would  be  very  costly  and 
time-consuming. 

The  alternative 
strategy,  privatization 
without  restructuring, 
is  favored  by  the  current 
chief  executive  of  the  Trust,  Birgit  Breuel.  She 
is  also  on  record  as  favoring  medium-sized  com- 
panies over  giant  corporations.  Putting  this  phi- 
losophy into  practice,  Breuel  decided  against  sell- 
ing ten  former  Communist  Party  newspapers  - 
worth  $485  million  -  to  a  few  media  barons  in 
mid-April.  Instead  they  were  sold  to  1 2  separate 
buyers,  with  no  single  major  publisher  allowed 
to  buy  more  than  one  paper. 

In  April,  the  Federal  Republic's  highest 
court  (equivalent  to  the  U.S.  Supreme  Court) 
ruled  that  landowners  and  industrialists  whose 
East  German  property  was  nationalized  by  the 
Soviet  Union  were  entitled  to  compensation  but 
not  to  the  return  of  the  property.  This  ended  the 
most  far-reaching  property  dispute  in  German 
history,  one  that  involved  7.4  million  acres  of 
land  alone. 

U.S.  -  GERMAN  ECONOMIC  TIES 

Given  the  myriad  problems  of  introducing  a  free 
market  into  a  centralized  Communist  economy, 
it  should  come  as  no  surprise  that  foreigners, 
who  only  accounted  for  between  5%  and  1 0%  of 
fixed  investment  in  eastern  Germany  last  year, 
are  even  more  hesitant  than  Germans. 

Still,  American  business  has  not  been 
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asleep  at  the  switch.  Coca-Cola  announced  in 
May  that  it  plans  to  spend  $450  million  in  east- 
ern Germany  over  the  next  two  years.  General 
Motors'  Opel  subsidiary  in  Germany  is  already 
producing  cars  in  the  Thuringian  city  of  Eise- 
nach, and  it  envisages  an  eventual  output  of 
1 50,000  units  a  year.  Last  year,  the  German  arm 
of  Philip  Morris  acquired  a  cigarette  factory  in 
Dresden,  whose  production  of  about  10  million 
cigarettes  accounted  for  roughly  one-third  of  East 
German  consumption.  However,  more  business 
would  be  welcome.  In  May,  German  Foreign 
Minister  Hans-Dietrich  Genscher  appealed  for 
more  U.S.  activity  in  eastern  Germany,  calling  it 
a  way  to  secure  "even  closer"  U.S.-  German  ties. 


REBUILDING  EASTERN  GERMANY'S 
INFRASTRUCTURE 

Before  eastern  Germany  can  reach  its  full  eco- 
nomic potential,  the  region's  transport  infra- 
structure must  be  modernized.  Roland  Dumont 
du  Voitel,  the  managing  partner  of  business  con- 
sultants Cresap-Telesis  in  Frankfurt,  estimates 
that  at  least  half  of  the  roads  and  bridges  are  in 
urgent  need  of  repair.  He  places  the  cost  conser- 
vatively over  the  next  ten  years  at  more  than 
$59  billion. 

The  rail  system  in  eastern  Germany  also 
needs  to  be  brought  up-to-date.  Estimates  of  the 
total  cost  of  modernization  over  the  next  ten 
years  range  from  $60  billion  to  $77  billion. 

Bonn  is  moving  with  considerable  dispatch 
to  address  these  problems.  The  Transportation 
Ministry  has  allocated  in  this  year's  budget  more 
than  $8  billion  for  new  roads  and  highways  in 
eastern  Germany  and  more  than  $4.6  billion  for 
rail  modernization.  It  has  also  announced  an 
ambitious  program  to  expand  the  canal  system 
from  western  Germany  to  Berlin  in  order  to  raise 
the  share  of  freight  moved  on  eastern  German 
waterways  from  its  present  share  of  3%  to 
around  one-quarter  of  the  total,  i.e.,  about  the 
current  level  in  western  Germany. 


Comprehensi\  c  solutions  for  the  industrial  cycle. 


"Advanced  technologies 
in  basic  industries." 


m 


METALLGESELLSCHAFT  AG 

Reuterweg  14,  RO.  Box  10 15  01,  D  6000  Frankfurt  am  Main  1 
Telephone:  (69)  159  0,  Telefax:  (69)  159-21 25,  Telex:  41225  0  mgfd 

METALLGESELLSCHAFT  CORP 

520  Madison  Avenue,  New  York,  NY  10022 
Telephone:  (212)  715  52  00,  Telefax:  (212)  715  52  91/92,  Telex:  422  681 

NIHON  METALLGESELLSCHAFT  KK 

Hibiya  Park  Building  1-8  1,  Yuraku  cho,  Chiyoda  ku,  Tokyo  100 

Telephone:  (81-3)  3281-7341, Telefax:  (81-3)  3281  7379, Telex:  26684  mgtok 

Subsidiaries  and  affiliates  in  all  major  marketplaces  of  the  world 
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Nearly  50%  Of 

western  Germany's 

firms  have  already 

invested  in 

eastern  Germany 

or  are  planning 

to  do  so  in  1991. 


THE  EARLY  BIRDS 

Even  if  business  investment  to  date  has  not  lived  up  to  the  early  expectations  of  government 
officials  in  Bonn,  some  important  U.S.  companies  and  virtually  every  major  German  corporation 
have  already  taken  the  plunge  into  Germany's  new  frontier.  A  few  case  studies  provide  some 
insight  into  the  magnitude  and  diversity  of  strategies  they  are  pursuing. 


Daimler-Benz  was  one  of  the  first  German  compa- 
nies to  make  a  major  investment  in  eastern  Germany 
when  its  Mercedes-Benz  division  set  up  a  truck 
assembly  plant  in  Ludwigsfelde  in  the  new  state  of 
Brandenburg  in  October  1990.  The  first  Mercedes 
truck  came  off  the  assembly  line  on  February  8,  and 
the  company  expects  that  more  than  7,000  trucks 
bearing  the  three- 
pointed  star  will  be 
produced  this  year.  At 
a  ceremony  marking 
the  production  of  the 
first  truck  in  the  east 
em  German  plant, 
Mercedes-Benz's  chief 
executive  officer.  Dr. 
Werner  Niefer, 
observed  that  "with 
the  commencement  of 
assembly  in  Ludwigs- 
felde, Mercedes-Benz 
has  held  its  promise 
of  actively  supporting 
reconstruction  of 
industry  in  the  new  federal  states  and  making  a  con- 
tribution to  creating  new  jobs." 


Lufthansa  German  Airlines  began  flights  to  Berlin 
in  October  1990,  an  historic  moment  for  the  airline, 
which  had  been  unable  to  serve  the  city  since  1945 
due  to  restrictions  imposed  by  the  Allies.  Business 
travelers  may  avail  themselves  of  the  Lufthansa  Cor- 
porate Mileage  Dividend  Plan  which  provides 
mileage  credits  for  flights  on  Lufthansa  anywhere  in 
the  world;  it  also  allows  individuals  to  accumulate 
mileage  credit  as  subscribers  to  U.S.  frequent-flyer 
programs  in  which  Lufthansa  is  a  partner. 

Jena  Scientific  Instruments,  Inc.  is  the  U.S.  sub 
sidiary  of  Jenoptik  Jena  GmbH  in  the  eastern  German 
state  of  Thuringia  and  can  trace  its  ancestry  back  145 
years  to  its  founder  Carl  Zeiss.  The  firm  produces  a 
broad  line  of  state-of-the-art  optical  instruments, 
including  photogrammetric  equipment,  engineering 
metrology,  medical  optics,  surveying  instruments  and 
astronomical  equipment.  The  firm  has  had  a  U.S. 
office  for  ten  years  to  serve  its  American  clientele, 
and  is  presently  headquartered  in  White  Plains,  N.Y. 
Lutz  Wiegner,  the  president  of  Jena  Scientific,  pre- 
dicts that  the  company's  sales  in  the  U.S.,  "will 
increase  substantially  in  the  next  few  years." 

KfW  (Reconstruction  Loan  Corporation)  was 

founded  in  1 948  to  promote  economic  development, 
and  the  urgent  need  to  restructure  the  economy  in 
eastern  Germany  evokes  the  bank's  original  mission. 
For  investments  in  eastern  Germany,  KfW  empha- 
sizes loans  to  small  and  medium-sized  companies 
(sales  not  to  exceed  $300  million). 

BMW  has  already  established  50  independent  deal- 
ers in  eastern  Germany  and  expects  that  number  to 
increase  to  120  within  three  to  four  years.  It  also 
plans  to  invest  $57  million  in  a  new  plant  to  pro- 


duce roofs  and  side  panels  in  Eisenach  in  the  new 
state  of  Thuringia. 

Despite  pronounced  weakness  in  the  U.S.  car 
market,  BMW  sold  63,646  automobiles  in  this  coun- 
try last  year,  virtually  unchanged  from  1989. 
Although  this  year  will  be  difficult  for  the  industry, 
Karl  Gerlinger,  the  president  of  BMW  of  North  Amer- 
ica, notes  that  the 
firm  "enters  1991 
with  confidence 
because  the  competi- 
tive factors  it  can  con- 
trol are  in  place." 


DAIMLER-BENZ  /  THE  FIRST  TRUCK  PRODUCED 


Metallgesellschaft 

is  a  major  internation- 
al corporation  with 
strong  capabilities  in 
financial  and  engi- 
neering services  and 
metals  trading.  The 
company  is  currently 
exploring  more  than 
ten  possible  acquisi- 
tions in  eastern  Germany  and  is  participating  in  1 7 
ventures  there.  These  embrace  primarily  energy  and 
environmental  technology,  specialty  chemicals  and 
industrial  residue  recycling.  One  major  project  in- 
volves the  non-ferrous  metals  conglomerate  in  Mans- 
feld,  which  must  overcome  severe  environmental 
damage  and  serious  structural  problems.  This  project 
includes  three  other  firms  (including  one  from  the 
U.S.),  as  well  as  the  cooperation  of  the  state  govern- ' 
ment.  Mr.  Heinz  Schimmelbusch,  Metallgesellschaft's 
chief  executive,  notes  that  "the  program  should  act 
as  a  signal  for  other  such  operations  to  be  carried  out 
elsewhere  in  eastern  Germany." 

DG  Bank  Deutsche  Genossenschaftsbank.  In  the 

five  new  states  of  the  Federal  Republic  of  Germany, 
as  elsewhere,  DG  Bank  operates  in  a  dual  capacity:  as 
a  "universal"  wholesale  bank  providing  comprehen- 
sive commercial  and  investment  banking  services  to 
large  corporate  and  institutional  clients  in  key  mar- 
kets, and  as  the  central  bank  of  the  German  coopera- 
tive banking  system. 

Since  mid- 1990,  DG  Bank  has  been  present  in 
eastern  Germany  with  branches  in  Berlin  and  Dres- 
den. Moreover,  the  bank  has  acquired  the  current 
banking  business  of  the  former  BLN,  once  the  GDR's 
state-owned  central  bank  for  the  entire  rural  sector, 
including  that  institution's  13  regional  offices 
throughout  the  five  new  states.  Main  domestic  client 
target  groups  of  the  eastern  German  branches  of  DG 
Bank  are,  as  in  the  west,  large  corporations  and  insti- 
tutions. Through  the  acquisition  of  the  former  BLN, 
DG  Bank  has  established  particularly  close  links  with 
the  new  region's  agri-business.  At  year-end,  1990, 
the  cooperative  banking  system  commanded  consoli- 
dated assets  equivalent  to  $470  billion,  while  the  DG 
Bank  Group's  own  consolidated  assets  amounted  to 
$137  billion.  In  terms  of  the  combined  assets  of  all 
"universal"  banks  in  West  Germany,  the  cooperative 
banking  system's  market  share  exceeds  20%. 


Living  up  to  our  commitmBnt 


Promoting  economic  progress — 

In  all  of  Germany 


^' 


Much  of  West  Germany's  successful  post-war 
reconstruction  was  financed  with  our  help.  Hence 
our  name,  which  translates  as  "Reconstruction  Loan 
Corporation".  Today  it  stands  essentially  for: 

#  lending  to  finance  business  development  in 
Germany, 

#  lending  to  foster  cross-border  direct  investments 
involving  German  companies, 

#  lending  to  support  long-term  German  exports, 

#  lending  to  promote  economic  progress  in  the 
developing  countries. 


Main  activities    (loan  commitments,  in  DM  billion) 


7.3 


9.1 


1989     1 1990  , 


4.9 


5.0 


7.2 


|Wl^ 


Small  and  medium-       Environmental  Exports  Developing  countries 

sized  companies  protection  *)  incl.  grants 


KfW 


With  reconstruction  now  the  catchword 
in  eastern  Germany,  we  feel  called  upon  to 
live  up  to  our  long-standing  commitment, 
supported  by  more  than  40  years  of  experi- 
ence. We  draw  on  that  now — to  spur  eco- 
nomic development  in  the  eastern  part  of 
our  country  as  well.  We  are  providing  funds 
for  investing  there — and  we  are  offering 
such  financial  assistance  not  only  to  Ger- 
man firms,  but  also  to  companies  from  other 
countries.  Applications  from  small  and 
medium-sized  businesses  are  particularly 
welcome. 

If  you  wish  to  participate  in  the  manifold  oppor- 
tunities in  Germany:  contact  us — to  learn  more 
about  our  various  loan  programs. 

As  a  public-sector  institution,  we  enjoy  the  full 
financial  backing  of  the  German  Government. 
To  finance  our  many  long-term  lending  activities, 
we  are  a  frequent  borrower  in  the  German  and  the 
international  capital  markets,  the  U.S.  included. 
We  are,  incidentally,  one  of  the  very  few  German 
companies  to  have  obtained  an  American  rating  for 
our  paper — AAA/Aaa,  of  course. 

Postfach  11  11  41,  D-6000  Frankfurt /Main  1 
Phone:  (69)  74  31-0     Fax:  (69)  74  31-29  44 

Kreditanstalt 
fur  Wiederaufbau 


Germany 
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German  American 

Chamber 

of  Commerce 


The  German  American 
Chamber  of  Commerce,  a 
membership  organization, 
provides  a  unique  opportu- 
nity for  establishing  top- 
level  business  contacts  with 
German  companies  -  both  in 
Germany  and  the  U.S.  The 
Chamber  also  offers  a  vari- 
ety of  services,  available  to 
non-members  as  well,  such 
as  business  development 
projects,  an  ambitious  semi- 
nar program  and  key  publi- 
cations on  "how  to  do  busi- 
ness in  Germany." 
Annual  Membership  starts 
at  $300. 

For  more  information, 
please  call  or  write: 
German  American 
Chamber  of  Commerce,  Inc. 
666  Fifth  Avenue 
New  York,  NY  10103 
Telephone  212  974  8830 
Fax  212  974  8867 
Attn.  Mrs  Inge  Orth 


Your 

Partner 

for  — 

Business 

with 

Germany 


i'i 


.fen  -^ 


New  York 
Atlanta 


Chicago 
Houston 


Los  Angeles 
San  Francisco 


Please  send  information 

about  (check) 

n  Membership 

D  Business  Development 

n  Publications 

n  German  Trade  Fairs 

D  Seminars 

D  Other 


Company 


Address 


Name  and  Position 


Type  of  Business 


POINTERS  FOR  U.S. 
BUSINESSES 

Earlier  this  year,  the  United  States 
Department  of  Commerce  issued 
some  reminders  and  pointers  for  U.S. 
business  people  on  doing  business  in 
the  five  new  states  of  eastern  Ger- 
many: 

•  The  German  tax  system  will  be  fully 
implemented  in  eastern  Germany,  and 
American  companies  should  plan  on 
being  taxed  under  F.R.G.  law. 

NOTE:  Under  an  investment  incentive 
program  introduced  in  March,  an  investor 
placing,  say,  100  million  deutschmarks 
($58  million)  in  eastern  Germany  would 
receive  state  support  of  up  to  57.3  million 
marks  ($33  million).  Ttie  aid  would  be  in 
the  form  of  tax-free  grants,  investment  sub- 
sidies, tax  writeoffs  and  special  deprecia- 
tion rates. 

•  Almost  any  business  partner  will 
require  financial  support  to  distribute 
your  product.  You  must  expect  a  local 
distributor  to  request  investment  in 
supplying  initial  inventories  and  mar- 
ket penetration  funding. 

•  Although  an  eastern  German  partner 
will  probably  have  a  solid  basic  techni- 
cal background,  he  or  she  will  proba- 
bly require  additional  training  for 
high-level  technologies  or  specialized 
products. 

•  Extensive  support  will  be  required 
for  a  local  agent  to  meet  expectations 
in  logistics,  selling,  advertising  and  dis- 
tribution, since  client  acquisition  is  an 
unknown  concept  in  eastern  Germany. 


NEW  OPPORTUNITIES 

Forty-five  years  of  communist  misrule 
have  created  a  new  economic  frontier 
offering  abundant  business  opportunities. 
The  U.S.  Department  of  Commerce  sees 
the  best  immediate  opportunities  for  U.S. 
business  in  turnkey  infrastructure  pro- 
jects. It  has  also  identified  opportunities 
in  areas  where  German  companies  are 
already  operating  at  full  capacity,  such  as 
building  materials,  construction  equip- 
ment, food  processing  machinery  and 
medical  equipment.  Salomon  Brothers, 
in  a  study  published  in  September  1990, 
recommended  as  prospective  areas  for 
investment  consumer  goods,  heavy  and 
light  industry  and  transportation  systems. 
The  German  American  Chamber  of  Com- 
merce in  New  York  adds  its  prediction 
that  the  market  in  eastern  Germany  for 
home  computers,  software  and  telecom- 
munications equipment  will  flourish. 

These  opportunities  have  not  gone 
unnoticed  in  Germany  itself!  According 
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Doing  Business  in  a  United  Germany 
with  a  Dynamic  Partner: 

The  Co-operative 
Banking  System 


T 


he  Nineties  will  be  a 
decade  of  vigorous  growth 
in  Europe.  The  comple- 
tion of  the  Single  Euro- 
pean Market,  the  newly- 
united  Germany  and  the  political  and 
economic  liberalization  in  the  coun- 
tries of  Eastern  Europe  are  creating 
huge  business  opportunities.  Sixteen 
million  citizens  in  the  five  new  states 
of  Germany  demand  high-quality 
products  and  services.  Tremendous 
tasks  await  those  who  wish  to  invest 
in  the  rebuilding  of  the  economy  and 
infrastructure  of  East  Germany.  The 
challenge  for  companies  and  deci- 
sion-makers in  the  capital  markets 
could  not  be  more  fascinating. 
DG  BANK  was  among  the  first  to 
accept  this  challenge  in  the  new 
states.  It  opened  branch  offices  in 
Berlin  and  Dresden  and  acquired  the 
current  business  of  the  former  East 
German  government  bank  for  the 
rural  sector  including  13  regional 
offices  with  a  staff  of  800.  Through  its 
Berlin  branch,  DG  BANK  has  re- 
turned to  the  city  where  its  original 
predecessor  had  been  founded  in 
1895  as  central  bank  and  liquidity 
manager  for  the  co-operative  banking 
system.  With  headquarters  in  Frank- 
furt am  Main  since  1949,  DG  BANK 
has  meanwhile  become  an  internatio- 
nally operating  wholesale  bank  provi- 
ding comprehensive  commercial  and 
investment  banking  services  to  large 
corporate  and  institutional  clients, 
as  well  as  to  the  local  banks  of  its 
system. 

Today,  this  system  consists  of  close 
to  3,400  local  banks  with  approxima- 
tely 20,800  offices  throughout  both 
"East"   and   "West"   Germany,    three 


regional  banks,  DG  BANK  with  its 
regional  and  international  branch 
offices  and  subsidiaries,  and  a  range 
of  specialized  institutions  covering 
all  aspects  of  finance  in  the  broadest 
sense.  Owned  by  more  than  11.4 
million  shareholders,  the  system 
commands  consolidated  assets  total- 
ling DM  707  billion,  equivalent  to 
over  US  $  470  billion.  In  terms  of  the 
combined  assets  of  all  "universal" 
banks  in  the  Federal  Republic  of  Ger- 
many, the  co-operative  system's  mar- 
ket share  exceeds  20  percent. 

DG  BANK'S  own  consolidated  assets 
at  year-end.  1990,  were  DM  205.4 
billion  (US  $  137.5  billion),  including 
foreign  lendings  of  DM  28.5  billion 
(US  $  19. 1  billion).  The  bank's  conso- 
lidated equity  capital  exceeds  DM  5.5 
billion  (US  $  3.68  billion).  Within  the 
German  co-operative  banking  system, 
special  financial  services  are  provi- 
ded through  subsidiaries  and  affili- 
ates of  DG  BANK  that  rank  among  the 
leaders  in  their  respective  fields: 
Devitsche  Genossenschafts-Hypo- 
thekenbank  AG  (DG  HYP)  is  one  of  the 
largest  private  mortgage  banks,  and 
Bausparkasse  Schwabisch  Hall  serves 
more  clients  than  any  other  German 
home  loan  bank.  Furthermore,  there  is 
the  R+V  Insurance  Group  offering 
casualty,  life,  pension,  animal,  legal- 
protection  and  health  insurance. 
Interests  in  the  equipment  and  pro- 
perty leasing  field  are  coordinated  by 
Deutsche  Genossenschafts-Leasing 
GmbH,  while  DG  Diskontbank  pro- 
vides factoring  and  related  services. 

Moreover,  numerous  subsidiaries 
and  affiliated  companies  of  DG  BANK 
and  the  regional  co-operative  banks 
offer  complementary  products   and 


services  to  private  and  institutional 
investors.  Union-Investment-Gesell- 
schaft  mbH,  for  instance,  manages 
large  public  share  and  bond  invest- 
ment funds:  DEVIF  Deutsche 
Gesellschaft  fur  Investment -Fonds 
GmbH  handles  special  funds:  and 
DIFA  Deutsche  Immobilien  Fonds  AG 
manages  and  markets  public  real 
estate  funds.  High-yield  tax-privi- 
leged real  estate  and  equity  invest- 
ment instruments  are  arranged  by  DG 
Anlage-Gesellschaft.  All  these  servi- 
ces are  provided  throughout  the 
entire  expanded  German  market. 
German  co-operative  banks  and 
the  previously-mentioned  specialized 
companies  help  their  corporate  clien- 
tele in  starting  business  projects  and 
finding  partners  for  co-operation  and 
joint  ventures  in  the  five  new  states. 

As  the  expertise  of  DG  BANK  and 
its  subsidiaries,  affiliated  companies 
and  representative  offices  is  available 
in  the  most  important  European  and 
overseas  financial  centers,  foreign 
investors  interested  in  doing  busi- 
ness with  the  united  Germany  have 
ready  access  to  a  skilled,  professional 
partner  for  all  their  transactions. 

With  a  view  to  the  Eastern  Euro- 
pean market,  DG  BANK  representa- 
tive offices  and  joint  ventures  assure 
that  the  co-operative  banking  system 
has  reliable  partners  in  the  Soviet 
Union,  Czechoslovakia,  Hungary  and 
Romania. 

If  you  are  interested  in  doing  busi- 
ness in  the  expanded  German  mar- 
ket, or  in  an  Eastern  European  coun- 
try, please  contact  DG  BANK  offices 
in:  New  York  (2 12)  745-1400,  Atlanta 
(404)  524-3966,  Los  Angeles  (213) 
623-1200. 


"In  every  idea 
a  multitude  of  new  ideas 
is  lying  dormant." 


Emanuel  Swedenborg 


How    can    electrical    impulses    in    highly 

integrated     circuits     be     made    to     move 

even  faster? 

With  gallium  arsenide. 

In    integrated    circuits    made    of    gallium 

arsenide  instead  of  conventional  silicon,  in 

fact,  electrons  can  travel  six  times  faster. 


Daimler-Benz  Washington,  Inc.,  1350  I  Street,  N.W.,  Washington,  D.C.  20005 


They  can  even  be  converted  directly  into 

light  impulses. 

These   chips   can   be   used   in   automobile 

distance- monitoring     radar     systems,     to 

improve  traffic  safety. 

Gallium    arsenide    conductors    can    also 

facilitate  nearly  interference-free  satellites 


communications. 

Advanced  research  results  like  these  are 
one  of  our  basic  strengths  at  Daimler- 
Benz. 

Because  at  Daimler-Benz,  our  scientists 
and  engineers  are  famous  for  their  bright 
ideas. 


DaimlerBenz 


The  corporate  units  of  Daimler-Benz:  Mercedes-Benz,  AEG,  Deutsctie  Aerospace,  Daimler-Benz  InterServices  (debis) 


Germany 
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Forty-five  years  of 

communist  misrule 

have  created  a  new 

economic  frontier 

offering  abundant 

business 

opportunities. 
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PORT  OF  HAMBURG  /  GERMANY'S  GATEWAY  TO  THE  WORLD. 

to  Hans  Peter  Stihl,  president  of  the  German  Association 
of  Chambers  of  Industry  and  Commerce,  nearly  50%  of 
western  Germany's  firms  have  already  invested  in  east- 
ern Germany  or  are  planning  to  do  so  in  1 991 . 

Up  to  now,  American  business  for  the  most  part 
has  been  hesitant  to  invest  in  the  eastern  states  of  a  uni- 
fied Germany,  but  staying  on  the  sidelines  too  long  may 
be  a  mistake.  As  the  spokesman  for  the  Board  of  KfW, 
Dr.  Gerhard  Goette,  puts  it,  "Now,  not  later,  is  the  time 
for  American  businessmen  to  investigate  and  invest.  In 
one  or  two  years  the  price  of  entry  is  going  to  be  much 
higher."  The  risk-reward  ratio  is  always  a  fundamental 
consideration,  and  the  emerging  opportunities  in  a  uni- 
fied Germany  have  best  been  described  by  a  director  of 
the  Trust  Agency:  "If  you  want  security,  buy  T-Bills;  if 
you  want  sustained  grov;^,  invest  in  the  midlands  of 
England.  If  you  want  to  take  a  risk,  with  the  potential  for 
enormous  returns,  come  to  eastern  Germany."  ■ 


At  Jena— the  birthplace  ot  modern  optical  instruments- 
mechanical  and  optical  craftsmanship  has  been  turning  out 
precision  instruments  for  145  years. 

Today,  the  aus  Jena  company  is  one  of  the  v^/orld's  leading  makers 
of  optical  scientific  instruments,  including: 


Microscopes 

Photogrammetry  equipment 
Binoculars  &  rifle  scopes 


Medical-optical  instruments 
Engineering  metrology  equipment 
Planeteria  &  astronomy  instruments 


Whether  the  dimensions  are  in  light  years  or  microns,  there  is  hardly 
a  region  of  the  globe  or  a  field  of  science  or  industry  where  Jena 
precision  instruments  are  not  employed 
to  investigate,  measure  or  analyze. 


For  more  information  please  call  JENA  Scientific 
Instruments.  White  Plains,  NY,  at  (914]  694-6326  or 
C.Z.  Scientific  Instruments,  Marktiam,  ON,  Canada, 
at  (416)  475-7913. 


aus  J  EN  A 


The  German  American  Chamber  of 
Commerce  in  New  York  has  com- 
pany profiles  of  more  than  7,600 
firms  that  are  up  for  sale  by  the 
Trust  Agency  in  eastern  Germany. 
The  Chamber's  German  Desk 
assists  American  firms  and  individ- 
uals in  their  efforts  to  gather  infor- 
mation about  the  companies  in 
specific  industries  and  services, 
and  helps  to  establish  initial  con- 
tacts in  eastern  Germany.  Further 
information  can  be  obtained  from 
the  German  Desk,  Martin  Bretag, 
Director,  at  (212)  974-8830. 

From  October  1 9  to  October 
26,  1991  the  Chamber  will  host  an 
American  trade  delegation  to  the 
eastern  German  cities  of  Jena  and 
Erfurt  as  a  means  of  facilitating   • 
direct  contacts  with  eastern  Ger- 
man firms  and  locating  potential 
business  partners.  The  Americans 
will  have  the  opportunity  to  visit 
plants  in  the  two  cities  and  meet 
with  key  decision-makers  and  local 
government  representatives.  In 
Erfurt,  the  delegation  will  partici- 
pate in  the  annual  Foreign  Trade 
Days  organized  by  the  Association 
of  German  Chambers  of  Industry 
and  Commerce  and  have  the 
opportunity  to  discuss  new  busi- 
ness potential.  American  compa- 
nies interested  in  participating  in 
this  delegation  can  obtain  further 
information  from  Martin  Bretag  at 
(212)974-8830. 


Richard  Jacob  is  a  New  York-based  writer  who 
specializes  in  the  business  and  political  scene  in 
Germany  and  other  nations  of  the  European 
Community. 

Designed  by  Kari  kan  Pagnano 
New  York  City 


To  the  smart  business  person, 

this  is  an  international  marlceting  tool. 


There's  never  been  a  better 
time  to  expand  your  business 
internationally.  Yet  the  first 
steps  in  expanding  are  often 
the  most  difficult.  That's  where 
Lufthansa  comes  in.  We've 
created  Pro  Fairs"  to  provide 
German  trade  fair  information 
specific  to  your  industry  and 
to  organize  your  travel  plans. 
German  trade  fairs  are  some 
of  the  best  ways  to  gain 
insight  into  the  global  market- 
place. And  these  shows  are 
crucial  in  establishing  con- 
tacts within  the  European 
Community  before  1992. 


A  passion  for  perfection' 


We'll  arrange  your  transpor- 
tation, accommodations, 
entrance  tickets  and  even  help 
you  build  your  booth.  What's 
more,  you'll  be  flying  Lufthansa. 
Our  outstanding  service  has 


made  us  the  choice  of  discrim- 
inating travelers.  And  it's  our 
passion  for  perfections'^  that 
ensures  you  the  best  flying 
experience  possible,  to  190 
cities  and  83  countries. 


i    Yes,  I'm  interested  in  German  trade  fairs,      ^cn  j^^i 
Send  to  Lufthansa  ProFairs  "T'l' 

1640  Hempstead  Turnpike  DrO  I 

East  Meadow,  NY  11554  '^       faire* 

Call  1-516-228-8751  lailS 


,1 


trade  fair  busi 


Name/Company_ 

Address 

City 


-State, 


-Zip_ 


L' 


Phone  number. 


_FRB  J22 


J 


Lufthansa 


Lufthansa  is  a  participant  in  the 
mileage  programs  of  United.  Delta. 
USAif  and  Continental       , 
See  your  Travel  Agent  lor  details. 


For  newspaper  publishers, 

meeting  deadlines  is  imperative  #1. 

They've  got  lots  of  company. 

Few  products  are  more  perishable  than  a  daily  newspaper. 

For  publishers  confronting  intensifying  media  competition, 
meeting  deadlines  is  more  than  ever  crucial  to  survival. 

The  critical  factor  in  successful  newspaper  publishing 
is  a  highly  automated  facility  in  which  a  complex  array  of 
sophisticated  systems  is  tightly  integrated  with  a  building 
of  advanced  design. 

To  meet  increasingly  demanding  production 
requirements,  newspaper  publishers  increasingly  depend  on 
The  Austin  Company  to  design,  engineer  and  construct  their 
facilities.  Many  other  industries  with  time-critical  products  also 
rely  on  Austin  for  the  expertise  and  experience  needed  to  help 
achieve  operational  objectives. 

If  time  is  critical  to  your  operation,  perhaps  you  should 
consult  with  Austin  about  your  facilities. 

The  Austin  Company,  3650  Mayfield  Road,  Cleveland, 
Ohio  ^4121-1734.  Telephone  (216)  382-6600.  Facsimile: 
(216)  291-6684.  Offices  in  principal  cities  worldwide. 

^\  THE  AUSTIN 
-4  COMPANY 


CONSULTANTS 
DESIGNERS 
ENGINEERS 
CONSTRUCTORS 


'50        '55       '60        '65       '70 

Source:  U.S.  Department  of  Comrnerce 


'75        '80       '85        '90 


'85  '86  '87  '88  '89  '90        '91 

Source:  Morgan  Stanley  Capital  IntI  Perspective  via  Randall-Helms  IntI  Software 


Any  business  person  or  in- 
vestor who  still  questions 
the  importance  of  foreign 
markets  need  only  refer  to 
the  two  charts  above.  The 
first    shows    that,    since 

1970,  U.S.  trade  as  a  share  of  GNP  has  doubled,  to  over 
16%.  What  of  those  media  fears  that  imports  would 
"hoHow  out"  and  destroy  America's  manufacturing 
base?     The     fears     have 


Edited  by  Steve  Kichen;  data  and  text  by  Ann  Anderson, 
Susan  Chin,  Scott  DeCarlo,  Timothy  Dodman,  Eric  Hardy, 
Gustavo  Lombo,  Warren  Midgett,  Tina  Russo-McCarthy, 
Gilbert  Steedley  and  Susan  Yu;  programming  by  Carsten  Thode 


proved  hysterical.  U.S. 
manufacturers  are  now 
more  competitive  than 
ever,  exports  are  rising 
sharply  and  manufactur- 
ing  is   accounting   for   a 


growing    share    of  GNP. 

Meanwhile,      U.S. -based 

multinational  firms  (seep. 

286)   are   well-poised   to 

take  advantage  of  Europe 

in  1992. 
The  second  chart  shows  that  an  investor  who  put 
$10,000  into  the  U.S.  market  in  1985  would  now 
have  $23,000  (excluding  taxes  and  dividends).  The 

same  initial  capital  invest- 


The  100  Cheapest  Foreign  Stocks  234 
The  500  Largest  Foreign  Companies  238 
The  100  Largest  Foreign  investments  280 
The  100  Largest  U.S.  Multinationals  286 
100  U.S.-Traded  Foreign  Stocks  290 


ed  in  Morgan  Stanley's  in- 
ternational EAFE  index 
would  now  be  worth  over 
$35,000— but  note  the 
greater  volatility  and  risk 
of  overseas  investing. 
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YMC  PpTiputers  and  Communicatio 


8:30  AM 


NEC  helps  the  children  of  Unda-Unda 
get  food  for  breakfast  and  food  for  thought. 


Morning  is  not  normally  a  happy  time  in  a 
land  plagued  by  unhealthy  water  and  too  little  to 
eat.  Often  it  means  just  one  more  day  coping  with 
malaria  and  hunger.  But  thanks  to  the  Christian 
Children's  Fund,  children  like  these  in  Zambia 
awake  to  hope  and  a  lot  more.  This  incredible       , 
organization  helps  over  500,000  children 
in  28  countries  receive  healthcare, 
nutrition,  housing  and— to  make  them 
self-sufficient — education. 

The  Fund  accomplishes  its  life-saving  work  through 
generosity  and  perseverence,  with  a  little  help  from  technology.  At  its 
headquarters  in  Richmond,  Virginia,  is  a  network  of  NEC  Powermate  386 
computers.  Their  ability  to  process  thousands  of  international  transactions 
with  speed  and  accuracy  eliminates  the  need  for  more  costly  mainframes. 
Thus  allowing  more  to  be  spent  for  bread  and  for  books. 

You'll  find  the  products  of  NEC  in  corporations  large  and  small.  In 
public  and  private  institutions.  In  homes  around  the  world.  Putting  high 
technology  to  work  for  a  higher  quality  of  life. 


For  more  information,  call  us  at  1-800-338-9549. 


HEC 


Quality  That  Proves  Itself. 


Communications  •Computers  •Electron  Devices  •Home  Entertainment 


int  luu  unupcd  rutiuuN  :>  uu^d 


Hunting 
bargains, 
globally 


Is  THE  GROWING  INTEREST  among  U.S.  investors  in  acquir- 
ing overseas  securities  just  a  fad?  Or  is  it  driven  b)' 
something  more  fundamental?  The  latter  is  true,  accord- 
ing to  Jean-Marie  Hveillard,  the  urbane  manager  of  the 
$260  million  (assets)  SoGen  International  Funci.  Savs  he: 
"They  [U.S.  money  managers  |  are  buying  these  stocks  not 
because  thev  want  to  diversify,  nor  because  they  ha\e 
particular  beliefs  about  Europe  in  1992  or  the  possible 
opening  up  of  China.  They  arc  buying  because  they  find 
value  outside  the  U.S." 

Where  are  these  values?  With  the  help  of  Morgan 
Stanley  Capital  International  Perspective's  Raye  Dube  in 
New  York  and  Steve  Zancnti  in  Geneva,  we  prepared  the 
following  list  of  foreign  stocks  that  appear  uncienalucd 
relative  to  other  stocks  in  their  respective  markets.  All  sell 
for  75%  or  less  of  the  price/earnings  ratio  of  their  national 
indexes.  With  the  Japanese  market  selling  at  37  times 
earnings,  for  example,  onlv  Japanese  stocks  selling  at  r/Es 
of  28  or  less  qualify.  We  also  screened  out  issues  selling  at 
more  than  80%  of  their  national  market's  average  price-to- 
cash-flow  ratio  and  above  the  average  price-to-book  value 
for  their  countr\'.  Finally,  we  dropped  stocks  with  market 


values  under  $200  million. 

The  following  table  contains  15  entries  from  Japan, 
including  some  ven'  well  known  names:  Hitachi  Ltd., 
Sony,  Toshiba  and  Toyota  Motor.  The  third-biggest 
carmaker  in  the  world,  Toyota  has  a  r/E  that  is  less  than 
40%  of  the  Japanese  market's.  One  explanation  is  that 
anal\'sts  are  forecasting  Toyota's  profits  to  drop  by  nearly 
10%  this  year  because  of  the  worldwide  auto  slump.  Even 
so,  Tovota  is  in  a  lot  better  shape  than  most  of  its 
competitors. 

Don't  forget  the  drawbacks  to  international  investing. 
Accounting  standards  are  inconsistent,  and  some  nations, 
such  as  Japan  and  Spain,  require  earnings  reports  only 
t\\'ice  a  year.  Access  to  information  is  another  handicap. 
Over  here,  newspapers  and  the  evening  news  cover  IBM 
almost  on  a  daily  basis.  If  you  invest  in  France's  Elf 
Aquitaine  Group,  you  won't  hear  much  about  it  in  the 
U.S.  media.  And  there  is  the  risk  that  foreign  currency 
fluctuations  can  wipe  out  any  profits  you  might  have 
booked  in  a  company's  local  currency.  For  all  these 
reasons,  if  you  plan  to  invest  overseas,  you'd  better  add  the 
Financial  Times  to  your  daily  reading  list. 


Company/industry 

Country 

Recent 

-EPS 

P/E 

Price/ 

Yield 

Revenue 

Market 

price 

1990 

1991E 

cash 

(%) 

($mil) 

value 

($) 

($) 

($) 

flow 

($mil) 

ANZ  Banking/banking 

Australia 

2.74 

0.33 

0.26 

8.3 

NA 

7.2 

9,336 

2,750 

Caltex  Australia/energy 

Australia 

2.08 

0.40 

0.33 

5.2 

3.7 

3.7 

2,354 

374 

Dominion  Mining/gold  mines 

Australia 

0.63 

0.07 

0.08 

9.4 

6.2 

5.4 

175 

250 

General  Property  Trust/real  estate 

Australia 

1.95 

0.19 

0.19 

10.1 

NA 

10.9 

NA 

1,037 

TNT/trucking,  RR 

Australia 

0.82 

0.21 

0.07 

3.9 

2.4 

13.9 

3,451 

423 

Tubemakers  of  Australia/machinery  &  eng  Australia 

WD  &  HO  Wills/bev  &  tobacco  Australia 

Westfield  Trust/real  estate  Australia 

Arbed  SA/metals-steel  Belgium 

Banque  Natl  Belgique/banking  Belgium 

Stock  prices  and  earnings  estimates  were  converted  into  U.S.  dollars  using  exctiange  rates  at  May  31.  Earnings  and  revenues  for  1990  were  converted  using  ttie 
average  exchange  rate  for  ttie  previous  12  months  at  fiscal  reporting  date.  E:  Estimate.  NA:  Not  available.  Sources-  Morgan  Stanley  Capital  International 
Perspective:  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  ttie  Institutional  Brokers  Estimate  System  (IBES),  a  service  of  Lynch,  Jones  & 
Ryan. 


1.48 

0.18 

0.09 

8.1 

6.6 

6.2 

1,024 

399 

1.92 

0.19 

0.20 

10.3 

64 

3.2 

835 

253 

1.51 

0.15 

0.15 

9.8 

NA 

9.8 

NA 

867 

117.50 

28.70 

15.85 

4.1 

1.8 

48 

6,247 

735 

918.23 

256.30 

89.79 

3.6 

NA 

6.2 

1,050 

367 

234 
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Company/industry 


Cockerill  Sambre  SA/metals-steel 
Solvay  Group/chemicals 
Tessenderlo  Chemie/cliemicals 
Bank  of  Montreal/banking 
Bank  of  Nova  Scotia/banking 


Country 


Belgium 
Belgium 
Belgium 
Canada 
Canada 


Recent 

price 

($) 

5.00 

376.08 

191.46 

31.79 

15.62 


1990 
($) 

1,17 

59.01 

27.14 

3.60 

2.00 


-EPS- 


1991E 
($) 

0.61 
50.07 
22.86 

3.75 

2.18 


P/E 


4.3 
6,4 
7,1 


BCE  Inc/telecomm 

Canada 

37.03 

3.00 

3.45 

12,3 

Cambior/gold  mines 

Canada 

7.97 

0.67 

0.66 

11,9 

Canadian  Imperial  Bank/bankmg 

Canada 

28.40 

3.45 

3.42 

8,2 

Dofasco/metals-steel 

Canada 

17.58 

1.44 

0.66 

12,2 

Hees  IntI  Bancorp/fmancial  svcs 

Canada 

16.27 

1.96 

2.06 

8,3 

Price/ 
cash 
flow 

2,6 
3,5 
3,5 


4.2 


5,0 


Yield 
(%) 

6,7 
4,9 
3,9 
5,8 
5,6 

6,0 
1.5 
4,1 
4,0 
5,3 


Revenue 
{$mil) 


6,078 
7,538 
1,218 
9,159 
7,984 

15,747 
127 

11,140 

1,976 

573 


Market 
value 
($niil) 

1,592 
3,116 
261 
3,730 
3,073 

11,335 

245 

5,121 

1,189 

1,300 


Hudson's  Bay  Co/retailing 

Canada 

28.40 

2.87 

1.89 

9.9 

NA 

2.5 

4,264 

1,387 

National  Bank  of  Canada/bankmg 

Canada 

9.83 

0.96 

1.26 

10,3 

NA 

7,2 

3,754 

1,234 

Norcen  Energy  Res  Mv/energy 

Canada 

19.66 

1.63 

0.00 

12,1 

4,4 

2,7 

902 

1,177 

Pagurian  A/fmancial  svcs 

Canada 

6.01 

0.53 

0.69 

11,3 

NA 

8,7 

NA 

546 

Power  Corp  of  Canada/multi-mdustiy 

Canada 

14.96 

1.31 

1.17 

11,4 

NA 

9.9 

200 

1,716 

Rio  Algom/misc  materials 

Canada 

14.31 

1.42 

1.12 

10,1 

5,8 

4,9 

1,151 

626 

Westcoast  Energy/utilities 

Canada 

17.26 

1.23 

1.21 

14,1 

5,0 

4,1 

1,372 

978 

J  Lauritzen  Holding  B/shipping 

Denmark 

220.57 

12.63 

14.07 

17,5 

5,2 

0,4 

1,825 

485 

East  Asiatic  Co/multi-industry 

Denmark 

28.09 

2.43 

1.42 

11,6 

6,0 

2,7 

2,556 

601 

Superfos  Ord/ctiemicals 

Denmark 

694.76 

69.64 

50.80 

10,0 

51 

1,9 

1.112 

286 

Unidanmark/banking 

Denmark 

41.54 

3.83 

3.84 

10.8 

NA 

3.6 

5,790 

1,924 

Kansallis-Osake  Pankki  Free/bankmg 

Fmland 

8.45 

0.56 

0.63 

15.0 

NA 

4,0 

1,301 

1,254 

Elf  Aquitaine  Group/energy 

France 

62.91 

7.95 

6.77 

7,9 

3.8 

4,2 

32,226 

15,445 

Beghin-Say/food,  household 

France 

108.57 

17.45 

10.64 

6,2 

3.4 

6,4 

6,918 

1,230 

CGIP/multi-industry 

France 

184.34 

31.59 

26.23 

5.8 

3.7 

3,9 

2,854 

1,084 

Cetelem/fmancial  svcs  France  119.74  14.70  14.25  8,1  NA  2,1                 NA               770 

Chargeurs  SA/multi-mdustry  France  129.38  35.26  13.78  3.7  2.8  5,5  2,018               848 

Ciments  Francais/bldg  materials  France  60.66  8.33  7.16  7.3  3,8  4,2  2,837  1,315 

Credit  Lyonnais/bankmg  France  97.92  23.32  19.16  4,2  '     NA  6,0  40,778  2,860 

Eurafrance/tmancial  svcs  France  292.24  39.48  32.47  7,4  NA  3,5                NA               892 

Pechiney/metals  nonfer  France  57.33  8.09  6.81  7.1  3,7  6,6  14,117  2,897 

Peugeot  G<'oupe  SA/automobiles  France  101.98  33.97  18.31  3,0  1,9  4,0  29,383  5,093 

Pinault/bldg  materials  France  53.10  8.92  5.91  6,0  NA  4  5  5,981  1,144 

Saint-Gobain/misc  materials  France  75.07  9.46  7.71  7.9  3,9  4,9  12,585  4,897 

Total-Francaise  Petroles/energy  France  132.25  20.39  17.27  6.5  3,2  4,4  23,507  4,847 

Thomson  CSF  SA/aero  &  defense  France  25.91  3.59  3.44  7  2  4,5  6,7  6,799  2,881 

Vallourec/machinerv  &  eng  France  52.09  14.51  4.82  3,6  2,3  4,9  1,328               265 

Thyssen  Group/metals-steel  Germany  126.29  18.30  13.26  6.9  3.3  7.1  21,364  3,967 

Jardine  Strategic/multi-mdustiy  Hong  Kong  2.29  0.30  0.34  7.7  NA  1,7  1,456  1,604 

Banca  Commerciale  Italian/banking  Italy  3,74  0.38  0.37  9,9  NA  4!  9,092  3,819 

Banca  Toscana/banking  Italy  3.71  0.34  0.34  11,0  NA  4,2  1,512  1,023 

Credito  Fondiario/banking  Italy  4.84  0.49  0.50  9,9  NA  3,2                NA              484 

Best  Denki/retailing  Japan  11.57  0.43  0.48  26,7  NA  1.6  1,494  1,450 

Canon  Inc/leisure-goods  Japan  10.92  0.57  0.62  19,2  8,1  0,8  11,934  8.164 

Fujitsu  Ltd/data  processing  Japan  8.17  0.32  0.39  25,3  7,4  0,8  21,029  14,811 

Stock  prices  and  earnings  estimates  were  converted  into  U.S.  dollars  using  exchange  rates  at  May  31.  Earnings  and  revenues  for  1990  were  converted  using 
ttie  average  exchiange  rate  for  ttie  previous  12  monttis  at  fiscal  reporting  date.  E;  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital 
International  Perspective;  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES),  a  service  of 
Lynch,  Jones  &  Ryan. 
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THE  100  CHEAPEST  FORE  GH  STOCKS 


Company/industrv 


Hitachi  Ltd/elec  &  electron 
Honda  IVIotor  Co  Ltd/automobiles 
Matsushita  Electric  Ind/appliances 
Mazda  Motor  Corp/automobiles 
Mitsubishi  Electric  Corp/elec  &  electron 

Nippondenso  Co  Ltd/industrial  comp 
Orix/financial  svcs 
Sony  Corp/appliances 
Teijin  Ltd/chemicals 
Toshiba  Corp/elec  &  electron 


Country 


Japan 
Japan 
Japan 
Japan 
Japan 


Recent 

price 

($) 


-EPS- 


P/E 


1990  1991E 

($)  ($) 


Price/ 
cash 
flow 


Yield 
(%) 


NV  DSM/chemcals 
Hollandsche  Beton/construction 
Hoogovens  Groep/metals-steel 
Telegraaf  Holdingmij/media 
Vard  A/stiipping 

Inchcape  Berhad/trading 
Singapore  Airlines/airlines 
Euroc  A/bldg  materials 
MoDo  Group/forest  products 
Nobel  Industries/aero  &  defense 

Skand  Enskilda  Bank/banking 
Georg  Fischer  Inhaber/machinery  &  eng 
Pargesa  Holding  Porteur/financial  svcs 
Sulzer  Group/machinery  &  eng 
BBA  Group/industrial  comp 

Bass  PIc/bev  &  tobacco 
Blue  Circle  Industries/bldg  materials 
British  Aerospace/aero  &  defense 
Burton  Group/retailmg 
Cookson  Group/misc  materials 

GKN  Plc/macfiine[V  &  eng 

Granada/leisure 

Greenall  Whitley/bev  &  tobacco 

Laird  Group/machmerv  &  eng 

Lucas  Industries  PIc/industrial  comp 

Ratners/retailing 
Steetley/misc  materials 
T&N/industrial  comp 
TSB  Group/banking 
Vickers/mactiinery  &  eng 


Singapore 

Singapore 

Sweden 

Sweden 

Sweden 


2,52 
7.64 
16,81 
41,62 
9,92 


0,23 
0,80 
1,94 
5,42 


0,22 
0,96 
1,36 
4,58 
072 


11.2 
9.5 
8.7 
7.7 

10.6 


9.9 
5.9 
4.1 
2.9 
3.8 


UK 


UK 


UK 


16.83 
4,04 

10,09 
1,25 
2,00 


2,54 
0,44 
1,65 
0,29 
0,22 


1.56 
0.31 
1.58 
0.09 
0.15 


5.6 
9.2 
51 
4.3 
9.1 


5.0 
5.8 
2.9 
3.4 
4.9 


UK 


2.50 
5.79 
2.62 
2.21 
3.48 


0.45 
0.62 
0.27 
0.23 
0.48 


0.36 
0.49 
0.19 
0.20 
0.29 


5.7 
9.3 
9.8 
9.6 
7.3 


3.5 
5.0 
5.0 
NA 
5.8 


3.1 
2.1 
3.4 
5.0 
3.6 


4.5 
6.3 
5.6 
9.0 
5.8 


5.5 
9.4 
5.5 
5.4 


Revenue 
($mil) 


457 
2,783 
1,931 
3,115 
4,450 


6,379 
2,168 
18,811 
3,005 
2,620 


2,014 
1,355 
2,238 
NA 
1,389 


Market 
value 
($mil) 


8.46 

.     0.50 

0.50 

17.0 

6.0 

0.9 

54,763 

27,705 

9.77 

0.56 

0.45 

17.6 

5.4 

1.0 

30,447 

9,498 

12.15 

0.88 

0.84 

13.8 

7.1 

0.5 

46,708 

25,439 

4.34 

0.18 

0.15 

24.8 

5.5 

1.3 

19,210 

4,558 

5.47 

0.24 

0.27 

22.6 

5.3 

1.3 

23,471 

11,703 

Japan 

12.30 

0.52 

0.52 

23.5 

8.5 

0.8 

10,440 

10,254 

Japan 

24.23 

2.19 

2.37 

11.0  . 

NA 

0.4 

3,152 

1,572 

Japan 

45.57 

2.44 

2.45 

18.7 

7.6 

0.8 

25,598 

15,430 

Japan 

4.25 

0.19 

0.18 

22.3 

NA 

1.2 

4,339 

4,113 

Japan 

5.57 

0.25 

0.29 

22.4 

6.7 

1.3 

33,232 

18,182 

Toyota  Motor  Corp/automobiles 

Japan 

13.02 

0.89 

0.82 

14.6 

7.8 

1.1 

62,485 

43,957 

Victor  Co  Japan/appliances 

Japan 

11.07 

0.45 

0.53 

24.8 

8.6 

0.8 

6,554 

2,812 

ABN-Amro  Holding  NV/banking 

Netherlands 

19.65 

2.77 

2.75 

7.1 

m 

7.5 

5,511 

5,015 

Aegon  Insurance/insurance 

Netherlands 

61.78 

9.76 

8.03 

6.3 

NA 

5.9 

6,616 

2,603 

Akzo  Group/chemicals 

Netherlands 

58.01 

8.20 

7.59 

7.1 

3.3 

5.7 

9,471 

2,577 

Netherlands 

57.35 

12.70 

9,75 

4.5 

2.9 

7.1 

5,582 

2,014 

Netherlands 

107.46 

12.07 

11.77 

8.9 

3.4 

4.0 

2,307 

317 

Netherlands 

31.22 

7.34 

2.37 

4.3 

1.5 

7.2 

4,489 

695 

Netherlands 

45.84 

670 

591 

6.8 

4.6 

4.4 

426 

301 

Norway 

10.15 

1,40 

0.55 

73 

3.8 

- 

967 

328 

413 
4,857 
587 
903 
895 


Sweden 

11.37 

1.06 

1.54 

10.7 

NA 

4.6 

8,643 

2,994 

Switzerland 

1024.50 

98.62 

93.16 

10.4 

5.1 

3.3 

1,828 

559 

Switzerland 

889.79 

116.62 

119.11 

7.5 

NA 

4.9 

NA 

1,085 

Switzerland 

276.37 

33.34 

0.00 

8.3 

3.4 

3.7 

4,483 

932 

UK 

2.09 

0.29 

0.20 

7.3 

3.5 

8.1 

2,193 

.  625 

7,183 

2,235 

2,611 

706 

891 


5.85 

0.64 

0.39 

9.1 

5.1 

7.9 

3,641 

1,514 

2.77 

0.38 

0.24 

7.2 

2.6 

8.5 

2,359 

834 

5.72 

0.65 

0.59 

8.9 

5.9 

4.1 

844 

681 

3.55 

0.44 

0.36 

8.4 

5.2 

6.2 

871 

353 

2.55 

0.35 

0.20 

7.6 

5.7 

6.0 

3,664 

1,829 

751 

903 

1.139 

3,510 

914 


Stock  prices  and  earnings  estimates  were  converted  into  U.S.  dollars  using  exctiange  rates  at  May  31.  Earnings  and  revenues  for  1990  were  converted  using 
the  average  exchange  rate  for  the  previous  12  months  at  fiscal  reporting  date.  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital 
International  Perspective;  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES),  a  service  of 
Lynch,  Jones  &  Ryan. 
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President,  Investment  and  Pension  Group 
John  Hancock  Financial  Services 


©X"^^"^' 


John  Hancock,  one  of  the  country's  oldest  financial  institutions,  is  also  one  of  the  leading  underwriters  of 
Guaranteed  Investment  Contracts  for  pension  funds.  They  believe  in  both  prudent  investing  and  innovative 
thinking.  "We  hire  the  best  and  the  brightest  people.  We  ask  them  to  find  new  ways  to  preserve  investment 
quality  and  deliver  superior  perfonnance,"  says  Foster  Abom.  Hancock  has  made  CBOT  T-Bond  and  T-Note 
futures  an  important  piece  of  their  program  for  matching  the  duration  of  assets  and  liabilities  in  their  GIC 
portfolio.  "CBOT  futures  help  us  control  our  primary  interest  rate  exposure,"  continues  Abom.  "They're  an 
essential  risk  management  tool." 

If  you're  interested  in  gaining  a  competitive  edge,  find  out  ^.    C^Y\\n^nr\  Board  Of  Trad© 


more  about  CBOT  Treasury  futures  and  options.  For  literature,  call 
1-800-THE-CBOT,  ext.  6004,  or  1-312-435-3558,  ext.  6004. 


THE  500  lARGEST  FORE  ON  COMPAN  ES 


Our  international 
competitors 


How  BIG  is  Japan's  economic  clout?  Pretty  overwhelming 
if  you  just  look  at  the  raw  data.  OFthe  500  largest  non-U. S. 
public  corporations,  more  than  one-third — 187 — call  Ja- 
pan their  homeland.  Japanese  corporations  account  for 
47%  of  the  $6  trillion  revenues  of  the  Forbes  International 
500  and  48%  of  the  $4  trillion  in  market  value.  All  of  the  5 
largest  non-U.S.  companies  are  Japanese.  The  largest  is 
Osaka-based  C.  Itoh  &  Co.,  with  sales  of  $151  billion  in  its 
fiscal  year  ended  March  1991.  This  compares  with  $125 
billion  for  General  Motors,  America's  largest  corporation 
ranked  by  sales. 

But  by  other  measures  than  rexenues,  Japanese  compa- 
nies are  not  so  dominant.  The  biggest  Japanese  companies 
list  "trading"  (read:  wholesaling)  as  their  principal  busi- 


25  largest  public  foreign  companies 

Company/business 

Country 

Revenue      Employees 
($mil)           (thou) 

C  Itoh  &  Co  Ltd/trading 

Japan 

150,789             712 

Mitsui  &  Co  Ltd/trading 

Japan 

147,437            11,7 

Sumitomo  Corp/trading 

Japan 

141,695            14.2 

Mitsubishi  Corp/trading 

Japan 

139,626           33.0 

Marubeni  Corp/trading 

Japan 

138,480            9.9 

Royal  Dutch/Shell/energy  Netherlands  105,255  137  0 

Nissho  Iwai  Corp/trading  Japan                    95.711'  7.4 

Toyota  Motor  Corp/automobiles  Japan                   62,485  96.8 

British  Petroleum  Co/energy  UK                      58,966  1181 

Hitachi  Ltd/elec  &  electron  Japan                    54,763  309.8 


Daimler-Benz  Group/automobiles 

Germany 

52,917 

374.2 

Tomen  Corp/trading 

Japan 

49,585' 

3.42 

Fiat  Group/automobiles 

Italy 

47,749 

303.2 

Matsushita  Electric  Ind/appliances 

Japan 

46,708 

210.8 

Nichimen  Corp/trading 

Japan 

46,588 

5.3 

Nippon  Tel  &  Tel/telecomm  Japan  44,249  277.9 

Kanematsu  Corp/trading  Japan  43,141  2.7^ 

Nissan  Motor  Co  Ltd/automobiles  Japan  42,220  138.3 

Volkswagen  Group/automobiles  Germany  42,124  261.0 

Credit  Lyonnais/banking  France  40,778  68.5 

Unilever/tood,  household  Netherlands  39,604  301.0 

Siemens  Group/eiec  &  electron  Germany  37,305  374.0 

Suez  Group/bankmg  France  34,979  98.0 

Sumitomo  Bank  Ltd/bankmg  Japan  34,824  I6.52 

Dai-lchi  Kangyo  Bank/banking  Japan  34,753  18.5^ 

'Figures  are  latest  available.    ^Not  consolidated. 


ness.  This  means  they  produce  little  or  nothing  but  act  as 
middlemen  distributing  products  to  retailers  and  whole- 
salers. And  they  have  fewer  employees  than  industrial 
companies  with  similar-size  revenues. 

I^)oked  at  by  other  measures  than  sheer  sales  volume, 
Europe-based  companies  loom  relatively  larger.  For  exam 
pie,  our  tables  list  81  companies  in  the  United  Kingdom, 
with  total  employment  of  4.5  million,  while  Japan's  187 
firms  employ  only  4  million.  The  largest  Japanese  compa 
nies  employ  an  average  of  only  22,000  people  (some  do 
not  consolidate  employees),  versus  an  average  52,000  for 
the  biggest  non- Japanese  foreign  companies. 

The  largest  industrial  company  headquartered  outside 
the  U.S.  is  oil  giant  Royal  Dutch/Shell  Group,  with  dual 


25  large  nonpublic  foreign  companies 

Company/business 

Country           Revenue      Employees 

($mil)          (thou) 

Nippon  Life  Ins/insurance 

Japan                    48,897'          15.0 

ENI-Ente  Naz  Idrocarburi/energy 

Italy                      41,760           82.7 

Credit  Agricole/banking 

France                   31,730           74.5 

Renault  Group/autcmobiles 

France                   30,048          157.4 

Sumitomo  Life  Ins/insurance 

Japan                    29,415'          11.0 

Meiji  Mutual  Life  Ins/insurance  Japan  24,916'  7.9 

Tengelmann  Group/retailing  Germany  23,766  167.0 

Daewoo  Group/multi-industry  Korea  22,346  '    85.8 

Robert  Bosch  Group/automobiles  Germany  19,696  179.5 

Pemex-Petroleos  Mexicanos/energy  Mexico  19,330  168.0 


Asahi  Mutual  Life  Ins/insurance 

Japan 

17,782' 

8.1 

Groupe  Usinor  Sacilor/metals-steel 

France 

17,640 

93.0 

Norinchukin  Bank'/banking 

Japan 

15,082' 

3.1 

Mitsui  Mutual  Life  Ins/insurance 

Japan 

14,651 

32.0 

Ruhrkohle/energy 

Germany 

14,186 

119.5 

Neste  Group/energy  Finland  12,194  11.7 

Idemitsu  Kosan  Co  Ltd^/energy  Japan  11,977'  5.6 

Statoil  Group/energy  Norway  11,559  13,2 

Sunkyong  Group/multi-industry  Korea  10,597  21.0 

Indian  Oil  Corporation/energy  India  10,571'  33.4 

Bank  of  China/banking  China  10,350  89.2 

Vendex  IntI  Group/retailing  Netherlands  10,201  89.1 

Krupp  Group/metals-steel  Germany  9,779  58.9 

Koc  Group/multi-industry  Turkey  9,450  40.9 

Bertelsmann/media          .  Germany  7,494  43.5 
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Super  Fifty 


Rank 

Company 

Business 

Country 

Revenue 

Net 

Assets 

Market 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

(thou) 

1 

Royal  Dutch/Shell  Group 

energy 

Netherlands 

105,255 

6,458 

106,368 

72,332- 

137.0 

2 

Sumitomo  Bank  Ltd 

banking 

Japan 

34,824 

1,023 

372,4011 

56,338 

16.52 

3 

Nippon  Telegraph  &  Telephone 

telecomm 

Japan 

44,249 

1,571 

80,751 

102,712 

277.9 

4 

Mitsubishi  Bank  Ltd^ 

banking 

Japan 

26,670^ 

969' 

354,9721 

58,027 

14.52 

5 

Sanwa  Bank  Ltd 

banking 

Japan 

31,739 

800 

401,465 

49,900 

13,9 

6 

British  Petroleum  Co 

energy 

UK 

58,966 

2,991 

59,184 

30,377 

118.1 

7 

Fuji  Bank  Ltd 

banking 

Japan 

31,144 

722 

366,745' 

58,633 

14.72 

8 

Toyota  Motor  Corp 

automobiles 

Japan 

62,485 

3,000 

55,141 

43,957 

96.8 

9 

Dai-lchi  Kangyo  Bank 

banking 

Japan 

34,753 

548 

408,025' 

57,326 

I8.52 

10 

Hitachi  Ltd 

elec  &  electron 

Japan 

54,763 

1,529 

60,469 

27,705 

309.8 

11 

Mitsui  Taiyo  Kobe  Bank 

banking 

Japan 

31,568 

609 

434,508 

48,650 

22.9 

12 

Matsushita  Electric  Industrial 

appliances 

Japan 

46,708 

1,833 

49,943' 

25,439 

210.8 

13 

Daimler-Benz  Group 

automobiles 

Germany 

52,917 

1,042 

45,073 

20,354 

374.2 

14 

Barclays  Pic 

banking 

UK 

31,234 

598 

260,063 

11,975 

116.8 

15 

Elf  Aquitaine  Group 

energy 

France 

32,226 

1,951 

42,319 

15,445 

90.0 

16 

British  Telecommunications^ 

telecomm 

UK 

24,307 

3,372 

33,997 

39,730 

237.4 

17 

Deutsche  Bank  Group 

banking 

Germany 

23,309 

634 

256,423 

17,215 

68.6 

18 

Industrial  Bank  of  Japan 

banking 

Japan 

22,643 

467 

259,860' 

64,123 

5.12 

19 

Siemens  Group 

elec  &  electron 

Germany 

37,305 

913 

41,206 

19,447 

374.0 

20 

Unilever 

food,  household 

Netherlands 

39,604 

1,980 

24,737 

23,876^ 

301.0 

21 

Fiat  Group 

automobiles 

Italy 

47,749 

1,346 

65,869 

9,825 

303.2 

22 

Nestle 

food,  household 

Switzerland 

33,379 

1,636 

27,461 

21,863 

199.0 

23 

Toshiba  Corp 

elec  &  electron 

Japan 

33,232 

855 

32,958' 

18,182 

156,0 

24 

Mitsubishi  Corp 

trading 

Japan 

139,526 

462 

84,613 

14,246 

33,0 

25 

Tokyo  Electric  Power  C02 

utilities 

Japan 

31,028 

418 

78,638 

37,496 

39.6 

26 

Allianz  AG  Holding 

27 

Suez  Group 

28 

British  Gas  Pic 

29 

Sony  Corp 

30 

Alcatel  Alsthom 

insurance 

Germany 

18,658' 

501' 

78,497' 

25,936 

43.1 

banking 

France 

34,979 

716 

156,622 

7,697 

98.0 

utilities 

UK 

17,538 

2,500 

24,085' 

18,350 

81.8 

appliances 

Japan 

25,598 

828 

32,542 

15,430 

112.9 

elec  &  electron 

France 

26,455 

943 

'       37,931 

10,987 

205.5 

3 1  National  Westminster  Bank  Groups 

32  Nippon  Steel  Corp 

33  Bank  of  Tokyo  Ltd 

34  Union  Bank  of  Switzerland 

35  Imperial  Chemical  Industries 


banking  UK  29,218  541  232,281  8,734  112.6 

metals-steel  Japan  20,816'  819'  26,724'  23,170  55.32 

banking  Japan  20,314  347  202,854'  20,444  17.0 

banking  Switzerland  13,150  646  180,512  11,585  27.5 

chemicals  UK  23,034  1,101  20,821  15,554  132.1 


36 

Tokai  Bank  Ltd 

banking 

Japan 

18,969 

310 

230,358' 

26,080 

11.82 

37 

B.  A.  T  Industries 

bev  &  tobacco 

UK 

15,284 

634 

48,140 

17,646 

110.8 

38 

Bayer  Group  Worldwide 

chemicals 

Germany 

25,773 

1,164 

25,400 

10,773 

171.0 

39 

UAP-Union  des  Assur  de  Paris 

insurance 

France 

17,868 

775 

85,074' 

8,325 

39.5 

40 

BCE  Inc 

telecomm 

Canada 

15,747 

983 

36,186 

11,335 

119.0 

41 

Mitsubishi  Trust  &  Banking 

financial  svcs      Japan 

10,711' 

491' 

130,883' 

18,461 

6.52 

42 

Mitsubishi  Heavy  Industries 

machinery  &  eng  Japan 

18,191 

686 

21,854' 

18,194 

55.8 

43 

Long-Term  Credit  Bank  of  Japan 

banking            Japan 

17,773 

264 

187,242' 

29,767 

3.62 

44 

Sumitomo  Trust  &  Banking 

financial  svcs      Japan 

10,826' 

494' 

109,947' 

15,558 

7.12 

45 

Nomura  Securities 

financial  sues      Japan 

8,411' 

1,933' 

39,188' 

30,777 

16.0 

46 

Nissan  Motor  Co  Ltd 

47 

Hoechst  Group 

48 

Volkswagen  Group 

49 

VEBA  Group 

50 

Dresdner  Bank 

automobiles 

Japan 

42,220 

346 

45,786 

13,588 

138.3 

chemicals 

Germany 

27,766 

927 

22,885 

9,225 

172.9 

automobiles 

Germany 

42,124 

672 

41,977 

7,264 

261.0 

utilities 

Germany 

33,976 

677 

24,396' 

9,773 

106.8 

banking 

Germany 

14,059 

559 

187,032 

7,733 

42.2 

'Figures  are  latest  available.    ^Not  fully  consolidated.    'U.S.  GAAP.    "Combined  market  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading.  Price,  EPS  and  yield  are  only  for 
Royal  Dutch  Petroleum.    ^Combined  market  value  for  Unilever  NVand  Unilever  Pic.  Price,  EPS  and  yield  are  only  for  Unilever  NV. 
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headquarters  in  Holland  and  the  U.K.  Employing 
137,000,  it  had  dollar-denominated  sales  of  $105  billion 
last  year — which  makes  it  the  second  largest  oil  concern  in 
the  world  after  Exxon,  whose  1990  sales  were  only  a 
smidgen  higher.  (Exxon  has  104,000  employees.) 

In  our  country-by-country  listing  of  the  International 
500  (starting  below)  we  rank  companies  according  to 
re\'enues.  The  International  Super  Fifty  (sec  pajjc  239)  arc 
the  biggest  international  companies  based  on  their  com- 
posite rankings  for  sales,  profits,  assets  and  market  value. 

Much  of  the  financial  information  needed  to  create 
these  tables  was  provided  by  Geneva,  Switzerland-based 
Morgan  Stanley  Capital  International  Perspecti\e.  Its 
extensive  database  covers  2,750  non-U. S.  companies  in 
34  nations,  making  it  one  of  the  most  comprehensixe 
sources  for  foreign  stock  market  information.  Earnings 
estimates  come  from  the  international  database  of  the 
Institutional  Brokers  Estimate  System,  a  service  of  New 
York  brokerage  firm  Lynch,  Jones  &  Ryan.  It  compiles 
earnings  information  from  3,200  analysts  on  6,000  for- 
eign companies  in  28  countries. 

What's  ahead  for  the  rest  of  this  year  for  the  big  overseas 
companies.'  For  199 1  securitv'  analysts  are  looking  for  only 
single  digit  earnings  growth  for  much  of  industrialized 


Europe,  including  Germany,  France  and  Spain.  The  ana- 
lysts expect  earnings  declines  to  hit  Belgium,  Italy  and 
Switzerland.  Among  the  countries  in  our  sur\'ey,  Norway 
is  expected  to  post  the  best  profit  gain  this  year — 26%. 

There  are  no  interim  data  in  the  tables  below;  revenue, 
net  income  and  assets  are  as  of  the  latest  available  fiscal 
year.  For  our  per-share  earnings  figures,  we  designate  as 
fiscal  1990  any  fiscal  year  ending  later  than  May  1990.  For 
example,  Japan's  YasucJa  Trust  &  Bank,  ranked  222,  has 
not  reported  for  the  fiscal  year  ending  in  March  1991. 
That's  why  \vc  show  the  IBKS  estimate  of  $0.22  a  share  as 
Yasuda's  1990  earnings.  This  estimate  is  marked  with  an 
''E."  We  also  show  a  1991  earnings  estimate  of  $0.24  for 
this  financial  services  company. 

With  the  exception  of  Brazil,  all  sales  and  net  income 
figures  are  converted  into  U.S.  dollars  using  the  local 
currency's  12-month  average  exchange  rate  as  of  the  fiscal 
month-end.  Because  of  the  high  level  of  infiation  in  Brazil, 
for  companies  in  this  countrv  we  use  the  month-end 
exchange  rate  as  of  the  fiscal  reporting  date.  For  all 
companies,  assets  were  converted  at  the  month-end  ex- 
change rate  prevailing  at  the  reporting  date.  Stock  prices, 
market  values  and  1991  earnings  estimates  reflect  the 
exchange  rates  as  of  our  pricing  date.  May  31,  1991 . 


Australia 


P/E  15     •    Yield  5% 


Market  value  $125  billion 


Year  to  date  price  change  21% 


Investors  unafraid  of  getting  into  something  early 
should  look  toward  Australia.  Positioned  in  time  and 
space  between  the  closing  of  the  U.S.  stock  markets  and 
the  opening  of  European  exchanges,  Sydney's  trading 
bell  rings  ahead  of  even'  other  major  exchange.  The 
average  Australian  stock  has  a  healthy  5.1%  yield,  one  of 
the  highest  in  the  world.  And  unlike  the  U.S.,  Austra- 
lian stock  dividends  arc  no  longer  subject  to  double 


taxation.  The  Australian  equity  market  does  face  some 
competition  from  bonds  (Aussie  government  bonds  are 
260  basis  points  above  U.S.  rates),  but  a  moderation  in 
inflation  has  brought  yields  down.  A  cheaper  currency 
helped  Australia's  trade  balance  improve  dramatically 
in  1990.  Despite  a  handsome  recovery  this  year,  Austra- 
lian stocks  are  still  ofi'  18%  (in  U.S.  dollars)  from  their 
highest  month-end  close  of  September  1987. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1990 

1991E 

(%) 

(thou) 

•Westpac  Bankings/banking 

11,599 

($min 

319 

($) 

($) 

{$) 

($) 

8.9 

119 

87,601 

4,247 

3.62 

0.28 

0.34 

45.4 

121 

•Coles  Myer  Ltd/retailing 

11,375 

282 

4,132 

4,441 

8.26 

0.53 

0.51 

3.4 

158.7 

140 

•Broken  Hill  Prop/energy 

10,305 

847 

16,629 

14,281 

9.47 

0.57 

0.69 

3.3 

52.0 

150 

•National  Australia  Bank/banking 

9,739 

599 

78,193 

5,907 

5.08 

0.61 

0.56 

7.6 

41.0 

157 

■ANZ  Banking/banking 

9,336 

322 

81,610 

2,750 

2.74 

0.33 

0.26 

7.2 

50.4 

211 

•Foster's  Brewing  Group/trading 

7,891 

248 

8,415 

2,601 

1.16 

0.11 

0.07 

1.5 

23.2 

249 

•News  Corp  Ltd'/media 

6,745 

158 

15,804 

1,888 

7.03 

0.49 

0.73 

I.l 

32.0 

373 

•Bond  Corp  Holdings/multi-industrv 

4,522 

-473 

1,714 

42 

0.10 

-1.98 

NA 

0,0 

NA 

423 

•Pacific  Dunlop/multi-industry 

3,886 

231 

3,354 

2,947 

4.06 

0.32 

0.25 

3.9 

41.0 

432 

•Pioneer  Intl/bldg  materials 

3,782 

92 

3,672 

1,431 

1.90 

0,12 

0.15 

6.0 

11.1 

457 

•CRA  Limited/metals  nonfer 

3,590 

369 

6,060 

5,634 

9.55 

0.54 

0.61 

3.5 

19,4 

459 

■CSR  Group/multi-industrv 

3,582 

254 

4,751' 

3,321 

4.28 

0.33 

0.32 

7.1 

22.4 

470 

■TNT/trucking,  RR 

3,451 

108 

3,452 

423 

0,82 

0.21 

0.07 

13,9 

52,0 

479 

■Amcor  Ltd/forest  products 

3,366 

139 

3,068 

1,958 

4.02 

0.30 

0.26 

5.1 

18.0 

•  Sponsored  ADR,  ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exctiange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  conipaniesv^^ith  January,  Februaryor  March  fiscal  year-ends,  fiscal  1990  figures  are  used  unless  noted.  (Vlarketvalueisasof  May 
31,1991.  'Figures  are  latest  available.  ^Not  fully  consolidated.  ^U.S.GAAP.  E:  Estimate.  NI^:Noi:a\iat\3b\e.  Sources:  Morgan  Stanley  Capital  Internation- 
al Perspective;  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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Funny  it  doesn't  look 
like  a  conference  center. 


-^^1 


r 


Now  you  can  call  a  conference  anywhere.  Even  in  the  middle  of  nowhere. 
How?  Simply  carry  one  of  the  AT&T  Cards.  Then  all  you  have  to  do  to  make  a  conference 
call  is  find  the  nearest  public  phone  and  give  us  your  AT&T  card  number.  We'll  set  up 
the  whole  thing,  including  getting  in  touch  with  everyone  you  want  to  talk  to. 

It's  just  one  of  the  innovative  services  available  with  the  AT&T  Calling  Card,  the 
AT&T  Corporate  Calling  Card,  or  the  AT&T  Universal  Card.  For  more  on  all  the  ways 
our  cards  can  help  you  when  you're  on  the 
road,  call  1 800  222-0300,  Ext.  289. 


It's  all  in  the  cards. 


ATfiJ 


inL  auu  uinucai  runciun  uuinrHnitu 


Belgium 


P/Ell     •    Yield  5%    •    Market  value  $65  billion    •    Year  to  date  price  change  15% 


Brussels  houses  the  main  body  of  the  12  nation  EC.  A 
favorable  tax  system  for  distribution  centers  helps 
Belgium  attract  foreign  companies.  The  little  (pop.  "10 
million)  country's  positive  outlook  toward  free  trade  is 
no  surprise.  Fully  70%  of  its  GNP  goes  out  of  the  country 
as  exports.  Linking  the  Belgian  franc  to  the  deutsche 


mark  helps  keep  Belgium's  currency  stable  and  lowers 
the  possibility  of  imported  inflation.  Belgium's  down- 
side.'' If  its  trading  partners  catch  colds,  Belgium  gets 
pneumonia.  But  considering  its  experience  with  cross- 
border  trade,  Belgium  is  well  positioned  for  next  year's 
fiill  economic  integration  of  the  common  market. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1990 

1991E 

(%) 

(thou) 

($mil) 

($) 

($) 

($) 

($) 

23.8 

101 

•Petrofina  SA/energy 

13,015 

650 

12,308 

7,262 

327.24 

28.70 

27.32 

4.8 

183 

Generate  Bank  Group/banking 

8,507 

241 

76,047 

2,044 

142.34 

16.82 

17.14 

7.1 

15.62 

210 

Delhaize  "Le  Lion'Vretailing 

7,965 

113 

2,388 

2,215 

216.02 

10.89 

12.31 

1.2 

62.5 

216 

Solvay  Group/chemicals 

7,638 

501 

8,906 

3,116 

376.08 

59.01 

50.07 

4.9 

45.7 

244 
267 

Bank  Bruxelles  Lambert/banking 

6,811 

95 

65,722 
8,370 

1,198 
735 

78.43 

6.25 

8.43 

6.5 

17.0 

Arbed  SA/metals-steel 

6,247 

180 

117.50 

28.70 

15.85 

4.8 

54.0 

268 

GIB  Group/retailing 

6,215 

90 

2,370 

1,198 

38.40 

3.03 

2.99 

2.9 

18.4 

276 

Cockerill  Sambre  SA/metals-steel 

5,078 

374 

5,215' 

1,592 

5.00 

1.17 

0.61 

6.7 

29.0 

279 

Kredietbank  NV/banking 

6,026 

186 

54,330 

1,764 

120.29 

14.26 

12.89 

5.3 

11.6 

300 

Electrabel  SA/utilities 

5,626 

663 

NA 

6,434 

125.87 

12.42E 

11.97 

8.3 

35.2 

454 

ACEC-Union  Miniere/metals  nonfer 

3,607 

109 

3,942 

1,661 

67.12 

4.40 

3,15 

5.0 

16.7 

Canada 


P/E21     •    Yield  3%    •    Market  value  $242  billion    •    Year  to  date  price  change  9% 


Canada's  unemployment  rate  is  10.3%  and  could  go 
higher.  The  Bank  of  Montreal's  Business  Review  expects 
that  in  the  second  half  of  1991  the  Canadian  dollar  will 
weaken  against  the  U.S.  dollar  and  interest  rates  will 
drop.  However,  even  if  the  economy  rebounds  in  the 
second  half,  it  is  unlikely  Canada's  gross  domestic 


product  will  show  a  gain  for  the  year.  Ernest  Stokes  of 
Toronto's  Wefa  Group,  an  economic  consulting  firm,  is 
forecasting  that  1991 's  gross  domestic  product  will 
show  a  0.7%  decrease.  On  a  total-return  basis  (pretax 
capital  gains  plus  dividends)  Canada  has  been  one  of  the 
worst-performing  markets  of  the  last  five  years. 


1990 
Rank 

Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 

($mil) 

Market 

value 

($) 

Stock 

price 

($) 

EPS 

1990 
($) 

1991E 

($) 

Yield 
{%) 

Employees 
(thou) 

81 

BCE  Inc/telecomm 

15,747 

983 

36,186 

11,335 

37.03 

3.00 

3.45 

6.0 

119.0 

107 

Royal  Bank  of  Canada/banking 

12,531 

827 

107,879 

6,689 

22.18 

2.57 

2.53 

4.6 

50.1 

123 

Canadian  Imperial  Bank/banking 

11,140 

687 

97,821 

5,121 

28.40 

3.45 

3.42 

4.1 

35.8 

158 

George  Weston  Ltd/retailing 

9,304 

107 

3,195 

1,740 

37.57 

2.16 

1.83 

1.6 

64.2 

164 

Bank  of  Montreal/banking 

9,159 

447 

74,841 

3,730 

31.79 

3.60 

3.75 

5.8 

33.6 

170 

Canadian  Pacific  Ltd/multi-industry 

8,999 

305 

17,430 

5,671 

17.81 

0.95 

0.70 

4.5 

72.2 

179 

Alcan  Aluminium  Ltd/metals  nonfer 

8,757 

543 

10,649 

4,747 

21.30 

2.33 

0.51 

5.3 

57.0 

200 

Noranda/metals  nonfer 

8,086 

103 

12,856 

3,305 

17.37 

0.31 

0,12 

5.0 

56.0 

208 

Bank  of  Nova  Scotia/banking 

7,984 

439 

74,719 

3,073 

15.62 

2.00 

2.18 

5,6 

30.1 

253 

Toronto-Dominion  Bank/banking 

6.644 

510 

57,307 

4,867 

16.16 

1.54 

1.49 

4.1 

24.5 

303 

Provigo  Inc/retailing 

5,599 

52 

1,298 

846 

9.83 

0.61 

0.72 

2.1 

13.5 

317 

Thomson  Corp/media 

5,364 

385 

7,860 

7,932 

14.31 

0.70 

0.72 

3.2 

44.8 

335 

Seagram  Co  Ltd/bev  &  tobacco 

5,027 

756 

11,477 

10,270 

109.22 

8.03 

8.14 

1.8 

17.6 

347 

Great-West  Lifeco/insurance 

4,859 

100 

18,016 

1,085 

13.76 

1.27 

1.39 

3.2 

6.6 

390 

Royal  Trustco  Ltd/banking 

4,307 

-56 

35,289 

1,453 

9.61 

-1.03 

0.66 

6.7 

9,2 

393 

Hudson's  Bay  Co/retailing 

4,264 

136 

2,666 

1,387 

28.40 

2.87 

1.89 

2.5 

37,0 

408 

Nova  Corp  of  Alberta/utilities 

4,059 

159 

6,046 

2,391 

7.98 

0.48 

0.42 

5,7 

10.0 

•  Sponsored  ADR.  ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exctiange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  vifith  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available.  ^Not  tully  consolidated.  E:  Estimate.  NA:  Not  available.  Sources.-  Morgan  Stanley  Capital  International  Perspective; 
Forbes.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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Imagine  Owning  A  Copier  That  Copies 
Reports  Cover  To  Cover  For  Only  $14.75*A  Day 


Ricoh  Has  Made  It  A  Reality 


R1COHFT6750 


FREE 
Video 


Imagine  a  copier  that  automatically  feeds,  edits,  sorts, 
makes  double-sided  copies,  staples  and  covers  your  reports  as 
easy  as  1-2-3. 

Imagine  getting  all  this  work  done 
at  a  speed  of  52  copies  per  minute  and 
getting  your  first  copy  in  just  3.6  seconds. 

Think  of  the  dramatic  improvement 
in  productivity  your  company  would  experience  since 
your  employees  wouldn't  have  to  stand  around  the 
copier  all  day  to  get  their  reports  done. 

Now  imagine  putting  the  RICOH  FT6750  copier 
in  your  office  for  a  lower  cost  than  you  could  ever 
imagine— only  $14.75  a  day. 

Call  1-800-63-RICOH,  ext.  1251  and  make  it  a  reality 

And  if  you  call  now  you'll  get  a  free  video  that  shows  just 
how  much  the  RICOH  FT6750  can  do  for  your  office. 


1^1 


mm 


"in® 
jlI 

Where  Imagination  Becomes  Reality 

1-800-63-RICOH 


ext.  1251 


'  Based  on  suggested  retail  price  for  copier,  recycling  document  handler  andlinisher  over  a  5-year  period. 


!■ 


inc  auu  uinbcoi  runcibn  uumrHnica 


Canada 


P/E21    •    Yield  3%    •    Market  value  $242  billion    •    Year  to  date  price  change  9% 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

{$mil) 

value 

price 

1990 

199  IE 

(%) 

(thou) 

412 

($mil) 

($) 

($) 

($) 

($) 

John  Labatf  bev  &  tobacco 

3,968 

143 

2,529 

1,530 

19.99 

1.70 

1.62 

3.4 

16.5 

414 

Oshawa  Group  Ltd/retailing 

3,946 

52 

855 

979 

26.87 

1.67 

1.98 

1.5 

16.5 

439 

National  Bank  of  Canada/banking 

3,754 

146 

30,771 

1,234 

9.83 

0.96 

1.26 

7.2 

13.9 

460 

Varity/machinei>  &  eng 

3,565 

102 

2,975 

632 

2.53 

0.34 

0.16 

0.0 

18.7 

477 

Air  Canada/airlines 

3,376 

-63 

3,946 

623 

8.41 

-0.87 

-0.55 

0.0 

23.1 

" 

France 


P/E  12     •    Yield  3% 


Market  value  $323  billion 


Year  to  date  price  change  21% 


By  capitalization,  the  French  stock  market  is  the  fourth- 
largest  foreign  market,  after  Japan,  the  U.K.  and  Ger- 
many. France's  economy  slowed  in  199 1 :  According  to 
the  French  Finance  Ministry,  GDP  is  expected  to  grow 
1.5%  in  1991,  versus  2.8%  in  1990.  Paul  Meyer,  the 
head  of  International  Equities  at  Societe  Generale 
Securities  in  New  York,  expects  the  French  market  will 


not  finish  the  year  much  higher  than  its  current  level. 
Meyer  expects  that  the  CAC  40  index  of  French  stocks 
will  fluctuate  between  1800  and  1900  points  (it  is 
currently  at  1776).  In  1990  the  French  spent  more  than 
$9  billion  on  acquiring  or  merging  with  U.S.  assets. 
The  biggest  purchases:  acquisitions  of  Rorer  Group  by 
Rhone-Poulenc  and  Norton  Co.  by  Saint-Gobain. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1990 

199  IE 

(%) 

(thou) 

Credit  Lyonnais/banking 

40,778 

($mil) 

681 

285,238 

{$) 

2,860 

($) 

97.92 

($) 

23.32 

($) 

19.16 

20 

6.0 

68.5 

23 

Suez  Group/banking 

34,979 

716 

156,622 

7,697 

59.06 

5.23 

5.81 

3.4 

98.0 

29 

•Elf  Aquitaine  Group/energy 

32,226 

1,951 

42,319 

15,445 

62.91 

7.95 

6.77 

4.2 

90.0 

37 

■Peugeot  Groupe  SA/automobiles 

29,383 

1,708 

22,523 

5,093 

101.98 

33.97 

18.31 

4.0 

158.1 

40 

BMP  Group/banking 

27.958 

297 

289,747 

2,758 

44.80 

4.82 

6.46 

3.0 

59.8 

44 

•Alcatel  Alsthom/elec  &  electron 

26,455 

943 

37,931 

10,987 

101.30 

8.70 

8.59 

3.1 

205.5 

50 

Total-Francaise  Petrol/energy 

23,507 

746 

20,643 

4,847 

132.25 

20.39 

17.27 

4.4 

39.9 

55 

Generale  des  Eaux/services 

21,486 

408 

18,663' 

8,773 

450.19 

20.94 

22.67 

2.3 

154.0 

56 

Societe  Generale/banking 

21.401 

492 

218,381 

5,140 

74.75 

7.16 

7.60 

5.1 

45.8  . 

62 

Paribas  Group/banking 

19,228 

467 

184,232 

5,590 

80.50 

6.73 

7.27 

3.8 

26.9 

68 

UAP-Union  des  Assur/insurance 

17,868 

775 

86,0741 

8,325 

99.10 

9.23 

9.28 

2.8 

39.6 

71 

GAN-Assur  Nationales/insurance 

17,556 

441 

116,046 

3,487 

341.62 

42.40 

42.60 

2.3 

49.0 

89 

•Rhone-Poulenc  Group/chemicals 

14,473 

201 

21,280 

3,368 

59.19 

3.54 

4.28 

6.7 

91.6 

91 

Pechiney/metals  nonfer 

14,117 

902 

14,156 

2,897 

57.33 

8.09 

6.81 

6.6 

69.7 

95 

Carrefour  Group/retailing 

13,929 

248 

6,034 

4,314 

337.39 

19.47 

20.33 

2.4 

51.3 

102 

Lyonnaise  des  Eaux-Dumez/services 

12,980 

262 

18,542 

4,638 

101.47 

5.81 

5.63 

2.5 

110.0 

105 

Saint-Gobain/misc  materials 

12,685 

617 

17,423 

4,897 

75.07 

9.46 

7.71 

4.9 

96.1 

120 

Michelin  Group/industrial  comp 

11,521 

-884 

14,829 

1,863 

17.42 

-8.26 

-2.09 

0.0 

123.0 

128 

Promodes  Group/retailing 

10,739 

70 

4,695 

1,140 

366.82 

22.41 

22.65 

1.8 

33.2 

138 

Bouygues  Group/construction 

10,418 

115 

11,316 

1,717 

104.69 

7.03 

7.28 

3.6 

57.5 

148 

AGF-Assur  Generates/insurance 

9,744 

496 

36,698 

4,640 

90.65 

11.32 

10.98 

2.6 

20.0 

152 

•BSN-Groupe/food,  household 

9,714 

568 

11,562 

8,530 

153.56 

10.22 

10.21 

2.2 

49.7 

163 

Schneider  SA/machinery  &  eng 

9,161 

170 

9,667 

1,780 

125.82 

12.00 

11.46 

2.6 

75.0 

193 

Casino  Groupe/retailing 

8,240 

71 

2,647' 

1,135 

22.81 

1.43 

6.81 

5.6 

33,0 

238 

Credit  Commercial/banking 

7,023 

149 

55,269 

1,371 

25.84 

2.82 

2.74 

3.4 

11.2 

245 

•Thomson  CSF  SA/aero  &  defense 

6,799 

399 

13,794 

2,881 

25.91 

3.59 

3.44 

6.7 

37.8 

262 

■Groupe  Bull/data  processing 

6,350 

-1,247 

5,570 

362 

7,51 

-2.30E 

-1.02 

0.0 

44.5 

•  Sponsored  ADR.  ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exctiange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
199 1 .  'Figures  are  latest  available.  E:  Estimate.  Sources:  Morgan  Stanley  Capital  International  Perspective:  Forbes.  Earnings  estimates  provided  by  ttie 
International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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Natural  gas. 

Fuel  of  choice 

for  environmentalists 

of  all  species. 

Environmentally  preferable  and  domestically  abundant, 

natural  gas  is  the  energy  America  can  rely  on. 

Clearly  natural  gas  should  be  the  fuel  of  the  1990s. 

And  Enron  will  be  there  to  provide  it. 

With  $13  billion  in  revenues  and  backed  by  $10  billion  in 

assets,  Enron  Corp.  operates  the  nation  s  largest  natural 

gas  transmission  system  and  markets  natural  gas  and 

liquid  fuels,  crude  oil  and  refined  products  nationally  and 

worldwide.  We  also  are  a  large  independent  producer  of 

natural  gas  through  Enron  Oil  &  Gas  Company  and  are 

one  of  the  largest  independent  developers  and  producers 

of  electricity  in  the  U.S.  and  the  U.K. 

Working  natural  wonders  in  the  energy  world. 


CORP. 


Houston,  Texas 


mt  bUU  U^KUtb    tUKfc  UN  UUMPAN  fcS 


France 


P/E  12    •    Yield  3%    •    Market  value  $323  billion    •    Year  to  date  price  change  21% 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

_   ($mil) 

value 
($) 

price 
($) 

1990 

($) 

1991E 

($) 

(%) 

(thou) 

272 

Credit  Foncier/banking 

6,161 

128 

63,475 

2,064 

214,78 

13.33 

21.09 

4.3 

3.4 

281 

Pinault/bldg  materials 

5,981 

192 

2,284' 

1,144 

53.10 

8.92 

5.91 

4.5 

34.0 

282 

Lafarge  Coppee/bldg  materials 

5,976 

403 

8,971 

3,463 

64.69 

7.52 

6.32 

3.5 

31.0 

306 

■L'Oreal  Group/personal  care 

5,575 

334 

4,901 

5,690 

98.09 

5.75 

5.49 

1.8 

29.3 

310 

Hachette  SA/media 

5,518 

90 

5,159 

663 

33.74 

4.59 

1.81 

3.0 

31.0 

319 

Groupe  Printemps/retailing 

5,362 

58 

2,922' 

737 

107.22 " 

8.53 

7.94 

3.6 

30.0 

321 

■L'Aire  Liquide  Group/chemicals 

5,310 

362 

7,127 

6,069 

118.72 

7.08 

7.31 

2.8 

27.0 

340 

SAE-Aux  d'Enterprise/construction 

4,941 

46 

5,502 

810 

199,56 

11.40 

13.93 

4.2 

26.0 

349 

Docks  de  France/retailing 

4,849 

57 

1,937 

733 

635.04 

49.22 

47,30 

3.1 

21.1 

364 

Euromarche  SA/retailmg 

4,648 

1 

1,899 

801 

713,68 

0.92 

5.47 

0.0 

17.2 

376 

CMB  Packaging/misc  materials 

4,484 

135 

4,841 

1,953 

24.46 

1.69 

1.88 

3.7 

34.0 

380 

Matra/aero  &  defense 

4,471 

111 

5,333' 

951 

40.93 

4.79 

4.39 

5.0 

21.2 

384 

OCP-Office  Commercial/chemicals 

4,415 

10 

1,108 

187 

85.41 

4.72 

10.93 

4.0 

6.1 

388 

•Havas/sen/ices 

4,345 

202 

3,408 

3,210 

83.55 

5.26 

4.87 

2.1 

11.4 

398 

Accor  SA/leisure 

4,194 

146 

5,279 

2,808 

131.74 

6.87 

7.41 

2.9 

65.9 

426 

GTM-Entrepose/construction 

3,874 

29 

5,656 

649 

75.09 

3.31 

4.97 

2.0 

25.0 

441 

■Valeo/industrial  comp 

3,707 

111 

3,340 

955 

77.63 

9.00 

6.53 

2.0 

29.3 

446 

Comptoirs  Modernes  SA/retailing 

3,665 

53 

1,511 

810 

197.53 

12.84 

13.48 

2.1 

15.7 

449 

•LVMH/bev  &  tobacco 

3,642 

620 

8,813 

10,023 

721.12 

44.63 

46.55 

2.4 

13.3 

452 

Imetal/metals  nonfer 

3,613 

73 

1,569 

600 

52,00 

6,32 

5.54 

4.4 

5.9 

458 

Poliet  SA/bldg  materials 

3,586 

209 

2,820 

1,067 

78.64 

15.38 

8.85 

3.2 

15.0 

468 

Dassault  Aviation  SA/aero  &  defense 

3,454 

52 

7,046 

796 

78.64 

5.17 

7.01 

2.4 

15.7 

Germany 


P/E  16    •    Yield  3%    •    Market  value  $358  billion    •    Year  to  date  price  change  20% 


Switzerland,  conservatively  estimates  that  east  German 
unemployment  will  top  1 .5  million  this  year.  Reunifica- 
tion has  also  brought  a  sharp  rise  in  government  debt: 
The  combined  deficit  of  federal,  state  and  local  govern- 
ments and  Germany's  share  of  the  Unity  Fund  (for 
rebuilding  east  Germany)  are  expected  to  rise  to  nearly 
DM  150  billion  ($80  billion)  in  1991,  or  5.3%  of  gnp. 


In  1990  west  Germany  matched  its  strongest  GNP 
growth  (4.6%)  since  1976.  But  the  former  communist 
part  of  the  country  witnessed  a  50%  drop  in  gnp 
following  the  dismemberment  of  its  planned  economy. 
Unemployment  fell  0.7%  in  west  Germany,  but  over  a 
million  people  were  reported  out  of  work  in  the  east. 
Elisabeth  Messner,  an  economist  for  the  Union  Bank  of 

1990     Company/business 
Rank 

11  iDaimler-Benz  Group/automobiles 

19  •Volkswagen  Group/automobiles 

22  aSiemens  Group/elec  &  electron 
26       VEBA  Group/utilities 

39  iBASF  Group/cbemicals 

41  BHoechst  Group/chemicals 

46  iBayer  Group/chemicals 

48  "RWE  Group/utilities 

52  iDeutsche  Bank  Group/banking 

57  BThyssen  Group/metals-steel 

•  Sponsored  ADR.  ■  Non-sponsored  ADR.  All  figures  except  per-stiare  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  vi/ith  January,  February  or  March  fiscal  year-ends,  1990  figures  are  jused  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available.  E:  Estimate.  Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES.  Earnings  estimates  provided  by  the 
International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 


Revenue 
($mil) 

Net 
income 

Assets 
($mil) 

Market 
value 

Stock 
price 

EPS 

1990 

1991E 

Yield 
{%) 

Employees 
(thou) 

($mil) 

1,042 

($) 

($) 

($) 

($) 

52,917 

45,073 

20,354 

436.85 

29.65 

28.24 

2.5 

374.2 

42,124 

672 

41,977 

7,264 

226.29 

23.02E 

18.03 

4.4 

261.0 

37,305 

913 

41,206 

19,447 

372.79 

25.98 

25.09 

3.1 

374.0 

33,976 

677 

24,396' 

9,773 

218.71 

17.45 

16.30 

4.5 

106.8 

28,856 

685 

24,602 

8,507 

149.25 

14.85 

13.26 

7.8 

134.1 

27,766 

927 

22,885 

9,225 

158.90 

17,95 

15.50 

7.3 

172.9 

25,773 

1,164 

25,400 

10,773 

168.60 

18.57 

16.94 

6.9 

171.0 

24,901 

441 

29,286 

10,307 

243.40 

13.85 

14.87 

3.7 

97.6 

23,309 

634 

266,423 

17,215 

390.07 

35.03E 

35.82 

3.2 

68.6 

21,364 

375 

14,626 

3,967 

126.29 

18.30 

13.26 

7.1 

149.6 
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Dow  has  a  brighter  future  zipped  up  tight. 

A  conipan}  doesn't  grow  to  over  17  interest  rates  in  times  like  these  ean  make  a 
billion  dollars  \\  ilhoul  learning  to  man-  big  differenee  in  your  lM)rrowing  eosis.  And 
age  risk.  \\  ithoul  reeogni/ing  that  a  siinn\'     you  don't  have  to  be  a  billion  dollar  eompany 


future  isn't  always  in  the  bag. 

The  Dow  ('hemieal  (>ompany finances 


to  do  it. 

S<K)n,  the  (Chicago  .Mercantile  llxchange 


some  of  its  growth  with  sh(jrt-term  commer-    will  trade  interest  rate  futures  and  options 
cial  paper  ITiev  need  to  limit  their  exposure     nearly  2  i  hours  a  da\.  Afterhours  trades  will 
to  interest  rate  rises.  Like  a  lot  of  smart  com     be  through  di-OHl'Xr  tlie  worldwide,  com- 
panies, they  use  futures  and  options  on     js,a^s^       puter-based  electronic  marketplace.  I^)ok 

.U..   /^    u; '       \* .;l.     I- 1 ...   .,  J!S^^^^^  :„..     t. ,.i   .:..-.    ...    .1.       t    km     \\ii.. 


the  (Jiicago  Mercantile  I:xchange  to 
manage  interest  rate  risk,  fledging 


into  futures  and  options  al  the  (iiMl:.  We 
help  smart  businesses  manage  risk. 


CHICAGO  MERCANTILE  EXCHANGE 

InlcMwtJorMl  Monct.irv  M,Hktt  •  Iridrx  ,ifirl  Option  M.nkcl 


1-800-331-3332  (N.  America  Toll  Free) 


The  Exchange  of  Ideas 


071-920-0722  (Lmdon) 


0  J- 3595-2251  Clokyc 


inc  auu  LMnucoi  runciun  uuinrHnico 


Germany                p/e  le 

•    Yield  3%    • 

Market  value  $358  billion    • 

Year  to  date  price  change  20% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 

($mil) 

value 

price 

1990 

1991E 

(%) 

(thou) 

66 

Allianz  Worldwide/insurance 

($mil) 

" 

($) 

($) 

($) 

($) 

18,658' 

501 ' 

78,497' 

25,936 

1,440.87 

31.44E 

36.22 

0.8 

43.1 

75 

BMW-Bayerische  Motor/automobiles 

16,821 

431 

15,061 

5,185 

326.64 

35.28 

30.31 

3.4 

65.8 

84 

Preussag  Group/muKi-indJstrv 

15,319E 

243E 

8,695 

2,945 

208.38 

19.12 

17.51 

4.6 

68.6 

87 

■Mannesmann  Group/machinery  &  eng 

14,818 

294 

12,146 

5,095 

160.16 

14.71 

10.10 

5.0 

125.4 

92 

■Dresdner  Bank/banking 

14,059 

559 

187,032 

7,733 

221.47 

I6.09E 

15.39 

4.9 

42.2 

111 

VIAG  Group/multi-industry 

12,038 

207 

7,023' 

3,858 

217.28- 

18.75E 

17.57 

3.3 

56.0 

115 

Metallgesellschaft/multi-industry 

11,706 

114 

7,166 

2,349 

307.69 

14.58 

12.63 

2.9 

30.0 

122 

•Commerzbank/banking 

11.259 

343 

144.240 

3,966 

154.13 

13.06E 

13.09 

5.8 

28.2 

132 

MAN  Group/machinery  &  eng 

10,660 

175 

10,387 

3,247 

224.46 

14.58 

15.44 

4.4 

65.9 

147 
159 

■Bayer  Vereinsbank/banking 
■Karstadt  Group/retailing 

9,827 

201 

137,796 
4,036 

3,672 

231.92 

19.56E 
17.39E 

19.46 
17.05 

5.0 

20.2 

9,304 

141 

2,670 

370.84 

2.9 

71.0 

168 

Kaufhof/retailing 

9.036 

74 

2,791' 

2,639 

308.84 

11.15 

11.42 

3.1 

44.8 

174 

■Deutsche  Lufthansa/airlines 

8,943 

9 

9,732 

2,243 

74.11 

-0.12E 

-1.21 

0.0 

57.5 

194 

Degussa  AG/misc  materials 

8,222 

87 

4,502 

1,496 

204.94 

15.06 

11.14 

4.8 

35.0 

202 

214 

Bayer  Hypotheken/banking 

8,075 

189 

116,834 

3,591 

216.99 

21. HE 

20.84 

5.4 

14.4 

■Hoesch  Group/metals-steel 

7,780 

61 

6,675 

1,057 

148.57 

18.57 

15.96 

6.0 

52.2 

223 

Henkel  Group/food,  household 

7,438 

241 

6,133 

4,912 

349.60 

19.81 

19.35 

2.4 

38.8 

229 

Munchener  Ruck^/msurance 

7,246 

38 

20.249 

10,153 

1,389.21 

11.51 

16.36 

0.7 

1.8 

323 

■Continental  Group/industrial  comp 

5,292 

58 

4,128 

955 

108.78 

6.87 

4.13 

3.3 

48.2 

338 

Asko/retailing 

4,973' 

67' 

3,446' 

1,545 

465.56 

29.84E 

40.36 

2.9 

1.0 

34.4 
28.4 

400 

Philipp  Holzmann  AG/construction 

4,186' 

78' 

2,788' 

2,496 

887.49 

14.36E 

17.97 

417 

VEW-Vereinigte  Elekt/utilitles 

3,917 

94 

6,725 

2,417 

120.84 

7.04 

6.72 

4.8 

8.0 

437 

Linde  AG/machinery  &  eng 

3,756 

126 

3,873 

3,327 

486.80 

26.30 

25.20 

2.8 

25.8 

440 

Hochtief/construction 

3,720 

51 

2,563' 

4,363 

872.56 

16.22E 

17.51 

1.0 

26.2 

445 

Schering  Group/personal  care 

3,666 

160 

4,266 
1.248 

3,233 

473.02 

25.99 

26.23 

2.5 
1.9 

26.0 
11.4   ., 

467 

BayWa  AG/trading 

3,475 

5 

200 

189.44 

NA 

NA 

469 

■Klockner-Werke  Group/metals-steel 

3,452 

42 

3.631 

747 

81.52 

20.37 

9.19 

5.5 

34,8  S 

472 

Deutsche  Babcock/machinery  &  eng 

3,425 

-50 

1.941 

672 

98.85 

-0.06 

1.32 

0.0 

29.7 

Italy 


P/E  16    •    Yield  3%    •    Market  value  $161  billion    •    Year  to  date  price  change  17% 


New  stock  exchange  intermediaries  (siMs)  have  been 
approved  by  the  lower  house  of  parliament.  Known  as 
Societa  di  Intermediazione Mobiliarem  Italian,  this  new 
t)'pe  of  brokerage  should  increase  competition  in  secu- 
rities trading,  thereby  lowering  transaction  costs  and 
improving  market  efficiency.  A  computerized  linkup 
among  the  ten  regional  markets  is  also  in  the  works. 


While  most  Western  economies  were  struggling  with  a 
recession,  Italy  technically  avoided  one:  It  had  only  one 
quarter  of  negative  gnp  growth  (in  the  fourth  quarter  of 
1990).  Nevertheless,  the  Union  Bank  of  Switzerland 
estimates  that  Italy's  GDP  will  show  real  growth,  after 
inflation,  of  only  1.7%  in  1991.  This  would  be  the 
lowest  growth  rate  for  Italy  since  1983. 

1990     Company/business 
Rank 

13  "Fiat  Group/automobiles 

76  ■STET/telecomm 

94  •Ferruzzi/Montedison/multi-industry 
156       Generali  Group/insurance 
166       Banca  Commerciale  Italiana/banking 

•  Sponsored  ADR.  ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available.  ^Not  fully  consolidated.  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International  Perspective; 
FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 


Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

($mil) 

income 

($mil) 

value 

price 

1990          1991E 

(%) 

(thou) 

($mil) 

($) 

($) 

($)              ($) 

47,749 

1,346 

65,869 

9,826 

4.58 

0.56             0.26 

6.2 

303.2 

16,693 

NA 

39,118' 

7,969 

1.77 

0.18E            0.18 

4.4 

121.3 

13,971 

207 

30,774 

4,406 

1.18 

0.15             0.24 

3.3 

44.6 

9,399' 

418' 

28,390' 

16,402 

28.15 

0.75E            0.85 

1.0 

21.2 

9,092 

398 

92,616 

3,819 

3.74 

0.38             0.37 

4.1 

20.9 
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A  natural  byproduct 

ofour  business  strategy 

.  has  been  steady, 

consistent  dividend  growth. 


ALLTEL  Corporation 
offers  exceptional 
opportunities  for 
investors  seeking  security 
and  growth  potential. 
For  example,  we've 
increased  the  dividend  for 
30  consecutive  years  since 
the  company's  founding. 

And  our  five-year 
average  total  annual 
return  of  27% 
outperformed  the  S&P 
and  the  Dow,  as  well  as 
our  peer  group  of  the 
nation's  14  largest 
telecommunications 
companies. 

Thanks  to  a  strategy  of  enhancing  our  core  telephone 
business  while  diversifying  into  high  growth  areas  like 
information  services,  cellular  telephone  and  product 
distribution,  the  future  also  looks  bright. 

For  more  information  on  our  thriving  company,  write  or  call 
for  a  copy  of  our  annual  report. 

WSIIIXEI 

CORPORATION 

Telecommunications  •  Cellular  •  Product  Distribution  •  Information  Services 
For  more  information,  call  (501)  661-8999  or  write  to:  ALLTEL  Investor  Relations  •  One  Allied  Drive  •  Little  Rock,  AR  72202 
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Italy 


P/E  16    •    Yield  3%    •    Market  value  $161  billion    •    Year  to  date  price  change  17% 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

mcome 

($mil) 

value 

price 

1990         1991E 

{%) 

(thou) 

7,973 

($mil)    • 

190 

10,112 

{$) 

1,411 

($) 

1.44 

{$)              ($) 

209 

■Pirelli  SpA/industrial  comp 

0.13E           0.11 

3,8 

67.2 

220 

Olivetti  Group/data  processing 

7,542 

50 

12,427 

1,677 

2.94 

0.08            0.09 

0.0 

53.7 

251 

Credito  Italiano  SpA/banl(ing 

6,706 

282 

80,565 

3,207 

2.09 

0.18            0.17 

3.2 

16.4 

299 

Banco  di  Roma/banking 

5,634 

90 

66.406 

2,719 

2.27 

O.llE           0.11 

1.7 

14.0 

371 

Alitalia/airlines 

4,582 

-82 

3,318' 

571 

0.61 

-0.08              NA 

0.0 

29,2 

383 

SME/food,  household 

4,446 

NA 

2,345' 

1,144 

2.62 

0.17E            0.16 

3.3 

20.0 

Japan 


P/E37    •    Yield  1%    •    Market  value  $3,044  billion    •    Year  to  date  price  change  12% 


their  larger  clients  for  losses.  Even  after  the  sharp 
pullback,  from  a  value  standpoint  the  Tokyo  market  is 
still  expensive.  At  37,  its  price/earnings  ratio  is  the 
second  highest  (after  Denmark's);  Japanese  stocks  offer 
the  lowest  dividend  yield  and  sell  for  the  highest  price- 
to- book  ratio  among  the  24  international  stock  markets 
covered  by  Morgan  Stanley. 


Through  the  first  five  months  of  the  year,  Japanese 
stocks  were  up  11%  in  dollar  terms,  but  that  left  them 
almost  one -third  off  their  December  1989  highs.  Then, 
in  mid-June,  Japan's  market  declined  sharply  when 
confidence  was  shaken  by  news  that  Nomura  Securities 
and  other  Japanese  brokerage  houses  may  in  effect  be 
manipulating  the  market  by  compensating  some  of 

1990     Company/business 
Rank 

1  iC  Itoh  &  Co  Ltd/trading 

2  vMitsui  &  Co  Ltd/trading 

3  Sumitomo  Corp/trading 

4  iMitsubishi  Corp/trading 

5  "Marubeni  Corp/trading 

7  Nissho  Iwai  Corp/trading 

8  "Toyota  Motor  Corp/automobiles 
10     •Hitachi  Ltd/elec  &  electron 
12       Tomen  Corp/trading 

14  "Matsushita  Electric  Indl/appliances 

15  Nichimen  Corp/trading 

16  Nippon  Tel  8t  Tel/telecomm 

17  Kanematsu  Corp/trading 

18  iNlssan  Motor  Co  Ltd/automobiles 

24  iSumitomo  Bank  Ltd/banking 

25  ■Dai-lchi  Kangyo  Bank/banking 
28       Toshiba  Corp/elec  &  electron 

30  iSanwa  Bank  Ltd/banking 

31  BMitsui  Taiyo  Kobe/banking 

33  aFuji  Bank  Ltd/banking 

34  Tokyo  Electric  Power  Co^/utilities 
36  "Honda  Motor  Co  Ltd/automobiles 
43  "Mitsubishi  Bank  Ltd^/banking 
45  "NEC  Corp/elec  &  electron 
47  "Sony  Corp/appliances 

•  Sponsored  ADR.  ■  Non  sponsored  ADR.  All  figures  except  per-share  Items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  Income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  isasof  May  31, 
1991.  'Figures  are  latest  available,  ^^ot  fully  consolidated.  ^U.S.  GAAP.  E;  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International 
Perspective:  FORBES,  liarnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate' System  (IBES). 


Revenue 
($mil) 

Net 
income 

Assets 
($mil) 

Market 
value 

Stock 
price 

EPS 

1990 

199  IE 

Yield 

(%) 

Employees 
(thou) 

($mil) 

($) 

($) 

($) 

($) 

150,789 

223 

58,344 

7,155 

5.02 

0,18E 

0.19 

0.9 

7.12 

147,437 

290 

61,170' 

8.917 

5.78 

0.19 

0.22 

0.9 

11.7 

141,695 

333 

42,398 

8,461 

7.96 

0.31 

0.39 

0.7 

14.2 

139,626 

462 

84,613 

14,246 

9.11 

0,29 

0.35 

0.6 

33.0 

138,480 

242 

66,978 

7,049 

4.73 

0.16 

0.09 

0.9 

9,9 

95,711' 

82' 

32,424' 

3,459 

4.41 

0.12E 

0,13 

0.8 

7.4 

62,485 

3,000 

55,141 

43,967 

13.02 

0.89 

0.82 

1.1 

96.8 

54,763 

1,629 

60,469 

27,705 

8.46 

0.50 

0.50 

0.9 

309.8  . 

49,585' 

59' 

13,715' 

2,639 

3.94 

O.IOE 

0.11 

1.0 

3.42 

46,708 

1,833 

49,943' 

25,439 

12.15 
3.98 

0.88 

0.84 

0.6 

-210.8 

46.588 

61 

16,658 

1,684 

0.14 

0.16 

1.1 

5.3 

44,249 

1,671 

80,751 

102,712 

659.68 

10.71 

9.76 

0.6 

277.9 

43,141 

79 

13,149 

1,414 

5.55 

0.31 

0.33 

0.8 

2.72 

42,220 

346 

45,786 

13,588 

5.41 

0.14 

0.24 

1.9 

138,3 

34,824 

1,023 

372,401' 

56,338 

17.94 

0.33 

0.33 
0,28 

0.3 

I6.52 

34,753 

648 

408,025' 

57,326 

18.37 

0.21 

0.3 

I8.52 

33,232 

855 

32,958' 

18,182 

5.67 

0.25 

0.29 

1.3 

156.0 

31,739 

800 

401,465 

49,900 

17.22 

0.28 

0.34 

0.4 

13.9 

31,568 

609 

434,608 

48,650 

14.68 

0.20 

0.20 

0.4 

22.9 

31,144 

722 

366,745' 

58,633 

20.25 

0.25 

0.27 

0.3 

14.72 

31,028 

418 

78,638 

37,496 

27.99 

0.31 

0.39 

1.3 

39.6 

30,447 

540 

20,946 

9,498 

9.77 

0.56 

0.45 

1.0 

85.5 

26,670' 

969' 

354,972' 

58,027 

20.18 

0,28E 

0,31 

0.3 

14:52 

26,182 

385 

23,435' 

16,691 

10.85 

0.25 

0.38 

0.6 

114.6 

25,598 

828 

32.642 

15,430 

45.57 

2.44 

2.45 

0.8 

112.9 

iSiiSii^iatiiifc 
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Not  Since  the  1830s  Has  Georgia 
Offered  So  Many  Ways  To  Strike  It  Rich 


Benjamin  Parks'  discovery  of  gold  in  Georgia  triggered  America's 
first  gold  rush. 

Today,  modem-day  firms  seeking  to  strike  it  rich  are  rewarded  with 
an  even  greater  discovery:  Augusta,  Columbus,  Macon,  and  Savannah 
-four  Georgia  cities  with  the  vigor  and  personality  to  take  up  where 
Atlanta  leaves  off. 

THERE'S  MORE  TO  GEORGIA  THAN  ATLANTA. 

High-tech  manufacturing.  Skilled  workers.  Efficient  distribution. 
Global  telecommunications.  Superior  infrastructures.  Progressive  local 
governments.  Cultural  pizzazz. 

Augusta,  Columbus,  Macon  and  Savannah  offer  you  a  dramatic 
perspective  on  the  scope  of  Georgia's  new  sophistication. 

GLASNOST  IS  COMING  TO  SAVANNAH. 

Savannah,  for  instance,  is  a  modem 
deep-water  seaport  that  serves  the 
worid's  largest  container  ships,  thus 
enabling  your  company  to  expedite  to 
and  from  any  part  of  the  globe. 

And,  did  you  know  that  Savannah 
also  hums  with  industry?  Union 
Camp,  Great  Dane  Trailers,  and  Dixie 
Crystals  Sugar  have  been  here  for  gen- 
erations. You'll  also  find  a  high-tech  focus.  In  fact,  home-grown  Gulf- 
stream  Aerospace  Corp.  is  working  with  the  Soviets  to  build  the  world's 
first  supersonic  business  jet  right  here  in  Savannah. 

MACON  A.K.A.  "AEROSPACE  ALLEY  " 

Macon,  the  geographic  hub  of 
Georgia,  shines  because  it  is  the  city 
closest  to  Atlanta's  Intemafional  Air- 
port. It  is  also  the  Interstate  aossroads 
of  a  six-state  consumer  market  with  a 
population  of  36-million  people. 
Scores  of  national  companies  have 
service  centers  here.  And  with  its 
soaring  aerospace  industiy- 
companies  like  Boeing,  McDonnell  Douglas,  Zantop,  Northrop- 
Macon's  labor  force  abounds  with  high-tech  engineers  and  computer 
specialists,  as  well  as  machinists,  technicians,  and  metal  workers. 


AMERICA  DISCOVERS  COLUMBUS. 

Columbus- with  its  diverse 
economic  base,  skilled  labor  force  and 
sti'ong  work  ethic- focuses  on  getting 
the  job  done.  Profitably. 

No  wonder  this  international  city 
has  such  a  healthy  variety  of  industiy. 
Such  as,  Pratt  &  Whitney '3  $200- 
million  precision  aircraft  parts  plant. 
Total  System  Service,  the  nation's 
second  largest  bankcard  data  processor,  with  966  employees.  And 
Hughston  Sports  Medicine  Complex,  the  worid's  leading  facility  for 
the  ti"eatinent,  re-hab  and  research  of  sports-related  injuries. 

And  no  wonder  Columbus  was  named  one  of  America's  Most 
Enti"epreneurial  Cities  by  Inc.  Magazine. 

AUGUSTA  GOES  FOR  THE  GOLD. 

Augusta,  host  city  of  the  annual  Masters  golf  championship,  also 
has  a  serious  business  side. 

Georgia's  second  largest  metro-area,  with  half-a-million  residents, 
presents  you  with  a  labor  force  skilled  in  precision  manufacturing,  tech- 
nology, data  processing  and  bio-engineering. 

Here,  eleven  major  hospitals  and  the  Medical  College  of  Georgia 
employ  over  25,000  people.  And  45,000  more  skilled  professionals 
work  with  a  variety  of  leading-edge  employers. 

Including  the  Fort  Gordon  communications  training  center  The 
Westinghouse  Savannah  River  Site.  And 
G.D.  Scarle  and  Company,  manufacturer 
of  quafity  medicines.  To  name  just  a  few. 
To  get  more  facts  ab)Out  any  one  or  all 
of  these  Georgia  cities,  please  write  to 
Chades  Gatlin,  Georgia  Department  of 
Industiy,  Trade  &  Tourism,  Dept.  FBS, 
RO.  Box  1776,  Atlanta.  GA  30301. 

a  call  us  at  404-656-9306. 
With  cities  like  Augusta,  ^^E^^R^^I  Jk 

Columbus,  Macon  and  Savannah,       I^E^SICCsI^a 
golden  opportunities  can  really  ^ifc^^i  m^ll^^ 

pan  out  for  you  in  Gcorsia.       Thc  Statc  of  Busmess  Today 
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Japan                    p/e  37 

•    Yield  1%    • 

Market  value  $3,044  billion 

•    Year  to  date  price  change  12% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS- 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
($) 

1990 
($) 

1991E 
($) 

(%) 

(thou) 

51 

■Mitsubishi  Electric  Corp/elec  &  electron 

23,471 

565 

23,532 

11,703 

5,47 

0,24 

0.27 

1.3 

97.0 

54 

■Indl  Bank  of  Japan/banking 

22,643 

467 

259,860' 

64,123 

27.27 

0.20 

0.25 

0.2 

5.F 

58 

■Fujitsu  Ltd/data  processing 

21,029 

585 

18,899' 

14,811 

8.17 

0.32 

0.39 

0.8 

115.0 

59 

Nippon  Steel  Corp/metals-steel 

20,816' 

819' 

26,724' 

23,170 

3.36 

O.IOE 

0.09 

1.3 

55.32 

60 

■Bank  of  Tokyo  Ltd/banking 

20,314 

347 

202,854' 
11,266' 

20,444 

10.20 

0.17 

0.20 

0.6 

17,0 

61 

Mitsubishi  Motors/automobiles 

19,805 

183 

4,904 

5.74 

0.21 

0.19 

0.8 

25.32 

63 

Mazda  Motor  Corp/automobiles 

19,210 

189 

8,796' 

4,668 

4.34 

0.18 

0.15 

1,3 

29.02 

64 

■Tokai  Bank  Ltd/banking 

18,969 

310 

230,358' 

26,080 

12,88 

0,21E 

0.25 

0.5 

11.82 

67 

Mitsubishi  Heavy  Inds/machinery  &  eng 

18,191 

686 

21,864' 

18,194 

5.41 

0.20 

0.23 

1.1 

55.8 

69 

74 

Long-Term  Credit  Bk/banking 

17,773 

264 

187,242' 

29,767 
21,809 

12,44 
9.40 

0,11 

0.19 

0,5 
0.5 

3.62 
16.22 

■Kyowa  Saitama  Bank  Ltd/banking 

17,058E 

NA 

NA 

0.18E 

0.20 

79 

■Daiei  Inc/retailing 

16,016 

67 

7,484' 

3,829 

9.84 

0.17 

0.19 

1.2 

17.02 

80 

Kansai  Electrics/utilities 

15,890 

398 

41,163 

20,605 

21.27 

0.41 

0,35 

1.7 

24.8 

88 

Nippon  Oil  Co  Ltd/energy 

14,611' 

164' 

13,982' 

9,394 

7.67 

0.16E 

0.17 

0.6 

9,6 

99 

Toyota  Tsusho  Corp/trading 

13,382' 

60' 

5,547' 

1,705 

6.76 

023E 

0.24 

0.8 

1.82 

103 

Chubu  Electric  Powers/utilities 

12,946 

217 

27,131' 

15,801 

21.41 

0.29 

0.28 

1.7 

20.4 

104 

•Ito-Yokado  Co  Ltd/retailing 

12,836 

485 

7,743 

12,901 

31.47 

1.19 

1.24 

0.5 

31.1 

106 

■Sumitomo  Metal  Ind/metals-steel 

12,638' 

273' 

14,135' 

10.809 

3.58 

0.12E 

0,10 

1.2 

28.0 

110 

■Bridgestone  Corp/industrial  comp 

12,322 

31 

13,013 

5,914 

7,67 

0.04 

0.07 

1.4 

95.3 

113 
114 

Kawasho  Corp^/trading 

11,976 

18 

4,998' 

627 

5.21 

0.15 

0.15 

0.8 

2,3 

•Canon  Inc/leisure  goods 

11,934 

424 

13,601 

8,164 

10.92 

0.57 

0.62 

0.8 

54,4 

116 

■Taisei  Corp/construction 

11,693' 

144' 

14,256' 

7,260 

7.13 

0.22E 

0,29 

1,1 

12.12 

117 

Showa  Shell  Sekiyu/energy 

11,626 

70 

6,700 

3,062 

11.21 

0,26 

0.37 

0.4 

2.32 

124 

■Kajima  Corp/construction 

11,062' 

200' 

14,192' 

10,813 

11.28 

0.34E 

0.47 

0.7 

13.22 

125 

Shimizu  Corp/construction 

10,943' 

193' 

14,218' 

8,261 

10.49 

0.40E 

0.50 
0.28 

0.6 

10.92 

126 

Sumitomo  Trust  &  Bk/financial  svcs 

10,826' 

494' 

109,947' 

15,558 

12.51 

0.27E 

0.5 

7.12 

127 

Nippon  Express  Co/trucking,  RR 

10,759 

128 

5,943' 

6,962 

6.49 

0.12 

0.13 

0.7 

51.52 

129 

Cosmo  Oil  Co  Ltd/energy 

10,712' 

57' 

9,183' 

3,410 

6.02 

0.14E 

0.15 

0.6 

3.52 

130 

■Mitsubishi  Trust/financial  svcs 

10,711' 

491' 

130,883' 

18,461 

14.18 

0.27E 

0.28 

0.4 

6.52 

135 

■Sharp  Corp/appliances 

10,590 

332 

12,930' 

12,227 

11.50 
12.30 

0.31 

0.35 

0.7 

34.0   ' 

137 

■Nippondenso  Co  Ltd/industnal  comp 

10,440 

436 

10,392 

10,254 

0.52 

0.52 

0.8 

-  53.6 

139 

■Isuzu  Motors  Ltd/machinery  &  eng 

10,352 

-53 

8,846 

3,840 

3.73 

-0.05 

-0.22 

1.0 

13.42 

141 

Nippon  Credit  Bank/banking 

10,292 

156 

115,200' 

13,431 

77.40 

0.90 

1,52 

0.6 

2.52 

142 

■NKK  Corp/metals-steel 

10,152' 

274' 

17,805' 

10,730 

3.05 

0.07E 

0.06 

1.2 

29.3 

143 

Daiwa  Bank  Ltd^/banking 

10,132 

248 

124.823 

13,897 

9,33 

0.17E 

0.18 

0.5 

9.3 

144 

■Sanyo  Electric  Co/appliances 

10,106 

120 

14,986 

8,307 

4,30 

0.06 

0.07 

1.4 

55.1 

151 

■Kumagai  Gumi  Co  Ltd/construction 

9,732 

78 

15,766 

4,058 

5.97 

0.16 

0.17 

1.1 

8,62 

153 

■Jusco  Co  Ltd/retailmg 

9,586' 

109' 

5,567' 

3,633 

11.79 

0.34E 

0,39 

1,2 

23,3 

161 

Kobe  Steel  Ltd/metals-steel 

9,284' 

163' 

13,238' 

11,075 

3.91 

0.06E 

0.06 

1,1 

22.12 

162 

■Asahi  Chemical  Inds/chemicals 

9,202 

302 

7,631' 

7,779 

5,71 

0.22 

0.20 

1.1 

25.9 

169 

Seiyu  Ltd/retailing 

9,011 

78 

8,877' 

2,811 

13,82 

0,38 

0.43 

0,8 

11.32 

176 

Mitsui  Real  Estate/real  estate 

8,897 

293 

18,734' 

8,402 

10.49 

0.37 

0.43 

0.6 

8.9 

178 

■Japan  Air  Lines/airlines 

8,787' 

124' 

10,538' 

14,216 

8.39 

0.07E 

0.10 

0.4 

21.42 

181 

Suzuki  Motor  Corp/automobiles 

8,565 

113 

4,490' 

2,133 

5.14 

014E 

0.15 

1.1 

13,12 

182 

■Asahi  Glass  Co  Ltd/misc  materials 

8,522 

324 

9,793 

11,642 

9.98 

0.28 

0.31 

0.7 

9:52 

184 

■Kawasaki  Steel  Corp/metals-steel 

8,500' 

391' 

11,978' 

10,349 

3,18 

O.IOE 

0.09 

1.4 

I8.42 

186 

Mitsui  Trust  &  Bank/financial  svcs 

8,462' 

454' 

185,734' 

13,519 

11.28 

0.21E 

0.22 

0,6 

6,72 

187 

■Nomura  Securities  Co  Ltd/financial  svcs 

8,411' 

1,933' 

39,188' 

30,777 

15.70 

0.46E 

0.56 

0.7 

16,0 
1990  EPS  are 

•  Sponsored  ADR.     ■  Non-sponsored  ADR.  All  fi 

gures  except  per-share  Items  are  in  millions  of  U.S. 

dollars.  Ge 

leral  note:  Reven 

ue,  net  income  and 

converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate 

.  Revenue 

igures  are  for  group  or  conso 

idatedo 

perationsand 

exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or 

March  fiscal 

year-ends,  1990  figures  are  used  unless  noted.  Market 

value  is  as  of  May  31, 

1991. 

'Figures  are  latest  available.     ^Not  fully 

consolidated. 

E:  Estimate.     NA;  f 

^ot  available. 

Sources: 

Morgan  Stanley  Capital  International  Perspective; 

FORBEi 

;.  Earnings  estimates  provided  by  ttie  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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Id  confirm  the  benefits  of  nuclear  energy, 
we  got  an  outside  opinion. 


In  the  words  of  the  President's  National 
Energy  Strategy,  "Nuclear  power  is  a 
proven  electricity-generating  technology 
that  emits  no  sulfur  dioxide,  nitrogen 
oxides,  or  greenhouse  gases." 
In  fact,  nuclear  energy  helps  reduce  air- 


home  pollutants  in  the  U.S.  by  over  19,000 
tons  every  day  That's  because  the  111  nuclear 
plants  now  operating  in  this  country  don't 
bum  anything  to  generate  electricity 

The  air  we  breathe  is  cleaner  because  of 
nuclear  energy.  But  we  need  more  nuclear 


plants.  Because  the  more  plants  we  have, 
the  more  energy  we'll  have  for  the  future 
of  our  planet. 

For  more  information,  write  to  the  U.S. 
Council  for  Energy  Awareness,  P.O.  Box 
66080,  Dept.  BE09,  Washington,  D.C.  20035. 


Nuciear  energy  means  cieaner  air. 
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THE  500  LARGEST  FOREIGN  COMPANIES 


Japan                    p/e  37 

•    Yield  1%    • 

Market  value  $3,044  billion 

•    Year  to  date  price  change  12% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

FP<i 

Yield 

Employees 

tro 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
{$) 

1990 

($) 

1991E 

($) 

(%) 

(thou) 

188 

Nichii  Co  Ltd/retailing 

8,349 

81 

7,246 

3,195 

11.65 

0.26 

0.39 

1.2 

19.5 

190 

■Daj  Nippon  Printing/sen/ices 

8,281 

307 

7,099' 

8,723 

11.55 

0.39 

0.45 

0.8 

23.8 

191 

Kyushu  Electrics/utilities 

8,274 

234 

19,332' 

9,495 

20.25 

0.50 

0.45 

1.8 

14.3 

195 

Tohoku  Electrics/utilities 

8,196 

255 

14,593' 

10,294 

20.59 

0.51 

0.50 

1.8 

13.7 

197 

Obayashi  Corp/construction 

8,115' 

157' 

10,413' 
9,385' 

6,034 

8,10 

0.29E 

0.38 
0.08 

0.6 

11. 2s 

201 

■Mitsubishi  Kasei  Corp/chemicals 

8,083' 

167' 

6,596 

4.25 

0.08E 

1.0 

9.0S 

212 

■Sumitomo  Electric/industrial  comp 

7,857 

224 

7,415 

7,567 

10.71 

0.32 

0.37 

0.6 

32,9 

217 

Taiyo  Fishery  Co  Ltd/food,  household 

7,624 

^1 

3,277 

1,072 

3.57 

-0.14 

-0.10 

0.6 

12.4 

218 

■Sekisui  House  Ltd/construction 

7,577 

306 

7,692' 

6,678 

10.85 

0.50 

0.52 

1.2 

11.0 

222 

■Yasuda  Trust  &  Bank/financial  svcs 

7,471' 

353' 

87,459' 

14,121 
6,158 

12.80 

0.22E 

0.24 

0.5 

5.9s 

225 

Sumitomo  Chemical  Co  Ltd/chemicals 

7,379 

158 

8,216' 

3.80 

0.10 

0.11 

1.1 

14.5 

227 

Takashimaya  Co  Ltd/retailing 

7,308' 

116' 

3,911' 

3,435 

15.55 

0.77E 

0.54 

0.5 

14.1 

228 

■Fuji  Photo  Film/leisure  goods 

7,252 

615 

11,824 

11,455 

24.59 

1.32 

1.50 

0.4 

21.9 

232 

•Tokio  Marine  &  Fire  Ins/insurance 

7,121 

262 

32,327 

15,085 

9.77 

0.17 

0.19 

0.6 

13.0 

233 

234 

Nippon  Mining  Co  Ltd/energy 

7,114' 

18' 

6,454' 

4,063 

4.50 

0.05E 

0.08 

0.8 

5.72 

•Ricoh  Co  Ltd/data  processing 

7,101 

95 

8,444 

3,605 

5.53 

0.15 

0.15 

1.3 

45.0 

235 

■Matsushita  Elec  Work/elec  &  electron 

7,084 

228 

7,542 

7,738 

11.86 

0.35 

0.43 

0.7 

23.6 

236 

■Mitsukoshi/retailing 

7,081' 

51' 

2,715' 

4,418 

9.19 

0.08E 

0.13 

0.5 

11.7s 

242 

■Daiwa  Securities  Co/financial  svcs 

6,843' 

1,148' 

34,124' 

13,199 

9.84 

0.41E 

0.50 

1.0 

10.3 

243 
246 

■Toppan  Printing  Co/services 

6,833' 

232' 

46' 

5,902' 

5,943 

10.78 
6.00 

0.38E 

0.40 

0.7 

152 

Snow  Brand  Milk  Prods/food,  household 

6,784' 

2,684' 

1,692 

0.17E 

0.18 

0.8 

8.0s 

257 

■Toray  Industries/chemicals 

6,492 

266 

6,724' 

5,542 

4.77 

0.19 

0.15 

1.1 

25.3 

258 

Kawasaki  Heavy  Inds/machinery  &  eng 

6,441' 

88' 

6,434' 

5,959 

4.49 

0.07E 

0.08 

0.8 

17.2S 

261 

Chugoku  Electrics/utilities 

6,353 

153 

13,626' 

5,920 

19.02 

0.42 

0.47 

1.9 

11.2 

265 
269 

•Kutx)ta  Corp/machineiy  &  eng 
•Komatsu  Ltd/machinery  &  eng 

6,320 

51 

6,295' 

7,723 

5.48 

0.04 

0.05 

0.7 

15.7s 

6,210' 

191' 

7,828' 

5,413 

5.40 

0.22E 

0.23 

0.9 

23.8 

271 

Daihatsu  Motor  Co/automobiles 

6,174 

51 

4,170 

1,878 

4.41 

0.12 

0.10 

1.0 

19.8 

273 

Itoman  Corp/trading 

6,144' 

53' 

9,589' 

910 

4.34 

-0.25E 

-0.03 

0.0 

1.4s 

283 

Fuji  Electric  Co  Ltd/elec  &  electron 

5,933 

157 

4,950' 

4,725 

6.66 

0.22 

0.17 

0.9 

13.5s  . 

286 
290 

■Fuji  Heavy  Inds/automobiles 
Oaimaru/retailing 

5,799 

-615 

5,252' 
2,857' 

2,180 
1,837 

3.73 
6.79 

-1.05 

-0.47 

0.4 

15.8S 

5,759' 

29' 

0.13E 

0.14 

0.5 

7.2s 

294 

Toyo  Trust  &  Banking  Co/financial  svcs 

5,687' 

302' 

57,240' 

10,403 

13.24 

0.20E 

0.23 

0.5 

5.3s 

295 

■All  Nippon  Airways/airlines 

5,686 

81 

8,574 

14,401 

9.98 

0.06 

0.08 

0.4 

15.7 

296 

Hokkaido  Takushoku/banking 

5,684 

144 

71,925' 

6,655 

7.15 

0.13E 

0.15 

0.7 

6.4s 

297 

Ishikawajima-Harima/machinery  &  eng 

5,643' 
5,522' 

99' 

7,635' 

5,941 

5.35 

0.09E 

0.10 

0.7 

1.1 

15.4s 

301 

Dainippon  Ink  &  Chem/chemlcals 

57' 

5,522' 

3.139 

3.99 

0.06E 

0.06 

22.3 

304 

Tonen  Corp/energy 

5,586 

138 

5,774 

7,904 

12.22 

0.21 

0.29 

1.5 

2.3s 

307 

Mitsubishi  Materials  Corp/metals  nonfer 

5,525' 

106' 

5,271' 

5,828 

5.35 

0.25E 

0.18 

0.8 

7.2s 

308 

Mitsubishi  Oil  Co/energy 

5,524' 

35' 

4,630' 

2,872 

8.32 

0.23E 

0.24 

0.5 

2.3s 

313 
315 

Toshoku  Ltd/trading 

5,419 

19 

5,921 

1,213 

10.27 

0.17 

0.17 

0.4 

0.5s 

Hanwa  Co  Ltd/retailing 

5,405' 

154' 

36,495' 

7,006 

18.52 

0.42E 

0.42 

0.5 

1.2s 

316 

Yasuda  Fire  &  Marine  Inss/insurance 

5,394' 

115' 

20,149' 

6,158 

6.94 

0.13E 

0.14 

0.7 

10.0 

318 

■Furukawa  Electric/industrial  comp 

5,363' 

53' 

4,594' 

3,855 

5.88 

0.14E 

0.16 

0.7 

7.3s 

324 

■Nippon  Yusen  Kaisha  Line/shipping 

5,285' 

74' 

7,278' 

5,222 

4.55 

0.05E 

0.05 

0.6 

1.9s 

325 
327 

■Bank  of  Yokohama  Ltds/banking 
Tokyo  Gas  Co  Ltd/utilities 

5,262' 

143' 

82,056' 

10,358 

9.11 

0.14E 

0.17 

0.4 

6.4 

5,230' 

188' 

7,271' 

12,805 

4.55 

0.04E 

0.05 

0.8 

12.7s 

328 

■Kirin  Brewery  Co  Ltd/bev  &  tobacco 

5,212 

292 

9,572 

11,430 

10.85 

0.28 

0.32 

0.5 

7.7s 

329 

Chori  Co  Ltd/trading 

5,170' 

14' 

3,045' 

602 

5.98 

0.17E 

0.19 

0.5 
neand  19 

1.5s 

•  Sponsored  ADR.     ■  Non-sponsored  ADR.  All  fi 

gures  except  per-share 

temsare  in  millions  of  U.S. 

dollars.  General  note:  Reven 

ue, netincor 

90  EPS  are 

converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  f  iscc 

1  year-end  rate 

.  Revenue  fig 

ures  are  for  group  or  consolidated  operations  and 

exclude  excise  taxes  and  duties.  For  companies  w 

th  January,  February  or 

March  fiscal 

year-ends,  1990  figures  are 

used  unless  noted.  Market 

value  is  as 

ofMaySl, 

1991. 

'Figures  are  latest  available.     ^Not  fully 

consolidated. 

E:  Estimate.          Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES.  Earnings 

estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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In  1860,  when  Willie  Park,  Sr.  won  the  first  British  Open, 
Allendale  had  been  a  loss  control  champion  for  25  years. 


Prestwick,  Scotland.  Thirty-six  holes  in  one  day.  174 
strokes.  Few  people  thought  he  had  the  stamina.  But  as  he 
approached  the  final  green,  they  knew  history  was  in  the 
making.  And  when  Willie  Park,  Sr.  became  the  first  person 
to  win  The  British  Open,  Allendale  Insurance  had 
already  been  a  leader  in  property  coverage  and  loss  control 
engineering  for  more  than  two  decades. 

In  a  changing  world  where  events  like  this  shape  history, 
this  is  our  way  of  reminding  you  of  one  prc^essive,  stable 
company  that's  been  building  long-term  relationships  with 


clients  since  1835.  At  Allendale,  doing  something  right  isn't 
good  enough.  We  find  ways  to  do  it  better.  Like  providing 
more  stable  pricing  and  coverage,  better  engineering  and 
training,  more  in-depth  research  and  testing  and  the  fairest 
ways  of  doir\g  business. 

Isn't  it  time  you  started  a  history  with  Allendale? 
Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode 
Island  02919. 
Allendale  Insurance/Factory  Mutual  System 

World  leaders  in  property  risk  management  since  1835. 


IHt  dUU  UtHUtbl  rUHUUN  bUmPHNItb 


Jar 

1990 

lan                   p/E  37 

•    Yield  1%    • 

Market  value  $3,044  billion 

•    Year  to 
EPS 

date  price  chanf 

5e  12% 
Employees 

Company/business 

Revenue 

Net 

Assets         Market 

Stock 

Yield 

Rank 

($mil) 

income 

($mil)          value 

price 

1990 

1991E 

(%) 

(thou) 

{$mil) 

($) 

($) 

($) 

{$) 

334 

Nikko  Securities  Co  Ltd/financial  svcs 

5,080' 

910' 

21,237'         11,136 

7.60 

0.20E 

0.22 

1.3 

10.52 

336 

Daikyo^/real  estate 

4,997 

123 

9,211'           2,574 

13.89 

0.66 

0.78 

1.6 

2.6 

337 

Sekisui  Cliemical  Ltd/bldg  materials 

4,978' 

211' 

5,770'          4,662 

8.68 

0.44E 

0.48 

0.6 

5.62 

341 

Toyo  Seikan  Kaisha/misc  materials 

4,936' 

216' 

3,602'           5,472 

27.13 

1.46E 

1.57 

0.2 

6.42 

343 

345 

Yamaha  Motor  Co  Ltd/leisure  goods 
Takeda  Chemical  Ind/personal  care 

4,903 
4,894 

92 
315 

3,468'           1,480 

6.43 

0.40 

0.22 

0.7 

9.9 
15.1 

6,061'         10,292 

11.79 

0.33E 

0.36 

0.7 

350 

■Fujita  Corp/construction 

4,831' 

86' 

7,716'           4,145 

8.39 

0.22E 

0.26 

0.8 

5.62 

352 

Aisin  Seiki  Co  Ltd/industrial  comp 

4,803' 

99' 

2,845'           2,303 

8.39 

0.38E 

0.35 

I.O 

10.42 

354 

Yamaichi  Securities  Co/financial  svcs 

4,776' 

763' 

21,031'           9,175 

7.60 

0.20E 

0.22 

1.3 

9.92 

356 
357 

■Oji  Paper  Co  Ltd/forest  products 
■Daiwa  House  Ind/construction 

4,741 
4,705' 

122 
223' 

4,747'           3,850 

6.33 

0.20 

0.22 

1.0 

6.02 

6,122'           6,810 

14.39 

0.67E 

0.76 

1.0 

8.5 

359 

■Kao  Corp/food,  household 

4,686 

142 

3,644'           5,066 

9.33 

0.26 

0.30 

0.6 

6.72 

360 

Oki  Electric/elec  &  electron 

4,678 

70 

4,485'           3,157 

5.19 

0.12 

0.15 

1.0 

14.42 

361 

Nippon  Meat  Packers/food,  household 

4,677' 

62' 

2,724'           2,476 

12.01 

0.37E 

0.40 

0.7 

17.5 

362 

■Hino  Motors'/machinery  &  eng 

4,651 

89 

2,593            2,552 

7.13 

0.25 

0.20 

0.8 

8.2 

369 

■Kanebo  Ltd/textile,  apparel 

4,594' 

9' 

4,121'           2,137 

4.30 

0.02E 

0.03 

0.8 

10.72 

379 

Uny  Co  Ltd/retailing 

4,477' 

64' 

2,953'           2,025 

10.71 

0.43E 

0.45 

1.2 

14.0 

385 

Ube  Industries  Ltd/misc  materials 

4,376' 

148' 

5,365'           3,523 

4.23 

0.07E 

0.07 

0.9 

7.32 

387 

Showa  Denko  KK/chemicals 

4,354 

59 

6,051            3,896 

3.75 

0.06 

0.05 

1.2 

5.32 

389 

■Teijin  Ltd/chemicals 

4,339 

185 

5,714'           4,113 

4.25 

0.19 

0.18 

1.2 

5.72 

395 

•Pioneer  Electronic/appliances 

4,245 

243 

3,462            5,170 

28.79 

1.35 

1.41 

0.6 

13.9 

397 

■Ajinomoto  Co/food,  household 

4,204 

86 

5,188            7,362 

11.36 

0.13 

0.18 

0.6 

10.9 

399 

Osaka  Gas  Co  Ltd/utilities 

4,187' 

148' 

5,992'           9,574 

3.79 

0.05E 

0.06 

1.0 

10.82 

402 

■Marui/retailing 

4,174 

239 

5,888           5,730 

15.62 

0.65 

0.71 

1.0 

10.02 

403 
405 

■Sumitomo  Metal  Mining/metals  nonfer 

4,166' 

134' 
130 

3,652'           4,704 
2,719            5,703 

9.40 

0.25E 

0.26 

0.5 

3.82 

Toyoda  Automatic  Loom^/machinery  &  eng 

4,131 

20.25 

0.46 

0.46 

0.5 

7.9 

406 

Hazama  Corp/construction 

4,127 

57 

5,027            2,288 

7.13 

0.22 

0.26 

0.8 

5.12 

407 

Toda  Corps'/construction 

4,115' 

85' 

4,578'           1,720 

6.60 

0.39E 

0.47 

0.0 

5.4 

409 

Tokyu  Construction/construction 

4,035E 

46E 

3,876'           1,456 

7.45 

0.24E 

0.31 

1.1 

4.32. 

410 

Nippon  Light  Metal/metals  nonfer 

4,033' 

85' 

3,504'           3,641 

7.09 
6.77 

0.50E 

0.22 

0.5 

4.52 

416 

Haseko  Corp/construction 

3,935 

103 

7,367'           2,904 

0.24 

0.28 

1.1 

2.92 

421 

Shinsho  Corp^/trading 

3,891' 

6' 

1,834'             426 

5.43 

0.09E 

0.10 

0.7 

1.0 

424 

■Toyobo  Co  Ltd/textile,  apparel 

3,876 

50 

3,573'           2,839 

4.11 

0.07 

0.07 

0.9 

8.12 

425 

Matsuzakaya/retailing 

3,876 

113 

1,589'           3,910 

25.17 

0.73 

0.34 

0.2 

7.12 

427 

Sato  Kogyo  Co  Ltd/construction 

3,865E 
3,858' 

36E 
108' 

3,689'           2,648 

10.13 

NA 

0.18 

0,0 

5.12 

428 

Jujo  Paper  Co  Ltd/forest  products 

4,158'           2,466 

5.03 

0.15E 

0.16 

1.0 

4.52 

430 

•TDK/electronic  comp 

3,822 

202 

4,591            5,261 

40.65 

1.56 

1.73 

0.8 

25.2 

431 

Nagase  &  Co  Ltd/trading 

3,820' 

51' 

2,070'           1,270 

8.39 

0.38E 

0.41 

0.8 

1.32 

435 

Sumitomo  Rubber  Inds/industrial  comp 

3,771 

9 

3,750              968 

5.79 

0.05 

0.02 

1.1 

21.0 

448 
451 

HShiseido/personal  care 

3,661 

112 

3,734'          4,257 

13.67 

0.40 

0.47 

0.6 

19.1 
2.82 

Sumitomo  Forestry  Co  Ltd/construction 

3,617' 

62' 

1,974'           1,853 

12.66 

0.47E 

0.54 

0.9 

453 

Nichirei/food,  household 

3,609 

20 

1,793'           1,984 

6.42 

0.07 

0.11 

0.7 

2.72 

455 

Asahi  Breweries  Ltd/bev  &  tobacco 

3,604 

21 

13,586           4,256 

10.27 

0.05 

0.14 

0.4 

6.9 

456 

Yamaha  Corp/leisure  goods 

3,604 

54 

3,009'           2,465 

12.73 

0.28 

0.25 

0.6 

12.42 

461 
462 

Okura  &  Co  Ltd/trading 

3,564' 

4' 

1,478'             563 

6.55 

0.12E 

0.12 

1.4 

0.82 

■Nippon  Suisan  Kaisha/food,  household 

3,557' 

7' 

1,963'           1,206 

4.07 

-0.07E 

-0.04 

0.0 

3.32 

465 

■Konica/leisure  goods 

3,510 

7 

3,450            2,765 

7.74 

0.06E 

0.07 

0.9 

5.02 

466 

•  Spon 

Mitsui  Toatsu  Chems/chemicals 

3,501' 

113' 

4,580'           2,984 

3.82 

0.12E 

0.12 

1.1 

5.52 

sored  ADR.     ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Reven 

ue,  net  income  and  1 990  EPS  are 

converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate 

. Revenue  1 

igures  are  for  group  or  consolidated  operations  and 

exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or 

March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market 

value  is  as 

ofMaySl, 

1991. 

'Figures  are  latest  available.     'Not  fully  consolidated. 

E:  Estimate.     NA:  Not  available. 

Sources: 

Morgan  Stanley  Capital  International  Perspective; 

FORBES 

.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 

256 


Forbes"  July 22,  1991 


It's  a  whole  new  deal  for  American  business.  Lanier 
gives  you  the  right  to  a  free  replacement  copier  if  you 
decide  your  new  Lanier  copier  is  not  performing  to 
your  satisfaction.  Plus  we  guarantee  it  to  be  up  and 
running  98%  of  the  time.  You're  guaranteed  a  loaner  if 
your  system  is  down  more  than  8  hours.  And  you're 
guaranteed  a  24-hour  toll-free  Hot  Line  for  any 


questions  you  might  have  after-hours.  So  for  more 
productivity  call  1  -800-852-2679.  And  get  all  the 

details  on  the  latest  American  document  to  guarantee 
freedom:  The  new  Lanier  Performance  Promise. 


Some  restrictions  apply   See  your  Lanier  Copier  Representotive  for  full  detoih 


Nc 


.  Company:_ 


Address: 
City: 


HARFRIS 


State: 


Zip: 


Phc 


Mail  to  Lanier  Information  Center,  P.O.  Box  785 
Dayton,  Ohio  45401  or  Fax  to:  |51 3)  252-9703. 

Please  send  me  free  information  about  Lanier: 
□  Copiers  Q  Fax  □  Dictation 


lanIer 

COPYING      SYSTEMS 


FB72291 


■i!lt.1i|illil!lH^ilJiimiH!IHili',IJi1!II^H 


Japan                    p/e  37 

•    Yield  1%    • 

Market  val 

ue  $3,044  billion 

•    Year  to  date  price  change  12% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
($) 

1990 

{$) 

1991E 

($) 

(%) 

(thou) 

474 

Isetan/retaiiing 

3,3941 

59' 

2,456' 

4,679 

21.27 

0.30E 

0.32 

0.3 

5.72 

475 

Hokkaido  Electrics/utilities 

3,387 

97 

8,569' 

4,073 

18.88 

0.45 

0.53 

1.9 

6.6 

476 

Iwatani  IntI  Corp/utilities 

3,382^ 

22' 

2,280' 

1,765 

7.31 

O.llE 

0.12 

0.5 

1.72 

478 

Mitsui  OSK  Lines  Ltd/stiipping 

3,368' 

97' 

5,225' 

4,705 

4.49 

0.04E 

0.05 

0.7 

1.72 

480 

Nissan  Shatai  Co  Ltd^/automobiles 

3,352' 

19' 

1,202' 

831 

5.29 

0.14E 

0.11 

1.2 

5.6 

481 

•Nintendo  Co  Ltd/leisure  goods 

3,337 

487 

2,180' 

14,551 

102.71- 

3.44 

3.95 

0.3 

0.72 

482 

Sanyo-Kokusaku  Pulp/forest  products 

3,312' 

77' 

3,214' 

2,109 

4.69 

0.08E 

0.08 

1.2 

7.7 

483 

General  Sekiyu  Group/energy 

3,305' 

81' 

2.076' 

1,703 

8,39 

0.33E 

0.30 

3.0 

1.52 

485 

Sumitomo  Heavy  Inds/mactiinerv  &  eng 

3,291 

43 

4,513 

3,236 

5.50 

0.07 

0.08 

0.5 

11.3 

486 
487 

■Alps  Electric/electronic  comp 

3,272 

58 

2,706' 

2,060 
5,298 

11.50 
7.31 

0.03 

0.30 

0.9 

14.6 

■Mitsui  Marine  &  Fire  Ins^/insurance 

3,267' 

257' 

23,322' 

0.16E 

0.17 

0.7 

7.12 

488 

•Kyocera^lectronic  comp 

3,265 

228 

4,142' 

8,606 

46.44 

1.23 

1.51 

0.7 

12,82 

490 

Nagasakiya/retailing 

3,250' 

32' 

2,737' 

2,465 

16.85 

0.12E 

0.14 

0.5 

4,82 

492 

■Nisshin  Steel/metals-steel 

3,214' 

235' 

5,990' 

5,632 

5.54 

0.18E 

0.18 

0.9 

7.12 

493 

Tokyu  Dept  Store/retailing 

3,213' 
3,209 

42' 
55 

2,285' 

2,604 

13.17 

0.13E 

0.20 
0.20 

0.6 

4.62 

494 

Itoham  Foods/food,  household 

1,398' 

1,555 

6.82 

0.24 

1.1 

4.42 

497 

■Yamazaki  Baking/food,  household 

3,193 

71 

2,110 

2,820 

12.80 

0.32 

0.37 

0.6 

14.72 

499 

Kawasaki  Kisen  Kaisha  Ltd/shipping 

3,183' 

19' 

2,933' 

2,435 

4.16 

0.03E 

0.02 

0.0 

1.22 

Netherlands 


P/E  18    •    Yield  4%    •    Market  value  $119  billion    •    Year  to  date  price  change  21% 


The  Amsterdam  bourse  was  not  helped  when  well- 
known  companies  such  as  daf  and  Nedlloyd  reported 
disappointing  earnings,  nor  when  Philips  Group  racked 
up  over  $2  billion  in  losses.  After  a  record  4.3%  rise  in 
GDP  in  1989,  the  Netherlands'  growth  slowed  to  3.5% 
last  year,  in  part  because  of  rising  interest  rates  and 
decreased  domestic  and  foreign  demand.  In  U.S.  dol- 


lars, the  Morgan  Stanley  stock  index  for  the  Nether- 
lands is  up  only  1%  for  the  12  months  ending  in  May. 
But  these  setbacks  have,  apparently,  attracted  bargain 
hunters:  American  investors  traded  over  $7.9  billion  in 
Dutch  stocks  in  1990.  Issues  such  as  Aegon  Insurance, 
Hoogovens  Groep  and  NV  DSM  currently  yield  over 
4%,  while  selling  at  less  than  7  times  1990  earnings. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
($) 

1990 

($) 

1991E 

($) 

(%) 

(thou) 

6 

•Royal  Dutch/Shell/energy 

105,255 

6,458 

106,368 

72.332" 

81.39 

7.59 

6.88 

4.9 

137.0 

21 

•Unilever/food,  household 

39,604 

1,980 

24,737 

23,8765 

83.78 

5.82 

6.90 

3.2 

301.0 

35 

•Philips  Group%ppliances 

30,624 

-2,616 

30,530 

4,783 

16.09 

-8.40 

0.86 

0.0 

287.6 

109 

Nationale-Nederlanden/insurance 

12,331 

497 

56,920 

6,131 

26.59 

3.75 

NA 

5.9 

25.7 

154 

•Akzo  Group/chemicals 

9,471 

364 

8,095 

2,577 

58.01 

8.20 

7.59 

5.7 

70.5 

160 

•Ahold/retailmg 

9,292 

134 

2,529 

2,010 

41.66 

2.77 

2.88 

2.0 

53.4 

206 

Fortis  Group/insurance 

7,998 

499 

38,347 

3,4416 

28.88 

4.36 

3.49 

5.0 

20.0 

254 

•Aegon  Insurance/insurance 

6,616 

411 

35,778 

2,603 

61.78 

9.76 

8.03 

5.9 

10.4 

305 

NV  DSM/chemicals 

5,582 

446 

5,964 

2,014 

57.35 

12.70 

9.76 

7.1 

24  9 

311 

ABN-Amro  Holding  NV/banking 

5,511 

728 

232,594 

5,015 

19.66 

2.77 

2.75 

7.5 

59.6 

322 

Schlumberger  Ltd/energy 

5,306 

570 

6,176 

14,883 

62.50 

2.40 

2.90 

1.9 

50.0 

374 

■Hoogovens  Groep/metals-steel 

4,489 

163 

5,500 

596 

31.22 

7.34 

2.37 

7.2 

27;4 

420 

■Heineken  NV/bev  &  tobacco 

3,895 

201 

4,428 

2,638 

82.15 

5.25 

5.44 

2.2 

25.0 

443 

KLM/airhnes 

3,691 

-199 

5,406' 

740 

14.01 

1.65 

-1.65 

5.5 

27.1 

444 

■Royal  Nedlloyd  Group/shipping 

3,577 

-77 

3,367 

531 

27.66 

-4.24 

-1,21 

0.0 

26.2 

•  Sponsored  ADR.  ■  Non  sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consol  idated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figuresare  latest  available.  2|\(ot  fully  consolidated,  ^(j.s.  GAAP.  "Combined  market  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading. 
Price,  EPS  and  yield  are  only  for  Royal  Dutch  Petroleum.  ^Combined  market  value  for  Unilever  NV  and  Unilever  Pic.  Price,  EPS  and  yield  are  only  for  Unilever 
NV.  ^Combined  marketvalueforAMEVNV  and  AG  Group.  Price,  EPS  and  yield  are  only  for  AM EV  NV.  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley 
Capital  International  Perspective;  FORBES.  Earnings  estimates  provided  by  ttie  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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ARCHEOfA 

DiEEERENrr 

GOIDR. 


Chances  Are,  Our  Idea  Of  A  Fiche 
And  Yours  Are  Oceans  Apart. 

Ifyou  think  of 
microfiche  as  a 
musty  meuium, 
relegated  to  the 
basement  ar- 
chives, then  you 
need  to  dust  off 
your  view  of  what's 
happening  now  at  Anacomp. 


WbNESR 
BCHE 


What  You  Put  In 
Is  What  You  Get  Out. 


Anacomp'snew 
DatagraphiXXFP 
200U™isdieonly 
Computer  Outout 
Microfilm  (COM) 
system  with  fiche 
capabilities  that  in- 
clude a  variety  of  fonts, 
forms,  signatures  and 
logotypes.  This  enables  the 
XFP  zOOO  to  replicate  forms 


and  documents  with  the  same  graphics 
as  the  original.  Invoices  and  statements 
which  have  the  "branded"  and  "cor- 
porate-look" of  the  original  can  be 
output  with  raw  alphanumeric  data  of 
sales  transactions. 

The  Flying  Fiche. 

Ifspeed  is  important,  our  patented 
continuous  motion  laser  imaging  system 
can  process  fiche  twice  as  fast  as  any 
other  micrographics  system.  Over 
30,000  lines  per  minute  fast. 

Anacomp  Offers  You 

The  Most  Powerful 

Micrographics  System 

On  The  Market  Today. 

Or  tomorrow,  for  that  matter. 
Our  powerful  system  has  the  best 
brains  in  the  business,  controlling 
vital  functions  like  the  laser 
camera,  systems  software,  data 
reformatting  and  management, 
and  graphic  output.  These  brains 
operate  a  massive  "software  engine" 


with  unequaled  flexibility  and 
capability. 

The  Wonder  Fiche: 

It's  A  Perfect  Marriage  Of 

Micrographics  And  The  Most 

Advanc^  Computer  Technology. 

For  infomiation  on  owning  an 
Anacomp  information  and  image  man- 
agement U  &- IM)  system,  or  on  having  us 
li^dle  yourneeds  tnroum  one  of  our  ser- 
vice bureaus,  writej.  Mane  Woods,  EV.P., 
Anacomp.  Inc., 
3060Peachtiee 
Road,N.W., 
Suite  1700, 
Atlanta,  Ga. 
30305. 6rcall 
404-262-2667. 


THE  IMAGE  OF  THE  FUTURE. 

anacomi? 

©1991  Anacomp,  Inc.  Anacomp  and  DatagraphiX  are  registered 
trademarks  of  Anacomp.  Inc.  DatagraphiX  XFP  2000  (and  XFP 
2000)  are  trademarks  of  Anacomp,  Inc. 


THE  500  LARGEST  FORE  GN  COMPAN  ES 


Spain 

Spain's  stock  market,  recently  the  darling  of  interna- 
tional investors,  was  hit  hard  by  the  Persian  Gulf  war. 
Juan  Echanojauregui,  director  of  capital  markets*  at 
Banco  Popular  Espanol,  explains  that  relatively  small 
markets  (Spain's  total  market  capitalization  is  only 
$123  billion)  are  supersensitive  to  external  events  like 
wars.  But  since  the  end  of  the  war,  Spain  has  made  a  nice 


P/E  12    •    Yield  4%    •    Market  value  $123  billion    •    Year  to  date  price  change  30% 

recovery.  Echanojauregui  thinks  that  stock  prices  could 
rise  another  1 0%  to  15%  by  the  end  of  the  year,  thanks  to 
speculation  about  interest  rate  cuts  and  improving 
corporate  earnings.  Two  of  Spain's  largest  banks — 
Banco  Central  and  Banco  Hispano  Americano — and 
two  large  Spanish  utilities  have  merger  agreements  that 
are  expected  to  be  consummated  by  summer's  end. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
{$mil) 

($mil) 

value 
($) 

price 

($) 

1990 

($) 

1991E 

($) 

(%) 

(thou) 

77 

•Banco  Central  Group/banking 

16,206 

411 

49,872 

4,440 

41.26 

3.85E 

3.86 

4,5 

23,4 

83 

•Repsol  SA/energy 

15,422 

665 

8,917' 

7,344 

24.48 

2.22 

2.30 

3.6 

19,2 

133 

•Banco  Bilbao-Vlzcaya/banking 

10,633 

994 

87,015 

7,368 

31,90 

4.10 

4.27 

4,6 

30,4 

196 

•Telefonica^/telecomm 

8,166 

1,619 

31,019 

8,724 

9.41 

1.75 

0.81 

5.4 

75,4 

256 

•Banco  Santander/banking 

6,499 

551 

55,169 

5,784 

52.11 

4.98 
3.77 

5.36 

3,8 

18,8 

274 

Banesto/banking 

6,095 

372 

51,650 

3,754 

38.02 

3.74 

4,9 

20,5 

293 

Tabacalera/bev  &  tobacco 

5,700 

NA 

1,534' 

1,704 

46.27 

3.25E 

3.51 

2,5 

8,5 

332 

Banco  Hispano  Amer/banking 

5,157 

320 

41,237 

2,907 

31.80 

3.50 

3.60 

5,8 

16.9 

366 

Endesa/utilities 

4,638' 

504' 

12,459' 

5,569 

21.42 

2.59 

3.17 

4.7 

15.8 

392 

Fasa-Renault/automobiles 

4,278 

10 

43,673 

458 

20.12 

0.62E 

1,18 

4,5 

15.0 

404 

Cepsa/energy 

4,137 

71 

3,285 

1,923 

21.56 

1.54E 

1,35 

3.4 

7,1 

491 

HIdroelectrica  Espanola/utilities 

3,247 

186 

13,553' 

2,233 

5.34 

0,45 

0,44 

7.6 

6.7 

496 

Banco  Exterior  de  Espana/banking 

3,201 

136 

26,368 

2,052 

33.52 

2.14 

2,50 

3.9 

11,4 

Sweden 


P/E  17    •    Yield3%    •    Marketvalue  $112  billion    •    Year  to  date  price  change  33% 


The  recession  in  the  Swedish  economy  became  increas- 
ingly apparent  during  1990.  The  country  is  experienc- 
ing high  interest  rates,  high  costs  and  growing  inflation, 
while  productivity  growth  is  low.  Real  gross  domestic 
product  grew  only  0.7%  in  1990;  the  Consumer  Price 
Index  climbed  11%.  Sales  at  Saab-Scania  (in  whose 
automotive  division  General  Motors  now  has  a  large 

1990     Company/business 
Rank 


stake)  fell  almost  30%  last  year,  while  Volvo  Group 
(which  teamed  up  with  Renault)  had  a  net  loss  of  $3.9 
miUion.  Meanwhile,  net  profit  at  Sweden's  largest 
bank,  Skandinaviska  Enskilda  Banken,  fell  22%,  to  $280 
million.  Sweden  is  applying  for  fiill  membership  in  the 
EC,  and  as  of  May  17  the  Swedish  krona  became  linked 
to  the  ECU  (European  Currency  Unit). 


Revenue 
($mil) 

Net 
income 

Assets 
($mil) 

Market 
value 

Stock 
price 

EPS- 

1990 

199  IE 

Yield 

(%) 

Employees 
(thou) 

($mil) 

($) 

($) 

($) 

($) 

14,054 

-4 

18,445 

4,237 

55,22 

-2.21 

2,03 

4,5 

72,2 

13,928 

139 

11,943 

3,036 

41,78 

1.89 

2.03 

4.8 

150.9 

10,537 

450 

14,803 

3,484 

58,42 

4.11E 

3.46 

3.6 

69.7 

8,543 

280 

79,560 

2,994 

11,37 

1.06 

1.54 

4,6 

10.7 

8,328 

336 

54,172 

3,076 

20,17 

3,43E 

3,30 

3,6 

7.8 

7,839 

-35 

72,118 

1,637 

9,52 

-0.21 

1,33 

0,0 

6.8 

7,722 

571 

7,979 

5,454 

31,37 

2.78 

2.40 

1,8 

66.1 

6,288 

NA 

8,835 

3,739 

60,18 

4.22E 

3,67 

1.7 

31.7 

6,178 

464 

5,817 

7,784 

31,37 

1.83 

1.91 

1.5 

45.2 

5,258 

254 

8,499 

2,951 

17,45 

1,35E 

1.18 

2,9 

30,1 

4,906 

255 

7,572 

3,141 

46,25 

4,73 

3.71 

2,7 

29,4 

4,691 

116 

5,555 

1,876 

16,81 

1,02 

0.74 

4,1 

49.3 

4,460 

84 

6,169 

895 

9,92 

0.94 

0.72 

3,6 

26.7 

4,260 

289 

4,711 

1,348 

22,09 

4.43E 

2,85 

4.7 

21.9 

3,913 

76 

4,663 

621 

14.41 

1.75 

1,35 

3,3 

23,2 

93  •Volvo  Groups/automobiles 

96  •Electrolux  Group%ppliances 

136  Stora  Group/forest  products 

180  Skand  Enskilda  Bank/banking 

189  iSvenska  Handelsbanken/banking 

213        Nordbanken  Group/banking 

215  "LM  Ericsson%lec  &  electron 

266       Skanska  AB/construction 

270       Procordia  Group/multi-industry 

326       SCA-Svenska  Cellulosa/forest  products 

342  Saab-Scania  Group/macbinery  &  eng 

358  •SKF  Groups/Industrial  comp 

381  Nobel  Industries/aero  &  defense 

394  Trelleborg/industrial  comp 

418  NCC  Group/construction 

•  Sponsored  ADR,  ■  Non-sponsored  ADR,  All  figures  except  per-share  Items  are  in  millions  of  U,S,  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  3 1 , 
1991,  'Figures  are  latest  available,  ^u.s.GAAP.  E:  Estimate,  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES. 
Earnings  estimates  provided  by  the  International  Eo,tion  of  Institutional  Brokers  Estimate  System  (IBES). 
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Excellence  is 
a  universal  goal 


At  Brother,  the  search  for 
excellence  begins  with  a  search  for 
what  you  need  to  achieve  your  personal 
best.  It's  an  attitude  reflected  in  our  products— 
and  our  sponsorship  of  the  worldwide  Olympic 
Games.  And  it's  been  a  driving  force  behind  our 
support  forgymnastics  through  Brother  Cup  inter- 
national competitions  for  the  past  10  years. 

All  of  us  at  Brother  look  forward  to  the  1992 


Olympics,  where  once  again 
we  II  join  the  world's  top  athletes 
as  they  strive  for  excellence.  At  the 
Winter  Games  in  Albertville,  France,  and  the 
Summer  Games  in  'Barcelona,  Spain,  we'll  be 
there  to  support  the 

contestants— and  help    J I  H^^^i^isa^sMsl 
them  achieve  the  goal    "' 
we  all  share. 


qop 


Worldwide  Sponsor  of  the  1992  Olympic  Games 

36  use  380 

We're  at  your  side. 

brother: 


BROTHER  INDUSTRIES,  LTD. 


THE  SOO  LARGEST  FOREIGN  COMPANIES 


Switzerland 


P/E  17    •    Yield  2%    •    Market  value  $192  billion    •    Year  to  date  price  change  28% 


Since  it  peaked  in  August  1989,  the  Morgan  Stanley 
index  of  Swiss  stocics  has  dropped  8%  in  Swiss  francs  hut 
has  gained  5%  in  U.S.  dollars.  Since  Switzerland  is  a 
small  and  open  economy,  it  is  heavily  dependent  on  the 
performance  of  its  major  trading  partners.  Of  late,  it  has 
been  hurt  by  sluggish  world  growth  and  a  long  period 
of  high  (by  Swiss  standards)  interest  rates  at  home. 


Unemployment  rose  to  1 . 1%  of  the  work  force  in  April, 
double  the  usual  level;  the  cost  of  living  rose  at  a  6.3% 
annual  rate  in  May.  In  1990  the  gross  domestic  product 
grew  at  a  2.6%  rate.  Now  the  Union  Bank  of  Switzer- 
land estimates  growth  will  be  only  1.2%  in  1991. 
Analyst  Rolf  Ehlers,  of  Credit  Suisse,  Zurich,  thinks  it  is 
unlikely  the  Swiss  economy  will  rebound  this  year. 


1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
($) 

1990 

($) 

1991E 
($) 

(%) 

(thou) 

27 

■Nestle/food,  household 

33,379 

1,636 

27,461 

21,863 

6,019.55 

444.15 

456.08 

2.2 

199.0 

42 

Asea  Brown  Boveri^/elec  &  electron 

26,704 

280 

31,406 

11,295" 

3,134.48 

190.04 

27.50 

1.7 

215.2 

90 

•Ciba-Geigy  Group/chemicals 

14,183 

744 

20,185 

9,831 

1,988.54 

133.89 

136.97 

2.0 

94.1 

98 

Zurich  Insurance/insurance 

13,586 

278 

43,752 

5,596 

3,269.30 

145.41E 

254.80 

1.4 

34.0 

100 

Union  Bank  of  Switz/banking 

13,150 

646 

180,612 

11,585 

2,534.55 

139,65 

202.29 

3.6 

27.5 

108 

Swiss  Bank  Corp/bankmg 

12,456 

591 

148,926 

7,442 

230.54 

16.79 

21.30 

4.1 

21.6 

145 

Winterthur  Group/insurance 

9,972 

170 

33,018 

3,635 

2,763.73 

107.98 

204.45 

1.7 

19.0 

155 

CS  Holding/banking 

9,437 

388 

115,535 

5,587 

1,361.65 

33.11 

153.02 

3.7 

18,0 

167 

Swiss  Re  Group/insurance 

9,041' 

169' 

26,673' 

4,033 

2,035.73 

79.10E 

97.00 

1.5 

21,4 

175 

Sandoz  Group/personal  care 

8,903 

696 

9,896 

11,710 

1,698.69 

97.90 

104.08 

1.2 

526 

239 

Roche  Group/personal  care 

6,961 

682 

17,613 

15,138 

5,257.84 

164.85 

182.54 

0.5 

52,7 

264 

Danzas  AG/services 

6,3355 

102 

1,0002 

491 

923.49 

15.41 

NA 

0.7 

15,4 

367 

Richemont  AG/bev  &  tobacco 

4,627' 

237' 

6,663' 

8,267 

808.90 

385.87 

479.54 

9.0 

25,0 

372 

Alusuisse-Lonza/metals  nonfer 

4,560 

192 

4,611 

1,635 

785.31 

89.26 

83.32 

3,0 

25,5 

377 

Sulzer  Group/machinerv  &  eng 

4,483 

101 

4,996' 

932 

276.37 

33.34 

NA 

3.7 

33.9 

433 

Holderbank/bldg  materials 

3,777 

135 

7,280 

1,479 

3,329,96 

291.54 

314.86 

2.5 

29.6 

436 

Swissair  Group/airlines 

3,763 

-16 

6,068 

949 

495.45 

-7.42 

12.74 

0.0 

19.9 

442 

Baloise  Holding/insurance 

3,702 

54 

15,299' 

1,308 

1,476.24 

64.07 

183.62 

1.2 

8.7 

United  Kingdom        P/E14    •    Yield  5%    •    Market  value  $89 Ibilllon    •    Year  to  date  price  change  17% 


With  2,559  listed  issues  at  the  end  of  1990,  London's 
International  Stock  Exchange  is  second  only  to  Nasdaq 
in  the  number  of  listings.  By  market  value,  London 
trails  Japan  and  the  U.S.  The  British  market  was  one 
month  ahead  (May  4)  of  the  U.S.  in  hitting  a  new  high. 
The  economic  outlook  is  similar  to  the  U.S.',  in  that  a 
strong  recovery  could  soon  follow  the  current  reces- 

1990     Company/business 
Rank 


sion.  Despite  an  easing  of  monetary  policy,  inflation  in 
the  U.K.  dropped  to  a  6.4%  annual  rate  in  April,  versus 
8.2%  in  March.  But  political  pressures  might  force  the 
government  to  tighten  credit  again.  Since  January  the 
pound  sterling  has  performed  well  within  the  European 
exchange  rate  mechanism  of  the  European  Monetary 
System — it  is  up  2.3%  against  the  deutsche  mark. 


Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

($mil) 

income 

($mil) 

value 

price 

1990          1991E 

(%) 

(thou) 

($mil) 

($) 

($) 

($)              ($) 

58,966 

2,991 

59,184 

30,377 

5.65 

0.56             0.32 

6.5 

118.1 

31,234 

698 

260,063 

11,975 

7.54 

0.44             0.51 

6.4 

116.8 

29,218 

541 

232,281 

8,734 

5.40 

0.34             0.29 

7.3 

112.6 

24,307 

3,372 

33,997 

39,730 

6,47 

0.54             0.61 

4.9 

237,4 

23,034 

1,101 

20,821 

15,554 

21.97 

1.57             1,24 

5.7 

132.1 

18,811 

464 

17,913 

2,611 

10.09 

1.65             1.58 

5.6 

127.9 

17,560 

521 

106,430 

7,371 

5.93 

0.43             0.37 

5.9 

76.3 

9  •British  Petroleum  Co/energy 

32  •Barclays  Plc/banking 

38  •National  Westminster  Bank^/banking 

49  •British  Telecoms/telecom  m 

53  •Imperial  Chemical  Inds/chemicals 

65  British  Aerospace/aero  &  defense 

70  Lloyds  Bank  Group/banking 

•  Sponsored  ADR.  ■  Non-sponsored  ADR.  Allfiguresexcept  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exctiange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available.  ^Not  fully  consolidated.  ^U.S.  GAAP.  "Combined  market  value  for  Asea  and  Brown  Boveri.  Price,  EPS  and  yield  are  only 
for  Brown  Boveri.  ^includes  sales  taxes  and  VAT.  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES.  Earnings 
estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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■Kevin  Brophy  Age  10' 


"All  I  need  to  do  is  sell  one  glass.'' 

When  it  comes  to  money ^  studies  show,  kids  are  just  plain  ^gi-een!  But 


thanks  to  Scholastic  Inc.'s  corporate  programs,  like  'Extra  Credit''  by 


Discover  Card,  4  million  Junior  and  senior  high  school  kids  are  learn- 


ing about  money.  How  it  works.  How  they  can  use  it.  And  how  to  make 
itgivw.  Ifsan  innovative  way  kids  are  leamingto  be  fiscally  fit.  IfyouYe 
concerned  about  helping  to  create  tomoiTow's  responsible  consmners 
today,  callMichele  S.  Magazine,  Sr.  Vice  Preside?it,  at  (212)  505-3407. 


Andfonn  an  early  partnership  with  today's  young  students  yourself 


Touch  the  lives  of  23  miUion  kids  in  school. 

Scholastic 


■<!lt.1iIill!l;?Ht.^lJ.l;»IH!l><il,'ilJ!l!ll^' 


United  Kingdom     p/e  m 

•    Yield  5%    • 

Market  Vc 

ilue  $891  billion    • 

Year  to  date  price 

change  17% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

{$mil) 

value 
($) 

price 

($) 

1990 

{$) 

1991E 

($) 

(%) 

(thou) 

72 

•British  Gas  Plc/utilities 

17,538 

2,500 

24,085' 

18,350 

4.30 

0.59 

0.53 

6.6 

81,8 

78 

Midland  Group/banking 

15,136 

-344 

114,979 

2,864 

3.65 

-0.44 

0.15 

5,6 

50,6 

82 

•Prudential  Corp  Plc/insurance 

15,571 

198 

70,463 

7,396 

3.97 

0.11 

0.22 

5,9 

40,0 

85 

■B.  A.  T  Industries  PIc/bev  &  tobacco 

15,284 

634 

48,140 

17,546 

11.97 

0.43 

0.88 

6,0 

110.8 

86 

■J  Sainsbury  PIc/retailing 

15,154 

556 

5,510' 

9,965 

6.30 

0.43 

0,44 

2,6 

65.3 

97 

•Grand  Metropolitan/multi-industry 

13,760 

1,074 

17,648 

13,031 

13.14 

1.09 

1.10 

3,7 

131,3 

112 

•BTR  PIc/multi-industry 

12,033 

987 

11,161 

11,411 

5.55 

0.57 

0.51 

5.4 

105.6 

118 

■Tesco  Plc/retailing 

11,618 

554 

7,049 

9,311 

4.82 

0.34 

0.34 

2.5 

59.8 

131 

•Marks  &  Spencer  Plc/retailing 

10,662 

737 

5,573' 

11,445 

4.23 

0.28 

0.27 

3.6 

50.1 

146 

Royal  Insurance/insurance 

9,959 

-312 

30,577 

3,520 

7.44 

-0.65 

-0.22 

8.4 

29,0 

165 

•British  Airways  Plc%irlines 

9,123 

253 

7,329 

2,108 

2.92 

0.35 

0.17 

6.9 

54,4 

172 

•Peninsular  &  Oriental/shipping 

8,989 

330 

9,302 

4,002 

9.63 

0.76 

0.58 

7.2 

75,0 

173 

•Hanson  Plc/multi-industry 

8,987 

1,646 

27,642 

17,907 

3.74 

0.34 

0,34 

5,5 

80,0 

177 

Argyll  Group  PIc/retailing 

8,796 

386 

2,829' 

5,534 

5.03 

0.40 

0.41 

3,9 

65,0 

185 

■General  Electric/elec  &  electron 

8,496' 

878' 

9,776' 

8,934 

3.31 

0.29E 

0.34 

6,8 

107,4 

192 

•British  Steel  Corp/metals-steel 

8,268' 

912' 

10,092' 

4,314 

2.16 

0.18E 

0.10 

8,9 

54,4 

203 

•Allied-Lyons  PIc/bev  &  tobacco 

8,064 

533 

11,559 

7,965 

9.25 

0.70E 

0.85 

4,3 

83,2 

205 

•SmithKline  Beecham^/persona!  care 

8,033 

900 

14,211 

15,962 

13.57 

0.68 

4.08 

12,4 

57,3 

219 

Dalgety  PIc/food,  household 

7,547 

133 

2,061 

1,466 

5.54 

0.59 

0.51 

5,3 

22,7 

221 

•Hillsdown  Holdings/food,  household 

7,523 

244 

4,092 

2,137 

4.02 

0.46 

0.44 

4,5 

47.5    > 

224 

Sun  Alliance  Group/insurance 

7,428 

-190 

27,217 

4,935 

5.15 

-0.24 

-0.05 

5.2 

19,92 

226 

•Saatchi  &  Saatchi^/services 

7,378 

-122 

3,169 

459 

0.31 

-0.21 

-0.03 

0.0 

14,7 

230 

Legal  &  General/insurance 

7,179 

90 

31,551 

3,500 

7.25 

0.22 

0,26 

5.5 

8,5 

240 

GenI  Accident  Fire/insurance 

6,941 

-165 

17,755 

3,984 

9.20 

-0.39 

-0,20 

6,6 

15,42 

241 

•RTZ  Corporation  PIc/metals  nonfer 

6,902 

905 

11,373 

8,752 

8.86 

0.92 

0.75 

5.0 

50.0 

247 

■Ladbroke  Group  Pic/leisure 

6,783 

409 

9,047 

3,797 

4.42 

0.48 

0.41 

5.5 

52.0 

248 

•Thorn  Emi  PIc/apphances 

6,763 

NA 

4,357' 

3,728 

12.02 

l.OOE 

0.97 

5.8 

60,2 

250 

Commercial  Union  Assurance/insurance 

6,725 

2 

30,346 

3,624 

8.37 

0.01 

-0.03 

5.2 

21,6 

252 

•Royal  Bk  of  Scotland^/banking 

6,648 

309 

57,386 

2,428 

3.14 

0.39 

0.26 

5.1 

25,8  , 

255 

•Rolls-Royce  PIc/aero  &  defense 

6,550 

239 

5,489 

2,545 

2.55 

0.25 

0.24 

6.2 

65,9  ' 

259 

•Tarmac  PIc/bldg  materials 

6,437 

220 

5,066 

2,896 

3.82 

0.30 

0.22 

6.7 

-  34.9 

260 

•Bass  Plc3/bev  &  tobacco 

6,379 

893 

9,315 

7,183 

15.83 

2,54 

1.56 

4.5 

98.3 

263 

BICC  Group/industrial  comp 

6,345 

196 

3,891 

2,052 

7.44 

0.72 

0,61 

5.9 

44,4 

275 

Guardian  Royal  Exch/insurance 

5,087 

-264 

20,900 

2,957 

3.43 

-0.31 

-0,10 

7.9 

15.2 

284 

Inchcape  PIc/trading 
■Assoc  British  Foods/food,  household 

5,874 

171 

3,124 

2,105 

5.52 
9.00 

0.47 

0,48 

4.7 

49.7 

288 

5,775 

388 

4,084' 

4,032 

0.87 

0,82 

3,1 

52.3 

291 

■Tate  &  Lyie  Group/food,  household 

5,727 

223 

3,403 

1,950 

5.03 

0.61 

0,54 

3,9 

15.3 

292 

Asda  Group  PIc/retailing 

5,722 

198 

4,432 

2,311 

1.97 

0.16E 

0,20 

5,5 

38.8 

298 

•Kingfisher  Plc/retailing 

5,636 

342 

3,911 

3,716 

8.18 

0.75 

0,56 

3,4 

36.6 

302 

•Cadbury  Schweppes/food,  household 

5,615 

320 

4,555 

4,304 

5.11 

0.45 

0.45 

4,3 

35,7 

312 

■Boots  Co  Plc/retailing 

5,467' 

396' 

4,010' 

6,256 

6.35 

0.39E 

0,44 

4,0 

78,6 

320 

■Lonrho  Group/multi-industry 

5,332 

253 

6,979 

2,626 

4.06 

0.40 

0,39 

8.8 

108,8 

330 

•Trafalgar  House  Plc/multi-industry 

5,162 

187 

4,694 

2,029 

4.02 

0.37 

0.27 

10.3 

27,0 

331 

•Booker  Plc/multi-industry 

5,158 

134 

2,127 

1,589 

8.03 

0.75 

0,71 

5,0 

21,6 

333 

•BET  PIc/muiti-industty 

5,157 

290 

3,537' 

2,261 

3.04 

0.33E 

0,29 

9,9 

137,1 

344  Pilkington  PIc/misc  materials 
351  Standard  Chartered/banking 
353     •Cable  &  Wireless^/telecomm 


4,896 
4,817 
4,792 


29 

54 

554 


5,141 

42,687 

8,056 


2,155 
1,399 
9,245 


i.64 


0.16 
0.23 
0.51 


0.14 
0,63 
0.61 


8.5 

55.1 

7.6 

28.0 

2.8 

37.7 

•  Sponsored  ADR.  ■  Non-sponsored  ADR,  All  figures  except  per-stiare  items  are  in  millrons  of  U,S,  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exctiange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available,  ^Not  fully  consolidated,  ^U,S,  GAAP,  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International 
Perspective;  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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For  a  market  driven  business,  location 
can  mean  everything.  That's  why  so  many 
businesses  are  choosing  to  locate  in  North 
Carolina,  In  fact,  North  Carolina  led  the 
nation  in  number  of  new  manufacturing 
plants  in  1987, 1988  and  1989. 

No  matter  where  you  locate  in  North 
Carolina,  you'U  be  close  to  transport,  close 
to  your  market,  and  close  to  our  skilled  and 
productive  workforce.  And,  when  the  busi- 
ness day  is  over,  you'll  be  close  to  North 
Carolina's  300  miles  of  beaches,  stunning 


mountain  ranges  and  some  of  the  nations 
finest  golf  courses. 

To  find  out  how  North  Carolina  can  put 
your  business  on  target,  contact  Richard  J. 
Roberson,  Director  of  Client  Services,  State 
of  North  Carolina  at  (919)  733-4977, 
Fax  (919)  733-9265. 


^  NORTH  Carolina 

fwwwwi  TheBetter  Business  Climate 


Bigness/ Industry  Development  Division,  North  Carolirui  Departrr^ent  of  Economic  and  Community  Development,  430  N.  Salisbury  Street,  Raleigh,  North  Carohrw  27611. 


THE  SOO  LARGEST  FORE  6N  COMPAN  ES 


United  Kingdom     p/e  m 

•    Yield  5%    • 

Market  value  $891  billion    • 

Year  to  date  price  change  17% 

1990 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

Yield 

Employees 

Rank 

($mil) 

income 
($mil) 

($mil) 

value 
($) 

price 
($) 

1990 

($) 

1991E 

{$) 

(%) 

(thou) 

355 

Trusthouse  Forte  Plc/leisure 

4,776 

268 

9.047 

3,585 

4.55 

0.34 

0.29 

4.9 

92.9 

363 

•Glaxo  Holdings  Plc/persona!  care 

4,648 

1,291 

7,603 

29,793 

19.92 

0.87 

0.97 

2.7 

31.3 

365 

Arjo  Wiggins  Appleton/forest  products 

4,638 

310 

4,030 

3,331 

4.13 

0.38 

0.37 

4.6 

19.0 

368 

RMC  Group  PIc/bldg  materials 

4,621 

195 

3,446 

2,169 

10.66 

1.00 

0.78 

4.1 

25.1 

375 
378 

•Guinness  PIc/bev  &  tobacco 

4,485 

966 

12,696 

14,610 

16.22 

1.14 
0.88 

1.16 

2.6 

18.6 

■BOC  Group  PIc/ctiemicals 

4,481 

410 

5,284 

4,322 

9.20 

0.78 

4.9 

39.5 

386 

■Great  Universal  Stores/retailing 

4,355^ 

441' 

6,027' 

5,195 

20.89 

1.81E 

2.02 

3.7 

30.7 

391 

United  Biscuits/food,  bousehold 

4,291 

233 

2,935 

2,795 

6.11 

0.53 

0.49 

5.3 

39.1 

401 

■De  Beers  Centenary/misc  materials 

4,175 

1,305 

11,050 

8,853 

23.30 

3.43 

NA 

4.3 

25.0 

413 

AMEC/construction 

3,959 

75 

2,052 

748 

3.74 
4.70 

0.33 
0.36E 

0.31 
0.44 

6.1 
7.4 

30.4 
31.3 

415 

■Unigate  Group/food,  household 

3,945' 

117' 

1,565' 

1,092 

419 

■Sears  Plc/retailing 

3,906 

207 

3,764' 

2,110 

1.41 

0.14 

0.09 

8.6 

52.3 

422 

■Hawfker  Siddeley/machinery  &  eng 

3,887 

145 

3,562 

1,886 

9.53 

0.73 

0.73 

5.9 

43.5 

429 

•Racal  Electronics/aero  &  defense 

3,852 

201 

3,238' 

5,067 

3.89 

0.16 

0.20 

2.1 

37.4 

434 
438 

■Whitbread  PIc/bev  &  tobacco 

3,771 

384 
104 

5,713' 
5,599 

3,844 
835 

8.68 
2.94 

0.87 
0.37 

0.82 
0.20 

4.3 
6.0 

62.6 
22.3 

•Beazer  Pic/construction 

3,755 

447 

Lucas  Industries  Pic/industnal  comp 

3,664 

239 

3,604 

1,829 

2.65 

0.35 

0.20 

6.0 

57.4 

450 

■GKN  PIc/machmery  &  eng 

3,641 

166 

3,242 

1,514 

5.86 

0.64 

0.39 

7.9 

33.9 

464 

■Courtaulds  PIc/chemicals 

3,532 

267 

2,365 

2,735 

6.86 

0.55 

0.61 

3.8 

24.0 

471 

Smith  (WH)  Group  PIc/retailing 

3,443 
3,400 

99 

1,592 

1,336 
1,008 

6.74 
3.50 

0.44E 

0.51 

3.9 
6.8 

35.1 
16.3 

473 

George  Wimpey  Pic/construction 

43 

3,017 

0.15 

0.14 

484 

Berisford  Jntl/tradmg 

3,304 

-152 

2,724 

316 

0.65 

-0.31 

-0.02 

0.0 

6.5 

489 

•Coats  Viyella  Plc/textile,apparel 

3,262 

90 

3,131 

1,303 

2.48 

0.17 

0.20 

8.2 

58.4 

495 

Lex  Service  Plc/services 

3,203 

8 

1,175 

287 

3.07 

0.09 

0.19 

11.3 

8.0 

498 

Harrisons  &  Crosfield/misc  materials 

3,186 

134 

2,056 

1,633 

2.38 

0.21 

0.19 

8.5 

29-2 

500 

Reckitt  &  Colman  PIc/food,  household 

3,148 

271 

3,106 

3,845 

25.79 

1.82 

1.87 

3.0 

23.8  1^' 

European 

1990     Company/business 
Rank 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 

value 

($) 

Stock 
price 
($) 

EPS 

Yield 
(%) 

Employees 
(thou) 

1990          199  IE 

($)              ($) 

Austria 

289       OMV  AG/energy 
348       Creditanstalt/banking 

5,761 
4,856 

NA 
55 

4,061' 
53,389 

1,541 
2,906 

77.06 
379.59 

3.42             6.54 
6.58            18.20 

2.0 
1.6 

12.5 
11.5 

Finland 

207       Kesko  Group/trading 

277       Repola  Ltd^/multi-industry 

287  •Oy  Nokia/multi-industry 

382        Union  Bank  of  Finland  Ltd/banking 

463        Kymmene  Corp/forest  products 


7,986 

68 

3,830 

871 

9.66 

0.75 

0.82 

3.5 

8.1 

6,049 

110 

9,731 

2,149 

15.45 

0.82 

0.19 

2.0 

34.0 

5,788 

90 

5,970 

1,374 

23.18 

1.43 

1.38 

2.9 

37,3 

4,447 

38 

37,920 

1,486 

6.76 

0.12 

0.24 

2.9 

9.7 

3,547 

67 

7,042 

1,403 

18.59 

0.82 

NA 

2.3 

16.1 

Norway 


149      •Norsk  Hydro%nergy 


9,740 


463 


13,579 


5,195 


30.17 


2.25 


2.04 


2.1 


33.0 


•  Sponsored  ADR.  »  '^on-sponsored  ADR.  All  figures  except  per-share  items  are  in  mil  lions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  ra.f  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consol  idated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  'Figures  are  latest  available.  ^U.S.GAAP.  E:  Estimate.  NA:  Not  available.  Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES. 
Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers  Estimate  System  (IBES). 
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Sharp  Is  The  No.1  Fax  In  America. 
Shouldn't  Sharp  Be  Your  No.1  Consideration? 


•a 


FO-6000 


U. 


y1991  Sharp  Eleclromcs  Corporation 


Today,  new  business  needs  demand  new 
thinking  about  fax  technology.  Sharp 
Thinking.  It's  why  of  over  70  brands, 
Sharp  has  sold  more  fax  machines  than 
any  other  company  in  America. 

Sharp  Thinking  made  the  world's 
first  desktop  ftill  color  fax  a  reality.  And 
created  affordable  plain  paper  laser  fax 
^    machines  that  produce  documents 

of  unsurpassed  quality.  That 

same  innovative  thinking  is  built 
into  every  Sharp  fax. 

With  more  Sharp  fax  machines  in 
use  across  the  country,  you're  more 
likely  to  connect  to  a  Sharp  fax.  In 
most  cases  that  gets  you  faster  trans- 
mission speeds  and  saves  you  money  on 
telephone  line  chai^ges.  Don't  be  fooled 
by  competitive  claims.  When  you're 
thinking  fax,  you  would  be  smart  to 
think  Sharp. 

To  learn  more  about  the  number 
one  selling  line  of  fax  machines,  call 
l-SOO-BE-SHARR 


piHi^ 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS' 


BANKING  SnitMS  •  (AlCUlAIORS  •  (OlOR  SCANNEM  •  COMfgiERS  •  (Of  KRS  •  ElfCTRONK  CASH  REGISTERU  TYf  f  W 


THE  500  LARGEST  FOREIGN  COMPANIES 


Far  East 

1990     Company/business 
Rank 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 

value 

($) 

Stock 

price 

($) 

1990 

($) 

-EPS 

Yield 
(%) 

Employees 
(thou) 

1991E 

($) 

Hong  Kong 

278     ■Jardine  Matheson/multi-industry 
411      "Swire  Pacific  Ltd/multi-mdustrv 

6,035 
3,998 

230 
314 

6,592 
8,339 

2,735 
3,815 

4,17 
2.40 

0,36 
0.20 

3,79 
0.23 

3,4 

4,3 

27,0 
30.0 

Korea 

- 

171 

Hyundai  Corp/trading 

8,991 

9 

310 

130 

27.06 

1.93 

2,06 

2.6 

0,9 

199 

Ssangyong  Group/multi-industry 

8,100 

86 

11,970 

2,690 

24,02 

0.78 

3,18 

4.3 

22,8 

237 

Hyundai  Motor  Co/automobiles 

7,075 

101 

6,976 

1,560 

27.89 

1.88 

1.92 

3.0 

41,7 

339 

Bank  of  Seoul/banl(lng 

4,958 

75 

57,325 

1,884 

14.50 

0.60 

0.04 

0,0 

10,1 

370 

Hyundai  Eng  &  Const/construction 

4,591 

75 

5,383 

1,138 

27,20 

1.79 

0.56 

0.5 

60,5 

396 

Gold  Star  Co  Ltd/electronic  comp 

4,216 

48 

3,650 

1,561 

23.61 

0.74 

0.91 

1.8 

32.5 

New  Zealand 

231     "Fletcher  Challenge/forest  products 
346      "Brierley  Investments/niulti-industrv 

7,164 
4,869 

428 
236 

10,338 

5,711 

2,965 
1,540 

2.24 
0.69 

0.38 
0.12 

0.26 
0.09 

7.0 
9.2 

40.0 
41.0 

South  America 

1990     Company/business 
Rank 

Revenue 

($mil) 

Net 
income 
($mil) 

Assets 

($mil) 

Market 

value 

($) 

Stock 
price 
($) 

EPS 

1990          1991E 
($)              ($) 

Yield 
(%) 

Employees 
(thou) 

Brazil 

73 

Banco  do  Brasil/banking 

17,403 

273 

69,019 

935 

302.26 

93.88 

NA 

4,9 

121,0 

198 

Banespa  Group/banking 

8,107 

149 

12,582 

118 

6.91 

3.97 

NA 

11,7 

37,8 

204 

Banco  Bradesco  Group/banking 

8,046 

154 

11,846 

1,038 

23.54 

6.19 

NA 

4.4 

113.4 

280 

Petrobras/energy 

5,990 

491 

12,148 

2,404 

1,892.51 

487.41 

NA 

4.5 

55.6 

285 

Banco  Itau  Group/banking 

5,848 

128 

8,767 

896 

145.46 

20.21 

NA 

1.9 

60.9 

314 

Bamerindus  Group/banking 

5,418 

42 

6,534 

335 

27.42 

3.94 

NA 

2.6 

45,7 

Africa 


1990     Company/business 
Rank 


Revenue 
($mil) 


Net 
income 
($mil) 


Assets 
($mil) 


Market 

value 

($) 


Stock 
price 
($) 


1990 

($) 


-EPS- 


199  IE 

($) 


Yield 
(%) 


Employees 
(thou) 


South  Africa 

134     BBarlow  Rand  Group/multi-industry 
309     iSo  African  Breweries/bev  &  tobacco 


0,613 

329 

7,063 

2,644 

14.20 

5,519 

274 

3,594 

4,783 

17.84 

1.46 


1.02 


4.3 
2.3 


158.4 
91.0 


•  Sponsored  ADR.  ■  Non-sponsored  ADR.  All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  General  note:  Revenue,  net  income  and  1990  EPS  are 
converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and 
exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1990  figures  are  used  unless  noted.  Market  value  is  as  of  May  31, 
1991.  "Revenue,  net  income,  assets  and  1990  EPS  are  converted  at  Dec.  31,  1990  rate.  Stock  price  and  EPS  are  per  1,000  shares,  E;  Estimate.  NA:  Not 
available.  Sources:  Morgan  Stanley  Capital  International  Perspective;  FORBES.  Earnings  estimates  provided  by  the  International  Edition  of  Institutional  Brokers 
Estimate  Systerr^  (IBES). 
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You  can  improve  technology 
and  still  be  stuck  in  the  same  jam. 


r    Acquiring  the  latest  in  information 
technology  doesn't  always  shift  a 
connpany  into  high  gear.  Organizations 
often  require  restructuring  to  take  full 
advantage  of  their  new  potential. 

Andersen  Consulting  would  like  to 
help  your  organization  get  on  the  fast 
track.  And  achieve  maximum  competi- 
tive advantage.  Our  solution  is  Change 
Management  Services.'" 

®  1991  Andeisen  Consulting.  AU  rights  reserved. 


Change  is  managed  from  an  overall 
perspective.  We  anticipate  how  tech- 
nology will  affect  not  only  processes, 
but  also  the  organization  of  your  com- 
pany. We  then  develop  and  apply  tech- 
niques for  smooth  implementation.  The 
result  is  a  work  force  better  enabled  to 
make  change  work. 

Change  Management  Services  is 
another  reason  that  a  majority  of  the 


Fortune  500  have  come  to  Andersen 
Consulting.  To  the  rest  of  you  we  say, 
"Gentlemen,  start  your  engines'.' 

Andersen 
gonsuiting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 

Where  we  go  from  here: 


■vi!NHiiiiai;ini!miiHMmiimm;niiii 


Company/country 

Rank 

Page 

ABN-Amro  Holding  NV/Netherlands 
Accor  SA/France 
ACEC-Union  Miniere/Belgium 
Aegon  Insurance  Group/Netherlands 
AGF-Assur  Generales  de  France/France 

311 
398 
454 
254 
148 

258 
245 
242- 
258 
244 

Ahold/Netherlands 
Air  Canada/Canada 
Aisin  Seiki  Co  Ltd/lapan 
Ajinomoto  Co/Japan 
Akzo/Netherlands 


Alcan  Aluminium  Ltd/Canada 

179 

242 

Alcatel  Alsthom/France 

44 

244 

Alitalia  Group/Italy 

371 

250 

All  Nippon  Airways/Japan 

295 

254 

Allianz  AG  Holding/Gerinany 

66 

248 

Allied-Lyons  PIc/UK 
Alps  Electric  Co  Ltd/Japan 
Alusuisse-Lonza  Holding/Switzerland 
Amcor  Ltd/Australia 
AMEC  PIc/UK 


203 
486 
372 
479 

413 


264 
258 
262 
240 
266 


Arbed  SA/Belgium 

267 

242 

Argyll  Group  PIc/UK 

177 

264 

Arjo  Wiggins  Appleton/UK 

365 

266 

Asahi  Breweries  Ltd/Japan 

455 

JE^^^ 

Asahi  Chemical  Industry/lapan 

162 

zS""' 

Asahi  Glass  Co  Ltd/Japan 

ASDA  Group  PIc/UK 

Asea  Brown  Boveri  Group/Switzerland 

ASKO  Group/Germany 

Associated  British  Foods/UK 

Australia  &  New  Zealand  Banking/Australia 
B.  A.  T  Industries/UK 
Baloise  Group/Switzerland 
Bamerindus  Group/Brazil 
Banca  Commerciale  Italiana/ltaly 

Banco  Bilbao  Vizcaya/Spain 
Banco  Bradesco  Group/Brazil 
Banco  Central  Group/Spam 
Banco  di  Roma/Italy 
Banco  do  Brasil/Brazil 

Banco  Exterior  de  Espana/Spain 
Banco  Hispano  Americano/Spain 
Banco  Itau  SA/Brazil 
Banco  Santander  Group/Spain 
Banespa  Group/Brazil 

Banesto/Spain 

Bank  Bruxelles  Lambert/Belgium 
Bank  of  Montreal/Canada 
Bank  of  Nova  Scotia/Canada 
Bank  of  Seoul/Korea 


182 
292 
42 
338 
288 

157 


252 
264 
262 
248 
264 


442 

262 

314 

268 

166 

248 

133 

260 

204 

268 

77 

260 

299 

250 

73 

268 

496 

260 

332 

260 

285 

268 

256 

260 

198 

268 

274 

260 

244 

242 

164 

242 

208 

242 

339 

268 

Company/country 

Bank  of  Tokyo  Ltd/Japan 
Bank  of  Yokohama  Ltd/Japan 
Banque  Nationale  de  Paris/France 
Barclays  PIc/UK 
Barlow  Rand  Group/South  Africa 


Rank 


Page 


160 

258 

BASF  Group/Germany 

477 

244 

Bass  PIc/UK 

352 

256 

Bayer  Group  Worldwide/Germany 

397 

256 

Bayerische  Hypotheken/Germany 

154 

258 

Bayerische  Vereinsbank/Germany 

BayWa  AG/Germany 
BCE  Inc/Canada 
Beazer  PIc/UK 
Berlsford  International/UK 
BET  PIc/UK 

BICC  Group/UK 

BMW-Bayerische  Motoren  Werke/Germany 

BOC  Group  PIc/UK 

Bond  Corp  Holdings/Australia 

Booker  PIc/UK 

Boots  Co  PIc/UK 

Bouygues/France 
Bridgestone  Corporation/Japan 
Brierley  Investments/New  Zealand 
British  Aerospace/UK 

British  Airways/UK 

British  Gas  PIc/UK 

British  Petroleum  Co/UK 

British  Steel  PIc/UK 

British  Telecommunications/UK 

Broken  Hill  Proprietary/Australia 

BSN-Groupe/France 

BTR  PIc/UK 

Groupe  Bull/France 

Cable  and  Wireless/UK 

Cadbury  Schweppes/UK 

Canadian  Imperial  Bank  of  Commerce/Canada 

Canadian  Pacific  Ltd/Canada 

Canon/lapan 

Carrefour/France 

Casino  Groupe/France 

Cepsa-Cia  Espanola  de  Petroleos/Spain 

Chori  Co  Ltd/Japan 

Chubu  Electric  Power/Japan 

Chugoku  Electric  Power/lapan 

Ciba-Geigy  Group/Switzerland 
CMB  Packaging/France 
Coats  Viyella  PIc/UK 
Cockerill  Sambre  SA/Belgium 
Coles  Myer  Ltd/Australia 


60 

252 

325 

254 

40 

244 

32 

262 

134 

268 

39 

246 

260 

264 

46 

246 

202 

248 

147 

248 

467 

248 

81 

242 

438 

266 

484 

266 

333 

264 

263 

264 

75 

248 

378 

266 

373 

240 

331 

264 

312 

264 

138 

244 

110 

252 

346 

268 

65 

262 

165 

264 

72 

264 

9 

262 

192 

264 

49 

262 

140 

240 

152 

244 

112 

"  264 

262 

244 

353 

264 

302 

264 

123 

242 

170 

242 

114 

252 

95 

244 

193 

244 

404 

260 

329 

254 

103 

252 

261 

254 

90 

262 

376 

246 

489 

266 

276 

242 

121 

240 

270 
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Brightening 

energy 

budgets 

with  lighting 

system 

retrofits. 


Johnson  Controls  retrofitted 
over  20,000  fluorescent  fix- 
tures at  Penzoil  Place  twin 
tower  complex  in  Houston, 
TX  without  inconveniencing 
tenants.  Estimated  annual 
savings:  $385, 736. 


If  yours  is  a  typical  building,  you're 
paying  30%  to  50%  of  your  elec- 
tric bill  for  lighting.  And  you  may 
be  inhibiting  productivity  with  too 
much  lighting,  especially  in  areas 
where  it  causes  glare  on  computer 
screens. 

Consider  a  Johnson  Controls  Alli- 
ance Lighting  Services  retrofit. 
Our  new,  scientifically  designed 
reflectors  can  reduce  by  half  the 
number  of  lamps  you  use  as  they 
improve  the  quality  and  maintain 
the  proper  level  of  lighting.  This 
work  can  be  done  at  night  or  on 
weekends  so  it  doesn't  disturb 
building  occupants. 

Most  of  our  customers  save 
enough  on  their  electric  bills  to 
pay  for  the  project  in  two  years 
or  less,  whatever  the  size  of  their 
building. 

You  can  save  even  more  by  add- 
ing controls  to  your  system  which 


automatically  turn  lights  on  and 
off  according  to  time  or  occupancy. 

We'll  be  glad  to  analyze  your 
present  lighting  system  with  an 
eye  toward  saving  you  energy 
dollars  and  improving  quality. 

Just  give  us  a  call  at  1-800-972- 
8040.  Or  write,  Johnson  Controls, 
Systems  and  Services  Division, 
C19,  Milwaukee,  Wl  53201-0423. 


)  1991  Johnson  Controls,  Inc. 
JC9166C 


JQHNSON 
CONTRiLS      ,  ^^ 


rilNHHilil!lili!lliilHHJ,^iilHJIH!i.^ 


Company/country 

Commercial  Union  Assurance/UK 
Commerzbank/Germany 
Comptoirs  Modernes  SA/France 
Continental  Group/Germany 
Cosmo  Oil  Co  Ltd/Japan 

Courtaulds  PIc/UK 

CRA  Ltd/Australia 

Credit  Commercial  de  France/France 

Credit  Foncier  de  France/France 

Credit  Lyonnais  Group/France 

Creditanstalt-Bankverein/Austria 
Credito  Italiano  SpA/ltaly 
CS  Holding/Switzerland 
CSR  Limited/Australia 
Dai  Nippon  Printing/Japan 

Dai-lchi  Kangyo  Bank/Japan 
Daiei  Inc/Japan 
Daihatsu  Motor  Co/Japan 
Daikyo/Japan 
Daimaru/Japan 

Daimler-Benz  Group/Germany 
Dainippon  Ink  &  Chemicals/Japan 
Daiwa  Bank  Ltd/Japan 
Daiwa  House  Industry/Japan 
Daiwa  Securities  Co/Japan 

Dalgety  PIc/UK 
Danzas  AG/Switzerland 
Dassault  Aviation  SA/France 
De  Beers  Centenary/UK 
Degussa  AG/Germany 

Delhaize  "Le  Lion"  Group/Belgium 
Deutsche  Babcock  Group/Germany 
Deutsche  Bank  Group/Germany 
Deutsche  Lufthansa/Germany 
Docks  de  France/France 

Dresdner  Bank/Germany 
NV  DSM/Netherlands 
Electrabel  SA/Belgium 
Electrolux  Group/Sweden 
Elf  Aquitaine  Group/France 

Endesa/Spain 

LM  Ericsson  Telefonaktiebolaget/Sweden 

Euromarche  SA/France 

Fasa-Renault/Spain 

Ferruzzi/Montedison  Group/Italy 

Fiat  Group/Italy 

Fletcher  Challenge/New  Zealand 
Fortis  Group/Netherlands 
Foster's  Brewing  Group/Australia 
Fuji  Bank  Ltd/Japan 


Rank 


Page 


250 

264 

122 

248 

446 

246 

323 

248 

129 

252 

454 

266 

457 

240 

238 

244 

272 

246 

20 

244 

348 

256 

251 

250 

155 

262 

459 

240 

190 

254 

25 

250 

79 

252 

271 

254 

336 

256 

290 

254 

11 

246 

301 

254 

143 

252 

357 

256 

242 

254 

219 

254 

264 

252 

468 

246 

401 

266 

194 

248 

210 

242 

472 

248 

52 

246 

174 

248 

349 

245 

92 

248 

305 

258 

300 

242 

96 

260 

29 

244 

366 

260 

215 

260 

364 

246 

392 

250 

94 

248 

13 

248 

231 

268 

206 

258 

211 

240 

33 

250 

Company/country 

Rank 

Page 

Fuji  Electric  Co  Ltd/lapan 

283 

254 

Fuji  Heavy  Industries/iapan 

286 

254 

Fuji  Photo  Film/Japan 

228 

254 

Fujita  Corp/Japan 

350 

256 

Fujitsu  Ltd/Japan 

58 

252 

Furukawa  Electric/Japan 
GAN-Groupe  des  Assur  Nationales/France 
General  Accident,  Fire  &  Life/UK 
General  Electric  Company/UK 
General  Sekiyu  Group/Japan 

Generale  Bank  Group/Belgium 
Generale  des  Eaux  Groupe/France 
Generali  Group/Italy 
George  Weston  Ltd/Canada 
GIB  Group/Belgium 

GKN  PIc/UK 
Glaxo  Holdings  PIc/UK 
Goldstar  Co  Ltd/Korea 
Grand  Metropolitan/UK 
Great  Universal  Stores/UK 


318 

254 

71 

244 

240 

264 

185 

264 

483 

258 

183 
55 
156 
158 
268 


242 
244 
248 
242 
242 


450 

266 

363 

266 

396 

268 

97 

264 

386 

266 

Great-West  Lifeco/Canada 

347 

242 

GTM-Entrepose/France 

426 

246 

Guardian  Royal  Exchange/UK 

275 

264 

Guinness  PIc/UK 

375 

266 

Hachette  Group/France 

310 

246 

Hanson  PIc/UK 
Hanwa  Company  Ltd/lapan 
Harrisons  &  Crosfield/UK 
Haseko  Corp/Japan 
Groupe  Havas/France 


173 

264 

315 

254 

498 

266 

416 

256 

388 

245 

Hawker  Siddeley  Group/UK 

422 

266 

Hazama  Corp/Japan 

406 

256 

Heineken  NV/Netherlands 

420 

258 

Henkel  Group/Germany 

223 

248 

Hidroelectrica  Espanola/Spain 

491 

260 

Hillsdown  Holdings/UK 
Hino  Motors  Ltd/Japan 
Hitachi  Ltd/Japan 
Hochtief/Germany 
Hoechst  Group/Germany 


221 

264 

362 

256 

10 

250 

440 

248 

41 

246 

Hoesch  Group/Germany 

i^MSHV 

214 

248 

Hokkaido  Electric  Power/Japan 

475 

258 

Hokkaido  Takushoku  Bank/Japan 

296 

254 

Holderbank  Financiere  Glaris/Switzerland 

433 

262 

Philipp  Holzmann  AG/Germany 

400 

248 

Honda  Motor  Co  Ltd/Japan 

Hoogovens  Groep/Netherlands 

Hudson's  Bay  Company/Canada 

Hyundai  Corp/Korea 

Hyundai  Engineering  &  Construction/Korea 


36 

250 

374 

258 

393 

242 

171 

268 

370 

268 

272 


Forbes"  July  22,  1991 


©  1991  Federal  Express  Corporation 


IN  IHE  MORNilG  rrS 
ARACECAR. 


M  IHE  AFTERNOON 
ITS  AN  ECONOMY  MODEL 

OUR  PRIORITY  OVERNIGIfT  SERVKE  DELIVERS  BY  10:30  A.M.  NEW  SEANDARD  OVERNIGHT 
SERVKE  DELIVERS  BY  3:00  RM.  AT  ONE  OF  IHE  LOWEST  PRICES  AROUND. 

Federal  Express  is  now  the  only  air  express  company     packages  up  to  150  lbs.  by  3:00  ?M*  At  a  price  that's 
to  offer  two  next-day  delivery  service  options,      tough  to  beat.  And  of  course  both  Priority  Overnight 
Our  Priority  Overnight  Service'"  can  deliver  your  most     and  Standard  Overnight  come  with  all  the  service 
time-sensitive  shipments  by  10:30  AM*  But  if  you     and  reliability  you  expect  from  Federal  Express, 
can  wait  until  the  afternoon,  new  Standard  ^^■PPM  ^^  ^^^^  all  that  now  makes  us  two  times 
Overnight  Service'"  will  deliver  B^^^i'-'^   better  than  the  competition. 


Absolutely,  Positively, 
The  Best  In  The  Business: 


•See  Federal  Express  Service  Guide  for  delivery  commitment  in  your  area.  Claim  based  on  services  offered  by  major  competitors. 


WHERE  TO  FIKD  THE  FORBES  FOREIGH  500 


Company/country 

Rank 

Page 

Hyundai  Motor  Co/Korea 

237 

268 

Imetal/France 

452 

246 

Imperial  Chemical  Industries/UK 

53 

262" 

Inchcape  PIc/UK 

284 

264 

Industrial  Bank  of  Japan/Japan 

54 

252 

Isetan  Co  Ltd/Japan 

474 

258 

ishikawajima-Harima  Heavy  Inds/Japan 

29/ 

254 

Isuzu  Motors  Ltd/Japan 

139 

252 

Ito-Yokado  Co  Ltd/)apan 

104 

252 

C  Itch  &  Co  Ltd/Japan 

1 

250 

Itoham  Foods/Japan 

Itoman  Corp/Japan 

Iwatani  International  Corp/lapan 

Japan  Air  Lines/Japan 

Jardine  Matheson  Holdings/Hong  Kong 

Jujo  Paper  Co  Ltd/lapan 
Jusco  Co  Ltd/Japan 
Kajima  Corp/Japan 
Kanebo  Ltd/lapan 


494 
273 
476 
178 
278 


258 
254 
258 
252 
268 


428 

256 

153 

252 

124 

252 

369 

256 

17 

250 

Kanematsu  Corp/Japan 

17 

250 

Kansai  Electric  Power/lapan 

80 

252 

Kao  Corp/lapan 

359 

256 

Karstadt  Group/Germany 

159 

248 

Kaufhof/Germany 

168 

248 

Kawasaki  Heavy  Industries/lapan 

258 

254 

Kawasaki  Kisen  Kaisha  Ltd/lapan 
Kawasaki  Steel  Corp/lapan 
Kawasho  Corp/Japan 
Kesko  Oy/Finland 
Kingfisher  PIc/UK 

Kirin  Brewery  Co  Ltd/lapan 

KLM  Royal  Dutch  Airlines/Netherlands 

Klockner-Werke  Group/Germany 

Kobe  Steel  Ltd/lapan 

Komatsu  Ltd/Japan 

Konica  Corp/Japan 
Kredietbank  NV/Belgium 
Kubota  Corp/lapan 
Kumagai  Gumi  Co  Ltd/Japan 
Kymmene  Corp/Finland 

Kyocera  Corp/lapan 
Kyowa  Saitama  Bank  Ltd/lapan 
Kyushu  Electric  Power/lapan 
L'Air  Liquide  Group/France 
L'Oreal  Group/France 

John  Labatt  Ltd/Canada 
Ladbroke  Group  PIc/UK 
Lafarge  Coppee/France 
Legal  &  General  Group/UK 
Lex  Service  PIc/UK 


328 
443 
469 
161 
269 


254 
258 
248 
252 
254 


465 

256 

279 

242 

265 

254 

151 

252 

463 

266 

74 
191 
321 
306 


258 
252 
254 
246 
246 


412 

244 

247 

264 

282 

246 

230 

264 

495 

266 

Company/country 

Linde  AG/Germany 

Lloyds  Bank  Group/UK 

Long-Term  Credit  Bank  of  Japan/Japan 

Lonrho  Group/UK 

Lucas  Industries  PIc/UK 

LVMH  Group/France 

Lyonnaise  des  Eaux-Dumez  Group/France 

MAN  Group/Germany 

Mannesmann  Group/Germany 

Marks  &  Spencer/UK 

Marubeni  Corp/lapan 

Marui  Co  Ltd/lapan 

Matra/France 

Matsushita  Electric  Industrial/lapan 

Matsushita  Electric  Works/lapan 

Matsuzakaya  Co  Ltd/lapan 
Mazda  Motor  Corp/lapan 
Metallgesellschaft/Germany 
Michelin  Group/France 
Midland  Group/UK 

Mitsubishi  Bank  Ltd/lapan 
Mitsubishi  Corp/lapan 
Mitsubishi  Electric  Corp/lapan 
Mitsubishi  Heavy  Industries/lapan 
Mitsubishi  Kasei  Corp/Japan 


Rank 

437 

70 

69 

320 

447 

449 
102 
132 
87 
131 

5 
402 
380 

14 
235 

425 
63 
115 
120 
78 

43 

4 

51 

67 

201 


Page 

248 
262 
252 
264 
266 

246 
244 
248 
248 

264 

250 
256 
246 
250 
254 

256 
252 
248 

244 
264 

250 
250 
252 
252 
254 


499 

258 

Mitsubishi  Materials  Corp/lapan 

184 

252 

Mitsubishi  Motors  Corp/lapan 

113 

252 

Mitsubishi  Oil  Co/lapan 

207 

266 

Mitsubishi  Trust  &  Banking/Japan 

298 

264 

Mitsui  &  Co  Ltd/lapan 

307 

254 

61 

252 

308 

254 

130 

252 

2 

250 

Mitsui  Marine  &  Fire  Insurance  Co/Japan 
Mitsui  O.S.K.  Lines  Ltd/Japan 
Mitsui  Real  Estate  Development/lapan 
Mitsui  Taiyo  Kobe  Bank/Japan 
Mitsui  Toatsu  Chemicals/lapan 

Mitsui  Trust  &  Banking/Japan 

Mitsukoshi  Ltd/lapan 

Munchener  Ruckversicherungs/Germany 

Nagasakiya  Co  Ltd/Japan 

Nagase  &  Co  Ltd/Japan 

National  Australia  Bank  Group/Australia 
National  Bank  of  Canada/Canada 
National  Westminster  Bank  Group/UK 
Nationale-Nederlanden/Netherlands 
NCC  Group/Sweden 

NEC  Corp/lapan 
Nestle/Switzerland 
News  Corp  Ltd/Australia 
Nichii  Co  Ltd/lapan 
Nichimen  Corp/lapan 


487 
478 
176 
31 
466 

186 
236 
229 
490 
431 

150 
439 
38 
109 
418 

45 
27 

249 


258 
258 
252 
250 
256 

252 
254 
248 
258 
256 

240 
244 
262 
258 
260 

250 

262 
240 
254 
250 


274 
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'There's  a  distinction 
between  being 
international  and 
being  global, 
and  we've  built  it'.' 


.jrni  iir'-Tiii(<(i|Mii_|ij|^n__^ 


David  OlsenJ&H  Chairman  and  C.E.  O., 
on  the  UNISON  network: 

Atop  insurance  broker  has  to  have  a 
solid  international  presence.  That's  a  given. 

But  it's  not  a  given  that  you  also  have  the 
capability  to  think  and  act  globally 

That's  what  we  were  after  when  we 
created  UNISON  with  our  exclusive 
correspondents,  something  that  would  put 
muscle  into  the  cliche  of  "offices  in  principal 
cities  around  the  world." 

'We  linked  the  individual  international 
network  of  each  UNISON  member  with  our 


own  overseas  offices  to  form  a  single  global 
network  that  is  operating  on  behalf  of 
multinationals  just  about  anywhere  you  can 
think  of  in  this  world. 

That's  one  big  reason  why  you'll  find 
over  two-thirds  of  the  top  100  U.S.  multi- 
nationals and  many  foreign  multinationals 
on  our  client  list. 


JOHNSON 
JSlOIGGINS 

Innovation  Driven  by  Experience 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES:  EMPLOYEE  BENEFIT  CONSULTING  WORLDWIDE. 


WHERE  TO  FIND  THE  FORBES  FOREIGN  500 


Company/country 

Rank 

Page 

Nichirei  Corp/Japan 

453 

256 

NJkko  Securities  Co  Ltd/iapan 

334 

256 

Nintendo  Co  Ltd/Japan 

481 

H^ 

Nippon  Credit  Bank/Japan 

141 

252      = 

Nippon  Express  Co/Japan 

127 

252 

Nippon  Light  Metal/Japan 
Nippon  Meat  Packers/Japan 
Nippon  Mining  Co  Ltd/Japan 
Nippon  Oil  Co  Ltd/Japan 
Nippon  Steel  Corp/Japan 

Nippon  Suisan  Kaisha  Ltd/Japan 
Nippon  Telegraph  &  Telephone/Japan 
Nippon  Yusen  KK/Japan 
Nippondenso  Co  Ltd/lapan 
Nissan  Motor  Co  Ltd/Japan 

Nissan  Shatai  Co  Ltd/Japan 
Nisshin  Steel  Co  Ltd/Japan 
Nissho  Iwai  Corp/Japan 
NKK  Corp/Japan 
Nobel  Industries  Sweden/Sweden 

Oy  Nokia  Ab/Finland 
Nomura  Securities/Japan 
Noranda/Canada 
Nordbanken  Group/Sweden 
Norsk  Hydro/Norway 


410 

256 

361 

256 

233 

254 

88 

252 

59 

252 

462 

16 

324 

137 

18 


256 
250 
254 
252 
250 


480 

258 

492 

258 

7 

250 

142 

252 

381 

260 

287 
187 
200 
213 
149 


266 
252 
242 
260 
266 


Nova  Corp  of  Alberta/Canada 

408 

242 

Obayashi  Corp/Japan 

197 

254 

OCP-Office  Commercial  Pharmaceutique/France 

384 

246 

Oji  Paper  Co  Ltd/lapan 

355 

256 

Oki  Electric  Industry/lapan 

360 

256 

Okura  &  Co  Ltd/Japan 

461 

256 

Olivetti  Group/Italy 

220 

250 

OMV  AG/Austria 

289 

266 

Osaka  Gas  Co  Ltd/Japan 

399 

256 

Oshawa  Group  Ltd/Canada 

414 

244 

Pacific  Dunlop  Ltd/Australia 

Paribas  Group/France 

Pechiney/France 

Peninsular  8<  Oriental  Steam/UK 

Petrobras-PetroleoBrasileiro/Brazil 

Petrofina  SA/Belgium 
Peugeot  Groupe  SA/France 
Philips  Group/Netherlands 
Pilkington  PIc/UK 
Pinautt/France 

Pioneer  Electronic  Corp/iapan 
Pioneer  International/Australia 
Pirelli  Group/Italy 
Poliet  SA/France 
Preussag  Group/Germany 


423 

240 

62 

.244 

91 

244 

172 

264 

280 

268 

101 
37 

35 
344 
281 


242 
244 
258 
254 
246 


Company/country 

Rank 

Page 

Groupe  Printemps/France 

319 

246 

Procordia/Sweden 

■270 

260 

Promodes  Group/France 

128 

244 

Provigo  Inc/Canada 

303 

242 

Prudential  Corp  PIc/UK 

82 

264 

Racal  Electronics/UK 

429 

266 

Reckitt  &  Colman  PIc/UK 

500 

266 

Repola  Ltd/Finland 

277 

266 

Repsol  SA/Spain 

83 

260 

Rhone-Poulenc  Group/France 

89 

244 

Cie  Financiere  Richemont/Switzerland 

367 

262 

Ricoh  Co  Ltd/lapan 

234 

254 

RMC  Group  PIc/UK 

368 

266 

Roche  Group/Switzerland 

239 

252 

Rolls-Royce  Plc/UK 

255 

264 

Royal  Bank  of  Canada/Canada 

107 

242 

Royal  Bank  of  Scotland  Group/UK 

252 

264 

Royal  Dutch/Shell  Group/Netherlands 

5 

258 

Royal  Insurance  Holdings/UK 

145 

264 

Royal  Nedlloyd  Group/Netherlands 

444 

258 

Royal  Trustco  Ltd/Canada 

390 

242 

RTZ  Corp  PIc/UK 

241 

264  ;i 

RWE  Group/Germany 

48 

246     * 

Saab-Scania  Group/Sweden 

342 

260 

Saatchi  &  Saatchi  Co/UK 

226 

264 

M 

SAE-Soc  Auxiliaire  D'Entreprises/France 

340 

246 

J  Sainsbury  PIc/UK 

86 

264 

Saint-Gobain/France 

105 

244 

Sandoz  Group/Switzerland 

175 

262 

Sanwa  Bank  Ltd/Japan 

30 

250 

Sanyo  Electric  Co/Japan 

144 

252 

Sanyo-Kokusaku  Pulp/Japan 

482 

.  258 

Sato  Kogyo  Co  Ltd/Japan 

427 

255 

SCA-Svenska  Cellulosa/Sweden 

326 

260 

Schering  Group/Germany 

445 

248 

Schlumberger  Ltd/Netherlands 

322 

258 

Schneider  SA/France 

163 

244 

Seagram  Co  Ltd/Canada 

335 

242 

Sears  PIc/UK 

419 

266 

Seiyu  Ltd/Japan 

169 

252 

Sekisui  Chemical  Co/lapan 

337 

256 

Sekisui  House  Ltd/lapan 

218 

254 

Sharp  Corp/lapan 

135 

252 

Shimizu  Corp/Japan 

125 

252 

Shinsho  Corp/lapan 

421 

256 

395 

256 

Shiseido  Co  Ltd/Japan 

448 

256 

432 

240 

Showa  Denko  KK/iapan 

387 

256 

209 

250 

Showa  Shell  Sekiyu  KK/Japan 

117 

252 

458 

246 

Siemens  Group/Germany 

22 

246 

84 

248 

Skandinaviska  Enskilda  Banken/Sweden 

180 

260 

276 
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"Importing  Japanese  masks  used  to 
be  a  scary  business  until  I  got 
AM^  International  800  Service." 


Dealing  with  international  customers  and  sup- 
pliers can  be  daunting  if  you  don't  have  the  right 
help.  That's  why  Gary  Grumpier  turned  to  AT&T. 

With  AT&T  International  800  Service,  his 
suppliers  in  the  Far  East  and  customers  in  Europe 
have  an  easy  toll-free  way  to  stay  in  touch. 

And  with  access  to  AT&T  Language  Line®  Ser- 
vices interpreters,  Gary  can  communicate  as  easily  in 


Japanese  or  French  as  he  does  in  English.  All  of 
which  is  translating  into  a  very  profitable  business. 

To  see  how  we  can  help  improve  your  inter- 
national business,  call  1  800  222-0400,  ext.  26l6. 
A  World  of  Help"  from  AT&T. 


ATSiT 


WHERE  TO  FIND  THE  FORBES  FOREIGN  500 


Company/country 

Skanska  AB/Sweden 

SKF  Group/Sweden 

SME-Soc  MerJdJonale  Finanziaria/ltaly 

W  H  Smith  Group  PIc/UK 

SmithKline  Beecham  PIc/UK 

Snow  Brand  Milk  Products/Japan 

Societe  Generate  Group/France 

Solvay  Group/Belgium 

Sony  Corp/Japan 

South  African  Breweries/Soutti  Africa 

Ssangyong  Group/Korea 
Standard  Chartered  Group/UK 
STET-Soc  Finanziaria  Telefonica/Italy 

Stora/Sweden 
Suez  Group/France 

Sulzer  Group/Switzerland 
Sumitomo  Bank  Ltd/Japan 
Sumitomo  Chemical  Co  Ltd/Japan 
Sumitomo  Corp/Japan 
Sumitomo  Electric  Industries/Japan 

Sumitomo  Forestry  Co  Ltd/Japan 
Sumitomo  Heavy  Industries/Japan 
Sumitomo  Metal  Industries/Japan 
Sumitomo  Metal  Mining/Japan 
Sumitomo  Rubber  Industries/Japan 

Sumitomo  Trust  &  Banking/Japan 
Sun  Alliance  Group/UK 
Suzuki  Motor  Corp/Japan 
Svenska  Handelsbanken/Sweden 
Swire  Pacific/Hong  Kong 

Swiss  Bank  Corp/Switzerland 
Swiss  Re  Group/Switzerland 
Swissair  Group/Switzerland 
Tabacalera/Spain 
Taisei  Corp/Japan 

Talyo  Fishery  Co  Ltd/Japan 
Takashimaya  Co  Ltd/Japan 
Takeda  Chemical  Industries/Japan 
Tarmac  PIc/UK 
Tate  &  Lyie  Group/UK 

TDK  Corp/Japan 
Teijin  Ltd/Japan 
Telefonica/Spain 
Tesco  PIc/UK 
Thomson  Corp/Canada 

Thomson  CSF  SA/France 
Thorn  Emi  PIc/UK 
Thyssen  Group/Germany 
TNT  Ltd/Australia 
Toda  Corp/Japan 


Rank 


Page 


266 

260 

358 

260 

383 

250 

471 

266 

205 

264 

246 

254 

56 

244 

216 

242 

47 

250 

309 

268 

199 

268 

351 

264 

76 

248 

136 

260 

23 

244 

377 

262 

24 

250 

225 

254 

3 

250 

212 

254 

451 

256 

485 

258 

106 

252 

403 

256 

435 

256 

126 

252 

224 

264 

181 

252 

189 

260 

411 

268 

108 

262 

167 

262 

436 

262 

293 

260 

116 

252 

217 

254 

227 

254 

345 

256 

259 

264 

291 

264 

430 

256 

389 

256 

196 

260 

118 

264 

317 

242 

245 

244 

248 

264 

57 

246 

470 

240 

407 

256 

Company/country 

Tohoku  Electric  Power/Japan 
Tokai  Bank  Ltd/Japan 
Tokio  Marine  &  Fire  Insurance/Japan 
Tokyo  Electric  Power  Co/Japan 
Tokyo  Gas  Co  Ltd/Japan 

Tokyu  Construction/Japan 
Tokyu  Department  Store/lapan 
Tomen  Corp/Japan 
Tonen  Corp/Japan 
Toppan  Printing  Co/Japan 


Rank 

195 
64 

232 
34 

327 


Page 

254 
252 
254 
250 
254 


409 

256 

493 

258 

12 

250 

304 

254 

243 

254 

Toray  Industries/Japan 

257 

254 

Toronto-Dominion  Bank/Canada 

253 

242 

Toshiba  Corp/Japan 

28 

250 

Toshoku  Ltd/Japan 

313 

254 

Total  Group-Francaise  des  PetroJes/France 

50 

244 

Toyo  Seikan  Kaisha  Ltd/Japan 

Toyo  Trust  &  Banking/lapan 

Toyobo  Co  Ltd/Japan 

Toyoda  Automatic  Loom  Works  Ltd/Japan 


341 
294 
424 
405 


256 
254 
256 
256 


Toyota  Motor  Corp/Japan 

8 

250 

Toyota  Tsusho  Corp/Japan 

99 

252 

Trafalgar  House  PIc/UK 

330 

264 

Trelleborg  Group/Sweden 

394 

260 

Trusthouse  Forte  PIc/UK 

355 

266 

UAP-Union  des  Assurances  de  Paris/France 

68 

244 

Ube  Industries  Ltd/Japan 
Unigate  PIc/UK 
Unilever/Netherlands 
Union  Bank  of  Finland/Finland 


385 

415 

21 

382 


256 
266 
258 
266 


Union  Bank  of  Switzerland/Switzerland 

100 

262 

United  Biscuits  (HoldingsVUK 

391 

266 

UNY  Co  Ltd/Japan 

379 

256 

Valeo/France 

441 

246 

Varity  Corp/Canada 

460 

244 

VEBA  Group/Germany 

26 

246 

VEW-Vereinigte  Elektrizitatswerke/Germany 

VIAG  Group/Germany 

Volkswagen  Group/Germany 

Volvo  Group/Sweden 

Westpac  Banking  Group/Australia 


417 

248 

111 

248 

19 

246 

93 

260 

119 

240 

Whitbread  PIc/UK 

434 

266 

George  Wimpey  PIc/UK 

473 

266 

Winterthur  Group/Switzerland 

145 

262 

Yamaha  Corp/Japan 

456 

256 

Yamaha  Motor  Co  Ltd/Japan 

343 

256 

Yamaichi  Securities  Co/Japan 
Yamazaki  Baking  Co  Ltd/Japan 
Yasuda  Fire  &  Marine  Insurance/Japan 
Yasuda  Trust  &  Banking/Japan 
Zurich  Insurance  Group/Switzerland 


354 

256 

497 

258 

316 

254 

222 

254 

98 

262 

278 
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Are  you  your  own 

top  investment  advisor? 


Two  traditional 
navigating 
instruments: 
F.nglish  liquid 
(.ompass 
and  sextant. 


With  a  strategy  of"  risk  rninirnization  and 
yield  optimization  based  on  diversification, 
for  instance.  With  a  personal  consultant 
who  dynamically  manages  your  portfolio 
according  to  your  strategic  decisions. 

And,  if  that  bank  is  UBS,  it  also  backs 
you  with  the  solidity  and  quality  of  the 
largest  Swiss  bank,  one  of  the  few  in  the 
world  which  has  an  AAA  rating. 


Would  you  feel  comfortable  if  you  had 
to  manage  someone  else's  assets? 

Only  very  few  portfolio  owners  have  the 
in-depth  information  and  the  time  needed 
to  continually  monitor  the  markets,  to 
recognize  and  immediately  respond  to 
trends,  opportunities,  and  risks.  But  a  lead- 
ing bank  with  a  worldwide  presence  has 
that  information  and  takes  that  time. 

It  serves  you  with  advanced  communica- 
tions resources.  With  its  own  research  and 
analysis  experts  in  major  financial  centers. 

UBS.  The  bank  of  experts. 


UBS  Private  Banking  International 

New  York,  Los  Angeles,  San  Francisco,  London,  Luxembourg,  Singapore,  Hong  Kong.  Head  Office  Zurich:  Bahnhofstrasse  45.  Geneva:  Rue  du  Rhone  8. 


THE  100  LARGEST  FOREIGN  INVESTMENTS  IN  THE  U.S 


Their  money  stayed  home 


Americans  can  stop  wording  about  a  foreign  takeover  of 
our  economy.  Overseas  companies  slowed  their  acquisi- 
tion spree,  but  they  didn't  stop  it  altogether.  According  to 
the  U.S.  Department  of  Commerce,  net  capital  inflow 
from  foreigners  into  the  U.S.  was  $86  billion,  down 
sharply  from  the  $215  billion  of  1989  and  the  record  $219 
billion  of  1988. 

Why  the  drop?  For  one  thing,  the  continuing  troubles  of 
the  U.S.  banking  industry  reduced  confidence  in  Ameri- 
can assets.  Interest  rate  differentials  made  U.S.  securities 
less  attractive.  And  last  year's  bearish  stock  market  drove 
down  the  value  of  U.S.  equities  already  held  by  foreigners. 

The  net  figure  for  direct  investment — outright  purchase 
or  investment  in  U.S.  firms — fell  49%,  to  $37  billion. 
When  foreigners  did  open  their  wallets,  they  zeroed  in  on 
big  American  corporations.  According  to  Mergers  & 
Acquisitions  mdi^dizmt ,  foreigners  were  involved  in  14%  of 
the  takeover  deals  that  took  place  in  the  U.S.  in  1990.  A 
total  of  $7  billion  went  to  acquire  businesses  in  the  health 


care  industry;  about  half  of  it  was  spent  by  Rhone- Poulenc 
of  France  in  a  complicated  deal  for  control  of  Rorer  Group, 
now  named  Rhone -Poulenc  Rorer. 

Allianz  of  Germany  jumped  into  the  U.S.  insurance 
business  by  acquiring  Fireman's  Fund  from  Fund  Ameri- 
can. France's  Schneider  S.A.  purchased  Square  D,  and 
Matsushita  Electric  Industrial  bought  U.S.  media  compa- 
ny MCA.  Our  table  shows  the  revenue  for  mc;a  for  the  12 
months  through  September  1990,  the  last  time  MCA 
reported  earnings.  After  a  company  is  acquired  it  can 
become  difficult,  if  not  impossible,  to  obtain  financial 
data — especially  when  the  parent  company  is  private. 

Vendex  International  of  the  Netherlands  disposed  of  its 
35%  holdings  in  Dillard  Department  Stores.  Regie  Na- 
tionale  des  Usines  Renault's  U.S.  operations  are  now  listed 
with  Volvo,  following  last  year's  deal  between  the  two 
companies.  In  the  table  below,  Forbes  shows  total  reve- 
nue, net  income  and  assets  of  the  U.S.  corporation  instead 
of  the  proportional  interest  the  parent  holds  in  it. 


1990 
rank 

Foreign  investor 
Seagram  Co  Ltd* 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
{$mil) 

38,128 
8,935 

1 

Canada 

El  du  Pont  de  Nemours* 
JE  Seagram 

25 
100 

chemicals,  energy 
beverages 

40,047 

3,678 

43,725 

2,310.0 
536.7 

2 

Royal  Dutch/Shell  Group* 

Netherlands/UK 

Shell  Oil 

100 

energy,  chemicals 

24,423 

1,036.0 

28,496 

3 

British  Petroleum  Pic* 

UK 

BP  America 
Standard  Oil 

100 
100 

energy 
energy 

18,620 

NA 

NA     - 

4 

Grand  Metropolitan  Ltd* 

UK 

Burger  King 

Grand  Metropolitan  USA 

Pillsbury 

100 
100 
100 

fast  food 

beverages,  retailing 
food  processing 

6,100 
4,120 
2,600 
12,820 

NA 
NA 
NA 

na' 

NA 
NA 

5 

Tengelmann  Group 

Germany 

Great  A&P  Tea* 

53 

supermarl(ets 

11,391 

151.0 

3,307    " 

6 

Campeau 

Canada 

Federated  Dept  Stores 
Allied  Stores 
Ralphs  Grocery 

100 
100 
100 

retailing 
retailing 
supermarkets 

4,576 
2,562 
2,800 
9,938 

-208.6 
-62.9 
-38.3 

6,126 
3,024 
1,400 

7 

Petroleos  de  Venezuela,  SA 

Venezuela 

Citgo  Petroleum 

100 

refining,  marketing 

9,049 

108.7 

2.881 

8 

Unilever  NV* 
Unilever  Pic* 

Netherlands 
UK 

Unilever  United  States 

100 

food  proc,  pers  prods 

8,680 

3.9 

9,039 

9 

B.A.T  Industries  Pic* 
Imasco  Ltd 

UK 
Canada 

Brown  &  Williamson  Tobacco 
Farmers  Group 
Hardee's  Food  Systems 

100 
100 
100 

tobacco 
insurance 
fast  food 

3,050 
1,297 
4,146 
8,493 

NA 

357.5 

NA 

NA 

4,646 

NA 

10 

Hanson  Pic* 

UK 

Hanson  Industries 
Smith  Corona* 
GR  Foods* 
Cavenham  Forest  Inds 

100 
48 
49 

100 

multicompany 
office  supplies 
restaurant 
timber 

6,453 
471 
289 
276 

7,489 

456.0 

33.5 

-16.8 

NA 

12,027 
222 
202 
NA 

11 

Sony  Corp* 

Japan 

Sony  Music  Entertainment 
Columbia  Pictures 
Sony  Corp  of  America 

100 
100 
100 

music  entertainment 

movies 

consumer  electronics 

7,460 

NA 

NA 

•Publicly  traded  in  the  U.S.  in  shares  or  ADRs 

Note:  Some  foreign  i 

nvestors  on  the  list  own  U.S.  connpanies  indirectly  through  companies 

n  italics.    NA:  Not 

available. 

^jn| 
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1990 
rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
{$mil) 

Net  income 
($mil) 

Assets 
($mil) 

12 

Nestle  SA* 

Switzerland 

Nestle  USA 
Alcon  Laboratories 

100 
100 

food  processing 
pharmaceuticals 

7,225 

NA 

NA 

13 

Philips  NV* 

Netherlands 

North  American  Philips 

100 

electronics 

6,119 

-645.7 

3,377 

14 

Franz  Haniel  &  Cie 

Germany 

Scrivner 
Gateway  Foods 

100 
100 

food  distribution 
food  distribution 

6,000 

NA 

1,400 

15        Pechiney 


16        Bayer  AG* 


17  Hoechst  AG* 

18  Volvo  AB* 


Regie  Nationale 
des  Usines  Renault 


France 


Germany 


Germany 
Sweden 

France 


American  National  Can 

Howmet 

Other  companies 

Miles 

H/lobay 

Agfa 

Other  companies 

Hoechst  Celanese 

Hertz 

Volvo  GM  Heavy  Truck 
VME  Americas 
Mack  Trucks 


100        packaging 
100       gas  turbines 
100       aluminum 


100  health  care 

100  chemicals 

100  photography 

100  chemicals 


chemicals 


26 

car  rental 

76 

automotive 

25 

automotive 

100 

automotive 

22  Toyota  Motor  Corp*  Japan 

Nippondenso  Co  Ltd*  Japan 

23  Rhone-Poulenc  SA*  France 

24  Bridgestone*  Japan 

25  Honda  Motor  Co  Ltd*  Japan 

26  Imperial  Chemical  UK 
Industries  Pic* 

27  Carrefour  France 


Toyota  Motor  Mfg 
New  United  Motor  Mfg 
Nippondenso  America 


Rhone-Poulenc 
Rhone-Poulenc  Rorer* 


automotive 
automotive 
auto  parts 

chemicals 
pharmaceuticals 


Costco  Wholesale* 
Office  Depot* 


20 
22 


28 

Brascan  Ltd* 

Canada 

Noranda 

Canada 

Noranda  US 

Jotin  Labatt  Ltd 

Canada 

Johanna  Dairies 
Other  companies 

retailing 
retailing 


minerals,  forest  prods 
dairy,  juice  products 
packaged  foods,  brewing 


4,506 
973 
459 

5,938 

2,568 

2,224 

957 

154 
5,903 

5,881 

2,666 

999 

360E 

1,608 

5,633 


NA 
NA 


100.3 
91.3 
-«.2 

-34.2 


201.0 

89,0 

NA 

NA 

-222.9 


2,600E 

2,000E 

670 

5.270 

2,300 
2,917 
5,217 


Bridgestone/Firestone 

100 

tire 

5,000 

Honda  of  America  Mfg 

100 

automotive 

5,000E 

ICI  Americas 

lUU 

cnemicais,  drugs,  paint 

5,000 

4,133 

626 

4,759 

2,941 

1,612 

T553 


NA 
NA 
NA 


1.0 

-350.0 
NA 


49.2 

9.7 


NA 
NA 


6,721 


2,217 

1,891 

765 

154 


6,082 

3,852 
NA 
NA 
NA 


19 

ASEA  AB* 
BBC  Brown  Boveri* 
ABB  Asea  Brown  Boveri 

Sweden 

Switzerland 

Switzerland 

ABB 

100 

power  generation 

5,600 

NA 

5,650  ' 

20 

Delhaize  "Le  Lion"  SA 

Belgium 

Food  Lion* 

50 

supermarkets 

5,584 

172.6 

1,559 

21 

BASF  AG* 

Germany 

BASF 

100 

chemicals 

5,381 

64.3 

3,643 

NA 
NA 
NA 

3,300 
4,085 

NA 
NA 


820 
182 


2,221 
NA 


29 

Ahold  NV* 

Netherlands 

First  National  Supermkts 

90 

supermarkets 

1,967 

NA 

NA 

BI-LO 

100 

supermarkets 

1,543 

NA 

1,162 

Giant  Food  Stores 

100 

supermarkets 

903 
4,413 

NA 

NA 

30 

BCE* 

Canada 

Northern  Telecom  Ltd* 

Canada 

Northern  Telecom 

100 

telecommunications 

3,938 

NA 

3,142 

Trans  Canada  Pipeline* 

Canada 

Great  Lakes  Gas  Trans 

50 

gas  transmission 

228 

46.8 

NA 

Northern  Border  Pipeline 

30 

gas  transmission 

171 
4,337 

-39.1 

NA 

'Publicly  traded  m  the  U.S.  in  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  connpanies  indirectly  through  connpanies  in  italics.    E:  Estimate.    NA;  Not  available. 


Forbes  ■  July  22,  1991 


281 


THE  100  LARGEST  FOREIGN  INVESTMENTS  IN  THE  U.S. 


1990 
rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

31 

Fujitsu  Ltd* 

Japan 

Amdahl* 
Fuiitsu  Amerisa 
Fujitsu  Microelectronics 

44 
100 
100 

electronics 
electronics 
electronics 

2,159 

1,640 

480 

4,279 

184.0 

NA 

-89.0 

2,327 
NA 
334 

mt 

32 

Anglo  Amer  of  S  Africa* 

South  Africa 

38 


Minorca* 


Luxembourg 


Engelhard* 
Inspiration  Resources* 


30        metals 

56        agricultural,  mining 


Central  Soya 

Himont 

Other  companies 


food  processing 

chemicals 

pharmaceuticals 


45        RTZ  Pic* 


Rn  Pillar  Ltd 
Rio  Algom  Ltd* 


UK 
Canada 


US  Borax  &  Chemical 
US  Silica 
Kennecott 
IndalUS 
Rio  Algom 


100 


mining,  borax 
sand,  clays 
mining 

building  products 
metals,  mining 


50        Saint-Gobain 


France 


CertainTeed 
Norton 


building  materials 
building  materials 


2,942 
1.320 
4,262 


1,950 

1,611 

300 

3,861 


2,350 

483 

352 

3,185 


70.3 
108.5 


NA 


426.5 

NA 
NA 


.,400E 
.,500E 


NA 
NA 


,320 
805 


33 

Electrolux  AB* 

Sweden 

White  Consolidated 

100 

appliances' 

4,132 

NA 

NA 

34 

Siemens  AG* 

Germany 

Siemens 

100 

electronics 

4,100 

-145.0 

2,000 

35 

Ciba-Geigy  Ltd* 

Switzerland 

CIBA-GEIGY 
Other  companies 

100 
20 

chemicals,  drugs 
precision  instruments 

3,800 

244 

4,044 

NA 
NA 

3,300 
NA 

36 

Petrof  ina  SA* 

Belgium 

Fina* 

85 

energy 

3,978 

125.5 

2,846 

37 

Matsushita  Electric  Industrial* 

Japan 

MCA 

100 

entertainment 

3,881 

209.4 

5,286 

NA 
NA 
NA 


39 

News  Corp  Ltd* 

Australia 

News  America 

100 

media,  publishing 

3,780 

NA 

9,655 

40 

Prudential  Corp  Pic* 

UK 

Jackson  National  Life 

100 

insurance 

3,681 

70.0 

10,602 

41 

SmithKline  Beecham  Pic* 

UK 

SmithKline  Beecham  (US) 

100 

drugs,  consumer  prods 

3,582 

NA 

2,541 

42 

Dalgety  Pic 

UK 

Martin-Brower 

100 

food  distribution 

3,500 

NA 

NA 

43 

Zurich  Insurance  Group 

Switzerland 

Zurich  Insurance  Group  US 

100 

insurance 

3,298 

175.4 

7,462 

44 

Allianz 

Germany 

Fireman's  Fund 

100 

insurance 

3,240 

-32.0 

9,212 

2,692 

297 
223' 


46 

BTR  Pic* 

UK 

BTR  Dunlop 

100 

construction,  controls 

3,008 

NA 

NA 

47 

Compagnies  des  Machines  Bull* 

France 

Bull  HN  Information  Sys 
Zenith  Data  Systems 

85 
100 

information  systems 
information  systems 

2,174 

830 

3,004 

-477.0 
-149.0 

1,911 
724 

48 

Manufacturers  Life 
Insurance 

Canada 

Manufacturers  Life  Ins  US 

100 

insurance 

3,000E 

NA 

NA 

49 

Jefferson  Smurf  it  Group  Pic 
Smurfit  International  BV 

Ireland 
Netherlands 

Jefferson  Smurfit* 
Container  Corp  of  Am 

50 
50 

paper,  packaging 
paper,  packaging 

2,911 

22.0 

2,448 

1,100E 
1,200E 


2,900 

51 

Societe  Nationale  Elf 
Aquitain?* 
Sanofi  SA 

France 
France 

Elf  Aquitaine 
Sanofi 

100 
100 

oil  &  gas,  chemicals 
health,  beauty  products 

2,490 

402 
2,892 

NA 
NA 

4,512 
637 

52 

Alcan  Aluminium  Ltd* 

Canada 

Alcan  Aluminum 

100 

aluminum 

2,876 

83.0 

1,710 

53 

Total  CFP 

France 

Total  Petroleum 
Total  Minatome 

100 
100 

energy 
oil  &  gas 

2,659 

200 

2.859 

23.8 
NA 

1,058 
600 

available. 

•Public 

ly  traded  m  the  U.S.  m  sriares  or 

ADRs 

Note 

:  Some  foreign 

investors  on  the  list  own 

U.S 

compan 

ies  indirectly  through  companies  m 

italics. 

E:  Estimate. 

NA;  Not 
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1990     Foreign  investor 
rank 

54       Henkel  KGaA 


60        Daimler-Benz  AG* 
AEG  AG 


Country 


Germany 


US  investment 


Clorox* 
Henkel 
Loctite* 


%        Industry 
owned 


Germany 
Germany 


Freightliner 

AEG 

Other  companies 


100       automotive 

100        elec  equip,  electronics 

100        elec  equip,  computers 


68        Genera,'  Electric  Pic* 


69        Tate  &  Lyie  Pic* 


UK 


Picker  International 

AB  Dick 

Other  companies 

AE  Staley  Manufacturing 
Pacific  IVIolasses 
Western  Sugar 
Other  companies 


100  medical  equipment 

100  office  equipment 

100  elec  system  &  component 

90  food  distr,  processing 

100  molasses,  animal  feeds 

100  sugar  refining 

100  sugar  processing 


Revenue    Net  income 
($mil)  ($mil) 


28 

household  products 

1,484 

153.6 

100 

chemicals 

835 

NA 

26 

chemicals 

510 

61.4 

,713 


2,563 


2,369 

1,200 

1,145 

T345 


NA 
NA 


NA 

NA 
NA 


Assets 
{$mil) 

1,138 
1,260 


2,829 

55 

Hongkong  &  Shanghai 
Banking  Corp* 

Hong  Kong 

Marine  Midland  Banks 

100 

banking 

2,813 

-295.6 

20,107 

56 

Edmund  J  Safra 
Saban  SA 

Switzerland 
Switzerland 

Republic  NY* 

29 

banking 

2,772 

201.2 

29,597 

57 

Power  Corp  of  Canada 
Great-West  Lifeco 

Canada 
Canada 

Great-West  Life  Assur 

99 

insurance 

2,745 

NA 

10,659 

58 

Thomson  SA 

France 

Thomson  Consumer  Elec 

100 

consumer 

electronics 

2,669 

-60.0 

1,219 

59 

NKK  Corp* 

Japan 

National  Steel 
Infl  Light  Metals 

70 
40 

steel 

aluminum 

titanium 

2,508 

103 

2,611 

18.5 
-20.0 

2,105 
135 

NA 
NA 


61 

Broken  Hill  Proprietary* 

Australia 

Pacific  Resources 

100 

energy 

1,000E 

NA 

NA 

BHP  Petroleum  (Americas) 

100 

energy 

700E 

NA 

NA 

BHP-Utah  Minerals 

100 

mining 

600E 

NA 

NA 

Hamilton  Oil* 

78 

energy 

236 
2,536 

30.9 

957 

62 

Sun  Life  Assurance  Co 

Canada 

Sun  Life  of  Canada  (US) 

100 

insurance 

1,789 

4.5 

5,841 

of  Canada 

Sun  Life's  US  Subs 

100 

insurance 

745 
2,534 

NA 

NA 

63 

Snecma 

France 

CFM  International 

50 

aviation 

2,463 

1.2 

1,211 

64 

Sandoz  Ltd 

Switzerland 

Sandoz  United  States 

100 

chemicals,  drugs 

2,436 

NA 

NA 

65 

Roche  Holding  Ltd 

Switzerland 

Hoffmann-La  Roche 
Genentech* 

100 
61 

drugs,  chemicals 
biotechnology 

1,980 

447 

2,427 

NA 
-98.0 

NA 
1,158 

66 

Bank  of  Tokyo  Ltd* 

Japan 

Union  Bank* 

77 

banking              ' 

1,686 

146.5 

16,313.0 

Bank  of  Tokyo  Trust 

100 

banking 

722 
2,408 

31.4 

8,800 

67 

Dainippon  Ink  &  Chemicals 

Japan 

Sun  Chemical 

100 

printing,  chemicals 

1,100E 

NA 

NA 

Reichhold  Chemicals 

100 

chemicals 

l.OOOE 

NA 

NA 

Polychrome 

100 

printing 

300E 
2,400 

NA 

NA 

NA 
NA 


70 

National  Westminster 
Bank  Pic* 

UK 

National  Westminster 

100 

banking 

2,290 

-372.4 

23,323 

71 

Aegon  NV* 

Netherlands 

Aegon  USA 

100 

insurance 

2,286 

102.1 

10,444 

72 

Nationale-Nederlanden  NV 

Netherlands 

Nationale-Nederlanden  US 

100 

insurance 

2,260 

52.0 

6,584 

73 

Royal  Insurance  Holdings  Pic 

UK 

Royal  USA 

100 

insurance 

2,246 

-46.3 

5,294 

74 

Nissan  Motor  Co  Ltd* 

Japan 

Nissan  Motor  Mfg  USA 

100 

automotive 

2,200E 

NA 

NA 

'Publicly  traded  in  the  U.S.  in  shares  or  ADRs. 

Note:  Some  foreign 

investors  on  the  list  own  U.S.  companies  ind 

irectly  through  companies  in  italics. 

E:  Estimate. 

NA-.  Not 

available. 
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1990 
rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
{$mil) 

Net  income 
($mil) 

Assets 
($mil) 

NA 

75 

Mazda  Motor 

Japan 

Mazda  Motor  Mfg  USA 

100 

automotive 

2,100E 

NA 

76 

McDermott  International* 

Panama 

McDermott 

100 

heavy  equipment 

2,028 

NA 

1,395 

77 

General  Accident  Fire 
&  Life  Pic 

UK 

Gen  Accident  Corp  ot  Am 

100 

insurance 

1,983 

177.4 

4,512 

78 

Glaxo  Holdings  Pic* 

UK 

Glaxo 

100 

ethical  pharmaceutical 

1,957 

NA 

NA 

79 

Thomson  Corp 

Canada 

Thomson  US 

lUO 

publishing 

1,954 

NA 

4,503 

80 

WPP  Group  Pic* 

UK 

Ogiivy  &  Mather 
J  Walter  Thompson 
WPP  Group  USA 
Knowlton 

100 

100 
100 
100 

advertising* 
advertising 
marketing  services 
public  relations 

775 
691 
290 
197 
1,953 

NA 
NA 
NA 
NA 

NA 
NA 
NA 
NA 

81 

Confederation  Life  Insurance 

Canada 

Confederation  Life 

100 

insurance 

1,919 

NA 

4,996 

82 

Bertelsmann  AG 

Germany 

Bertelsmann  USA 

100 

printing,  publishing 

1,911 

NA 

NA 

; 

83 

Crownx 

Canada 

Crown  Life  Insurance  (US) 
United  Health 

94 
100 

insurance 
health  care 

1,500E 

402 

1,902 

NA 
NA 

NA 
NA 

84 

Akzo  NV* 

Netherlands 

Akzo  America 

100 

multicompany 

1,892 

NA 

1,900E 

85 

Maxwell  Communications  Pic* 

UK 

Maxwell  Macmillan 
Official  Airline  Guides 
Macmillan  McGraw-Hill 

100 
100 

ion 

publishing 
publishing 
school  oublishing 

1,841 

91,8 

6,235 

86 

George  Weston  Ltd 
Loblaw  Cos 

Canada 
Canada 

Stroehmann  Bakeries 
Interbake  Foods 
Eddy  Paper 
National  Tea 

100 
100 
100 
100 

oaKerv 
bakerv 

paper  products 
supermarkets 

693 

1,125 
1,818 

NA 
NA 

356 
314 

87 

Otto  Family 

Germany 

Spiegel* 

87 

catalog  retailing 

1,785 

61.5 

1,744 

88 

J  Sainsbury  Pic* 

UK 

Shaw's  Supermarkets 

100 

supermarkets 

1,770 

NA 

NA 

89 

BOC  Group  Pic* 

UK 

BOC  Group 

100 

gases  &  health  care 

1,740 

-120.0 

1,700 

90 

CS  Holding 

Switzerland 

First  Boston 

45 

investment  banking 

1,700E 

NA 

31,042  • 

91 

Sobey  Parties 

Canada 

Hannaford  Brothers* 

26 

food  distribution 

1,688 

42,2 

629 

92 

NV  AMEV 
Groupe  AG 

Netherlands 
Belgium 

AMEV  Holdings 

100 

insurance 

1,685 

63.4 

2,991 

93 

Mitsubishi  Motors 

Japan 

Diamond-Star  Motors 

50 

automotive 

1,678 

NA 

NA    ■; 

94 

Beazer  Pic* 

UK 

Beazer  USA 

100 

const  materials 

1,675 

NA 

4,200E 

95 

Canadian  Pacific  Ltd* 
United  Dominion  Inds* 

Canada 
Canada 

CP  Rail  (US) 
Canadian  Pacific  US 
United  Dominion  Inds  (US) 

100 
100 
100 

railroad 

transportation,  steel 
industrial  machinery 

800E 

868 

1,668 

NA 
NA 

2,300E 
318 
1 

96 

Moore  Corp  Ltd* 

Canada 

Moore  Business  Forms 

100 

business  forms 

1,659 

57.2 

998 

97 

Schneider  SA 

France 

Square  D 

95 

electrical  equipment 

1,653 

120.7 

1,460 

98 

Olympia  &  York  Develop  Ltd 
Abitibi- Price* 
Trizec 

Canada 
Canada 
Canada 

Landmark  Land* 
Abitibi-Price  (US) 
Rouse* 

25 
100 
23 

real  estate 

bidg  products,  newsprnt 

property  dev,  banking 

389 

713 

530 

1,632 

-221.5 

NA 

-1.2 

2,400 

401 

2,615 

99 

United  Biscuits  (Holdings)  Pic 

UK 

Keebler 

100 

food  processing 

1,615 

60,1 

671     ■ 

100 

Ifint  SA 

Luxembourg 

Lear  Seating 
Moog  Automotive 

29 
100 

auto  parts 
auto  parts 

1,100E 
500E 

NA 
NA 

NA 
NA 

"Publicly  traded  in  the  U.S.  m  shares  or  ADRs.  Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics.    E:  Estimate.    NA:  Not  available. 
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"Last  year  my  Chubb  agent  recommended  D&O  insurance. 
We^renot  eirpt^lic  companyf'  I  said,  *why  do  we  need  it?*"i 


m^ 


.'iXVX-  -''A, 


"This  year,  you're  i 
'^  probably  glad  you  have  it." 


'Ah 


iini 


liii^ 


IjUl^i^i 


^i^Ko'make  the  decisions  in  private  companies  are  vulnerable  to  personal  liabilitylaw^- 
^'  ■' suits  as  are  their  counterparts  in  public  corporations.  ■  ',;'■.' 

The  directors  and  officers  of  private  companies  also  face  the  threat  of  litigation  brought  by 
government  agencies,  competitors,  contractors,  vendors,  employees  or  customers.  Fortunately,  Chubb's 
Executive  Protection  Department  knows  how  to  tailor  D&O  coverage  to  protect  the         ' 
leaders  of  private  companies  from  the  risks  that  go  with  the  responsibilities. 

If  you  run  a  private  company,  look  into  our  D&O  coverage.  Talk  to  your  agent 
or  broker,  or  calll -800- 36  CHUBB.  OMUBB 

For  pn^iwcional  purposes,  Chubb  refers  to  member  insurers  of  the  Chubb  Group  of  Insurance  Companies  who  issue  coverage. 

Chubb  is  proud  to  participate  in  "American  Playhouse."  Watch  for  it  on  PBS.  .  .      /    '  '  ;, 


THE  100  LARGEST  U.S.  MULTINATIONALS 


U.S.  corporations 
with  the  biggest 
foreign  revenues 


For  the  100  largest  U.S. -based  multinationals  listed 
below,  aggregate  U.S.  sales  increased  only  4.5%  in  1990 — 
that's  actually  a  decline  of  1 .6%  after  adjusting  for  infla- 
tion. However,  the  foreign  operations  of  these  same  100 
companies  registered  a  15%  jump  in  revenues,  to  $640 
billion.  Foreign  sales  are  now  about  40%  of  the  total 
revenues  of  these  giants.  More  than  ever  before,  for  a  U.S. 
corporation  to  grow,  it  must  have  a  global  perspective. 

Foreign  revenue  gains  are  unlikely  to  look  as  impressive 
this  year  as  last,  however.  Sales  in  foreign  countries  are 
translated  back  into  U.S.  dollars  when  booked  on  the 
parent's  consolidated  statement.  The  dollar  was  weak  in 
1990,  meaning  foreign  sales  were  translated  into  more 
dollars.  But  this  year  the  dollar  has  been  rising  against  most 
Western  European  currencies  and  the  Japanese  yen.  If  this 
trend  persists,  the  1991  revenues  of  U.S. -based  multina- 
tionals will  be  penalized  by  currency  conversion. 

Perhaps  offsetting  this  disadvantage,  optimistic  econo- 
mists at  the  Organization  for  Economic  Cooperation  & 
Development  forecast  a  3.1%  growth  rate  for  the  U.S.  in 
1992,  compared  with  a  2.9%  rate  for  all  the  OECD  coun- 
tries, including  the  U.S.  Mitchell  J.  Held,  chief  financial 


economist  at  Smith  Barney,  thinks  U.S.  companies  have  a 
growing  edge  in  exporting  to  international  markets.  Held 
thinks  that  through  a  combination  of  smaller  wage  gains 
and  greater  productivity  growth,  unit  labor  cost  growth  in 
the  U.S.  is  going  to  be  among  the  lowest  in  the  world.  So 
for  those  multinationals  that  can  shift  production  to  the 
U.S.,  the  year  ahead  looks  rather  promising. 

Last  year  impressive  foreign  revenue  gains  were  regis- 
tered by  personal  computer  makers  Apple  and  Compaq. 
Given  the  increased  competition  in  the  U.S.  computer 
market,  this  growth  in  foreign  demand  couldn't  have 
come  at  a  better  time  for  these  two  companies. 

When  calculating  foreign  sales,  U.S.  exports  and  inter- 
geographic  sales  between  affiliates  are  not  considered. 

To  rank  as  one  of  the  100  largest  U.S.  multinationals,  a 
corporation  had  to  generate  foreign  revenues  in  excess  of 
$1.8  billion  in  1990,  up  from  $1.35  billion  in  1989. 
Exchange  rates  account  for  some  of  this  increase,  but  the 
minimum  was  also  raised  by  heavyweight  multinationals 
that  joined  this  list.  RJR  Nabisco  and  Safeway  recently 
expanded  their  equity  bases,  and  Rhone-Poulenc  Rorer 
and  Federal  Express  grew  by  merger  or  acquisition. 


1990 

Company 

Mpf  nrof  if— 

Rank 

foreign 

total 

foreign 

foreign 

total 

foreign 

foreign 

total 

foreign 

($mil) 

{$mil) 

as% 
of  total 

($mil) 

($mil) 

as% 
of  total 

($mil) 

($mil) 

as% 
of  total 

1 

Exxon 

79,015 

105,519 

74.9 

4,184 

5,010 

83.5 

51,586 

87,707 

58.8 

2 

IBM 

41,886 

69,018 

60.7 

4,548 

6,020 

75.5 

45,692 

87,568 

52.2 

3 

General  Motors 

37,738 

124,705 

30.3 

2,585 

-1,986 

P-D 

52,621 

179,976 

29.2 

4 

Ford  Motor 

35,879 

97,650 

36.7 

232 

860 

27.0 

55,161 

173,611 

31.8 

5 

Mobil 

32,5152 

58,770^ 

55,3 

2,1323 

2,5473 

83.7 

22,296 

41,665 

53.5 

6 

Citicorp 

21,072 

38,385 

54.9 

178 

318 

56.0 

99,007'' 

231,788^ 

42.7 

7 

Texaco 

17,520 

40,899 

42.8 

9363 

1,9933 

47.0 

7,818 

25,975 

30.1 

8 

El  du  Pont  de  Nemours 

17,4135 

40,0475 

43.5 

948 

2,310 

41.0 

11,878 

38,128 

31.2 

9 

ITTfi 

11,628 

25,734 

45.2 

540' 

900' 

60.0 

12,762 

52,588 

24,3 

10 

Philip  Morris  Cos 

10,468 

44,323 

23.6 

960 

3,540 

27.1 

12,510 

46,569 

26.9 

'From  continuint;  opt'i-i-.  is.  ''Includes  other  income.  'Net  income  before  corporate  expense.  ''Average  assets.  ^Includes  excise  taxes.  ^Includes  proportionate  Interest 
in  unconsolidated  subsldisnes  or  affiliates.  'Net  income  before  minority  interest.  'Excludes  Canadian  operations.  'Pretax  income.  '"Operating  profit.  D-P:  Deficit  over  profit. 
P-D:  Profit  over  deficit.    NA;  Net  available. 
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1990 

Company 

Or\tir^w%t  in 

Mot  nrnf  iti 

— Assets — 

ncVcnUc 

— Ilcl  pfUlll  — 

Rank 

foreign 

total 

foreign 

foreign 

total 

foreign 

foreign 

total 

foreign 

($mil) 

($mil) 

as% 

($mil) 

($mil) 

as% 

($mil) 

($mil) 

as% 

11 

Dow  Chemical 

10,279 

19,773 

of  total 

of  total 

of  total 

52.0 

543' 

1,585' 

34.3 

10,879 

23,953 

454 

12 

Procter  &  Gamble 

9,618 

24,081 

39,9 

467 

1,602 

29.2 

6,516 

18,487 

35.2 

13 

Chevron 

8,592 

38,607 

22.3 

1,311 

2,157 

60.8 

8,406 

35,089 

24.0 

14 

General  Electric 

8,2722 

58,4142 

14.2 

490 

4,303 

11.4 

16,461 

153,884 

10.7 

15 

Eastman  Kodak 

8,245 

18,908 

43.6 

605 

703 

86.1 

7,107 

24,125 

29.5 

16 

Amoco 

8,2272 

29,20F 

28.2 

975 

1,913 

51.0 

10,570 

32,209 

32.8 

17 

Xeroxs 

8,105 

19,188 

42.2 

531' 

792' 

67.0 

8,659 

32,177 

25.9 

18 

United  Technologies 

7,8402 

21,7832 

36.0 

434' 

812' 

53.4 

4,379 

15,918 

27.5 

19 

Hewlett-Packard 

7,208 

13,233 

54.5 

361 

739 

48.8 

5,088 

11,395 

44.7 

20 

Digital  Equipment 

7,119 

12,943 

55.0 

374 

74 

505.4 

5,085 

11,655 

43.6 

21 

American  IntI  Group 

6,3188 

15,702 

40.2 

6008 

1,442 

41.6 

22,0958 

58,143 

38.0 

22 

Coca-Cola 

6,261 

10,236 

61.2 

997 

1,382 

72.1 

3,708 

9,278 

40.0 

23 

Minn  Mining  &Mfg 

6,219 

13,021 

47.8 

486' 

1,337' 

35.4 

4,705 

11,079 

42.5 

24 

Motorola 

5,896 

10,885 

54.2 

2859 

6669 

42.8 

3,084 

8,742 

35.3 

25 

Johnson  &  Johnson 

5,805 

11,232 

51.7 

573 

1,143 

50.1 

4,359 

9,505 

45.9 

26 

American  Express 

5,348 

24,332 

22.0 

264 

338 

78.1 

25,351 

137,582 

19.1 

27 

Chase  Manhattan 

5,291 

13,672 

38.7 

131 

-334 

P-D 

25,933 

98,054 

26.4 

28 

Unisys 

5,240 

10,111 

51.8 

-181 

-437 

41.4 

3,500 

10,289 

34.0 

29 

Goodyear  Tire  &  Rubber 

4,813 

11,273 

42.7 

8 

-38 

P-D 

3,435 

8,954 

38.3 

30 

JP  Morgan  &  Co 

4,752 

10,465 

45.4 

462 

775 

59.6 

40,410 

93,103 

43.4 

31 

Tenneco 

4,526 

14,511 

31.2 

129 

561 

23.0 

5,604 

19,034 

29.4 

32 

Bankers  Trust  New  York 

4,448 

7,919 

56.2 

518 

655 

77.9 

40,287 

53,595 

53.3 

33 

Bristol-Myers  Squibb 

4,421 

10,300 

42,9 

481 

1,748 

27.5 

2,522 

9,215 

27.4 

34 

Aluminum  Co  of  America 

4,327 

10,710 

40,4 

807' 

553' 

123.6 

5,133 

11,413 

45.0 

35 

American  Brands 

4,296 

8,270 

51.9 

444 

596 

74.5 

3,797 

13,835 

27.4 

36 

Woolworth 

4,267 

9,789 

43.6 

135 

317 

42.6_ 

1,974 

4,305 

45.9 

37 

Sears,  Roebuck 

4,221 

55,972 

7.5 

48' 

894' 

5.4' 

3,299 

95,253 

3.4 

38 

Atlantic  Richfield 

3,928 

18,008 

21.8 

244' 

1,744' 

14.0 

4,898 

23,864 

20.5 

39 

NCR 

3,892 

6,285 

51.9 

352 

369 

95.4 

2,025 

4,547 

44.5 

40 

Colgate-Palmolive 

3,792 

5,691 

66.6 

180 

321 

56.1 

2,232 

4,158 

53.7 

41 

PepsiCo 

3,756 

17,803 

21.1 

613 

1,091 

56.2 

3,825 

17,143 

22.3 

42 

Chrysler 

3,733 

30,620 

12.2 

152 

68 

223.5 

5,553 

46,374 

12.2 

43 

Safeway 

3,701 

14,874 

24.9 

44 

87 

50.6 

1,043 

4,739 

22.0 

44 

Merck 

3,632 

7,672 

47,3 

459 

1,781 

25.8 

2,548 

8,030 

31.7 

45 

Kmart« 

3,595 

35,387 

10.2 

NA 

756 

NA 

1,285 

14,321 

9.0 

46 

Salomon 

3,562 

8,946 

39.8 

412 

303 

136.0 

35,545 

109,877 

33.3 

47 

CPC  International 

3,459 

5,781 

59.8 

211' 

383' 

55.1 

2,947 

4,490 

55.6 

48 

Whirlpool^ 

3,438 

7,270 

47.3 

-598 

77' 

D-P 

2,0968 

5,774 

36.3 

49 

Sara  Lee 

3,324 

11,606 

28.5 

246 

470 

52.3 

3,175 

7,636 

41.6 

50 

Monsanto 

3,310 

8,995 

36.8 

199 

546 

35.4 

2,995 

9,236 

32.4 

51 

Caterpillar 

3,083 

11,436 

27.0 

2210 

646'° 

3.4 

2,239 

11,951 

18.7 

52 

Manufacturers  Hanover 

3,079 

7,695 

40.0 

32 

139 

23.0 

22,921 

61,530 

37.3 

53 

GTE 

3,044 

18,374 

16.6 

244 

1,541 

15.8 

4,878 

33,769 

14.4 

54 

International  Paper 

3,044 

12,950 

23.5 

152^ 

9469 

16.1 

3,225 

13,669 

23.6 

55 

UAL 

3,010 

11,037 

27.3 

NA 

94 

NA 

NA 

7,994 

NA 

'From  continuing  operations,  ^Includes  other  income.  'Net  income  before  corporate  expense.  'Average  assets.  ^Includes  excise  taxes.  'Includes  proportionate  interest 
in  unconsolidated  subsidiaries  or  affiliates.  'Net  mcome  before  minority  interest.  'Excludes  Canadian  operations.  'Pretax  income.  '"Operating  profit.  D-P;  Deficit  over  profit. 
P-D:  Profit  over  deficit.    NA:  Not  available. 
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100  LARGEST  U.S.  MULTINATIONALS 


1990 

Company 

Ppi/pniip 

Mat  nrnf  it1 

— Assets — 

— ncvci  luc — 

I'ICI  piuiii  — 

Rank 

foreign 

total 

foreign 

foreign 

total 

foreign 

foreign 

total 

foreign 

($mil) 

($mil) 

as% 
of  tdtal 

($mil) 

($mil) 

as% 
of  total 

($mil) 

($mil) 

as% 
of  total 

23.7 

56 

Allied-Signal 

2,948 

12,343 

23,9 

63 

462 

13.6 

2,481 

10456 

57 

Pfizer 

2,933 

6,406 

45.8 

468' 

805' 

58.1 

3,162 

9,052 

34.9 

58 

Pan  Am 

2,921 

3,917 

74.6 

-279^ 

-6629 

42.1 

NA 

2,073 

NA 

59 

Gillette 

2,911 

4,345 

67.0 

227 

368 

61.7 

2,380 

3,671 

64.8 

60 

BankAmerica 

2,894 

12,323 

23.5 

-113 

877 

D-P 

22,377 

110,728 

20.2 

61 

Union  Carbide 

2,775 

7,621 

36.4 

93 

308 

30.2 

3,215 

8,733 

36.8 

62 

McDonald's 

2,769 

6,640 

41.7 

300 

802 

374 

4,608 

10,668 

43.2 

63 

Sun  Company 

2,705 

11,812 

22.9 

87 

199 

43.7 

3,156 

9,000 

35.1 

64 

TRW 

2,552 

8,169 

31.2 

83 

208 

39.9 

1,720 

5,555 

31,0 

65 

Cigna 

2,518 

18,164 

13.9 

-178 

318 

D-P 

6,941 

63,691 

10.9 

66 

WR  Grace 

2,494 

6,754 

36.9 

169' 

214' 

79.0 

2,121 

6,227 

34.1 

67 

Bank  of  Boston 

2,454 

5,598 

43.8 

92 

-438 

P-D 

6,141" 

36,491" 

16.8 

68 

Rockwell  International 

2,413 

12,379 

19.5 

101 

624 

16.2 

2,167 

9,738 

22.3 

69 

Phillips  Petroleum 

2,408 

13,603 

17.7 

396 

541 

73.2 

2,406 

12,130 

19.8 

70 

Apple  Computer 

2,317 

5,558 

41.7 

52F 

7799 

66.9 

945 

2,976 

31.8 

71 

Kimberly-Clark« 

2,311 

6,919 

33.4 

116' 

442' 

26.2 

2,169 

5,444 

39.8 

72 

HJ  Heinz 

2,306 

6,086 

37.9 

186 

504 

36.9 

1,883 

4487 

42.0 

73 

Emerson  Electric 

2,265 

7,573 

29.9 

164 

613 

26.8 

2,487 

6,376 

39.0 

74 

Rhone-Poulenc  Rorer 

2,249 

2,917 

77.1 

64' 

V 

914.3 

2,961 

4,085 

72.5 

75 

Abbott  Laboratories 

2,245 

6,159 

36.5 

165 

966 

17.1 

1,647 

5,563 

29.6 

76 

Warner-Lambert 

2,242 

4,687 

47.8 

197 

485 

40.6 

1,345 

3,261 

41.2 

77 

Federal  Express 

2,230 

7,015 

31.8 

-194'o 

41410 

0-P 

1,877 

5,675 

33.1 

78 

Great  A&P  Tea 

2,195 

11,391 

19.3 

32 

151 

21,2 

789 

3,307 

23.9 

79 

Texas  Instruments 

2,180 

6,567 

33.2 

-923 

-W 

117,9 

2,077 

5,048 

41.1 

80 

American  Home  Products 

2,168 

6,775 

32.0 

155 

1,231 

12.6 

1,401 

5,637 

24.9 

81 

Borden 

2,165 

7,633 

28.4 

89 

364 

24.5 

1,801 

5,284 

34.1    ' 

82 

Kellogg 

2,138 

5,181 

41.3 

177 

503 

35.2 

1,805 

3,749 

48.1 

83 

Halliburton 

2,1112 

6,9262 

30.5 

42' 

200' 

21.0 

1,340 

4,544 

-29.5 

84 

PPG  Industries 

2,063 

6,021 

34.3 

126' 

487' 

25.9 

2,044 

6,108 

33.5 

85 

Dresser  Industries 

2,048 

4,480 

45.7 

59' 

185' 

31.9 

1,095 

3,309 

33.1 

86 

Black  &  Decker 

2,046 

4,832 

42.3 

66 

51 

1294 

3,332 

5,890 

56.6 

87 

Ralston  Purina 

2,018 

7,101 

28.4 

85 

396 

21.5 

1,200 

4,395 

27.3 

88 

American  Family 

2,007 

2,678 

74.9 

97 

117 

82.9 

6,809 

8,035 

84.7 

89 

Honeywell 

2,007 

6,309 

31.8 

164 

372 

44.1 

1,442 

4,746 

30.4 

90 

Deere  &  Co 

2,002 

7,762 

25.8 

47 

411 

114 

2,005 

10,660 

18.8       • 

91 

Scott  Paper« 

1,984 

5,821 

34.1 

59 

148 

39.9 

2,420 

7,085 

34.2 

92 

Security  Pacific 

1,969 

10,327 

19.1 

-333 

161 

D-P 

14,078 

84,731 

16.6 

93 

Compaq  Computer 

1,941 

3,599 

53.9 

234 

455 

514 

792 

2,718 

29.1 

94 

RJR  Nabisco 

1,940 

13,879 

14.0 

2249 

-4029 

P-D 

2,775 

32,915 

8.4 

95 

Avon  Products 

1,932 

3,454 

55.9 

109' 

202' 

54.0 

822 

2,059 

39.S 

96 

Time  Warner 

1,889 

11,517 

16.4 

-34 

-227 

15.0 

2,776 

25,337 

11.0 

97 

Eli  Lilly 

1,876 

5,192 

36.1 

386 

1,127 

34.3 

2,126 

7,143 

29.8 

98 

Baxter  International 

1,855 

8,100 

22.9 

92 

40 

230.0 

1,684 

8,517 

19.8 

99 

Dana 

1,8376 

5,603^ 

32,8 

77^ 

766 

101.3 

1,038 

4,513 

23.0 

100 

American  Cyanamid 

1,808 

4,570 

39.6 

138 

98 

140.8 

1,383 

5,092 

27.2 

'From  continuing  operations.  ^Includes  other  income.  ^Net  income  before  corporate  expense,  "Average  assets.  'Includes  excise  taxes.  ^Includes  proportionate  interest 
in  unconsolidated  subsidiaries  or  affiliates.  'Net  income  before  minority  interest.  'Excludes  Canadian  operations.  ^Pretax  income,  '"Operating  profit,  D-P:  Deficit  over  profit. 
P-D;  Profit  over  deficit.    NA:  Not  available. 
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/ 1991  DHL  Airways,  Inc 


■A  I 


REDUCE  THE  FEDERVL 
DEnCIT  OVERNIGHT. 


rrom  New  York  to  Europe  alone,  there  are  39  places 
we  ship  overnight.  And  Federal  Express  takes  days. 

In  fact,  we' re  faster  than  Federalto  127  countries. 
And  we  go  to  more  countries  around  the  world  than 
Federal  Express  or  UPS.  Almost  190,  at  last  count. 

Seems  some  deficits  are  easier  to  reduce  than 
others.  For  immediate  pickup,  dial  1-800-CALL-DHL 


FROM 

TO 

DHL 

FEDERAL 

NEW  YORK 

ROME.  ITALY 

2 

CHICAGO 

LONDON,  ENGLAND 

2 

NEW  YORK 

GENEVA,  SWITZERLAND 

2 

MIAMI 

RIO  DE  JANEIRO,  BRAZIL 

2 

NEW  YORK 

MILAN,  ITALY 

2 

NEW  YORK 

BRUSSELS,  BELGIUM 

2    ', 

LOS  ANGELES 

TOKYO,  JAPAN 

2 

LOS  ANGELES 

SYDNEY  AUSTRALIA 

3 

MIAMI 

SANTIAGO,  CHILE 

2 

A  partial  listing  of  the  187  countries  we  serve.  Transit  times  in  24-hourperiocis. 
Subject  to  change  without  notice.  /  ■  ■' 


wonLOWioE  fxpness ' 


MS7B?  TO  MORE  OF  THE  WORLD 


lUU  U.b.-IKHUfcU  rUKtIUN  blUUKb 


Foreign  investing 
made  a  little 


easier 


These  days  American  investors  can  buy  stock  in  a  big 
foreign  corporation  such  as  Toyota  Motor  just  as  easily  as 
they  can  purchase  shares  of  a  U.S.  company  such  as 
Chrysler.  The  vehicle  for  such  transactions  is  the  American 
Depositary  Receipt  (ADR),  which  is  a  security  that  trades  on 
U.S.  exchanges,  is  priced  in  U.S.  dollars  and  pays  divi- 
dends, if  any,  in  U.S.  currency. 

Liquidity?  "If  you  are  an  investor  concerned  with  the 
marketabilit}'  of  non-U. S.  securities,  consider  the  tact  that 
in  1990  the  listed  ADR  trading  volume  was  3.8  billion 
shares,  an  alltime  high,"  says  John  A.  Germinario,  ADR 
sales  manager  for  Citibank. 

U.S.  investors  can  now  choose  among  adrs  for  880 
foreign  companies  in  38  different  countries.  Appro.ximate- 
ly  200  of  these  are  highl)'  liquid  issues — such  as  British 
Telecommunications,  Glaxo  Holdings  and  News  Corp. 
Ltd. — and  trade  on  the  New  York,  American  or  Nasdaq 
markets.  Last  year  $78  billion  worth  of  these  popular 
stocks  were  traded  here. 

Nearly  700  other  adrs  trade  over-the-counter.  Some 
big  foreign  companies  trade  here — Heineken  N.V.,  Nin- 
tendo and  Volkswagen  Group,  for  instance.  Some  firms 


prefer  this  arrangement  because  reporting  and  filing  re- 
quirements are  less  stringent.  Citibank's  John  Germinario 
estimates  this  second  group  of  adrs  have  a  trading  volume 
almost  as  large  as  the  exchange -traded  issues. 

The  U.K.  has  the  most  adrs  in  the  U.S.,  198,  followed 
by  Australia  anti  Japan.  But  as  countries  develop,  their 
companies'  securities,  too,  are  becoming  more  evident 
here.  Since  1990,  for  example,  a  handful  of  adrs  from 
Greece,  Turkey  and  Korea  have  become  available  to  U.S. 
investors. 

There  are  two  types  of  adrs:  sponsored  and  unspon- 
sored.  Sponsored  adrs  have  only  one  U.S.  depositary  bank 
(such  as  Citibank  or  Morgan  Guaranty),  which  is  appoint- 
ed by  the  issuer.  An  unsponsored  program  may  have  more 
than  one  depositary  bank,  and  there  is  no  agreement 
between  the  banks  and  the  foreign  corporation  clearly 
delineating  rights  and  responsibilities.  Hence  there  is 
somewhat  more  risk  involved  in  unsponsored  issues.  Only 
companies  with  sponsored  adrs  can  raise  equity  capital  in 
the  U.S.  Most  sponsored  and  listed  issues  have  the  same 
reporting  requirements  as  U.S.  firms.  There  are  now  386 
sponsored  adrs,  up  from  60  in  1985. 


Exch     Company/business 


q  •Aegon  Insurance  Group/insurance 

q  •Akzo/chemicals 

a         B.  A.  T  Industries/bev  &  tobacco 

n  •Barclays  PIc/banking 

0         BASF  Group/chemicals 

n  'Bass  PIc/bev  &  tobacco 

0         Bayer  Group  Worldwide/chemicals 

n  •Benetton/textile,  apparel 

n  tBET  Plc/multi-indiistrv 

0         Bridgestone  Corp/inoustnal  comp 


Country 


Netlierlands 
Netherlands 


Germany 

UK 

Germany 

Italy 

UK 

Japan 


ADR 

EPS 

1990 

Price/ 

Yield 

Ordinary 

price 

1990 

1991E 

P/E 

cash  flow 

(%) 

shares 

($US) 

($) 

($) 

per  ADR 

62 

9.76 

8.03 

6.3 

NA 

5.9 

1.00 

29 

4.10 

3,80 

7.1 

3.3 

5.7 

0.50 

12 

0.43 

0.88 

28.0 

21.1 

6.0 

1.00 

30 

1.76 

2.04 

17.1 

NA 

6.4 

4.00 

30 

2.97 

2.65 

10.1 

3.6 

7.8 

0.20 

17 

2.54 

1.56 

6.6 

6.0 

4.5 

1.00 

169 

18.57 

16.94 

9.1 

4.2 

6.9 

1.00 

15 

1.18 

1.35 

12.4 

10.6 

2.7 

2.00 

12 

1.33E 

1.15 

9.1 

3.5 

9.9 

4.00 

77 

0.40 

0.68 

NM 

9.3 

1.4 

10.00 

Prices  as  of  May  .3 1 .  ADR  prices  tiave  been  rounded  to  nearest  dollar.  Because  of  conversion  from  ordinary  shares  to  ADRs  some  of  the  ratios  above  may  differ  si  ightly 
from  their  counterparts  listed  elsewhere  in  this  issue,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange,  o:  Over-the-counter,  q:  Nasdaq. 
•Sponsored  American  Depositary  Receipt.  E:  Estimate.  NA:  Not  available.  NM;  Not  meaningful.  Sources:  Morgan  Stanley  Capital  International  Perspective; 
FoKBis  Earnings  estimates  provided  by  ttie  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES). 
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Exch 

Company/business 

Country 

ADR 

EPS 

1990 

Price/ 

Yield 

Ordinary 

price 

1990 

1991E 

P/E 

cash  flow 

(%) 

shares 

i 

($US) 

($) 

{$) 

per  ADR 

<         0 

Brierleylnvestments/muiti-industty 

New  Zealand 

1 

0.24 

0.19 

5.7 

5.3 

9.2 

2.00 

:     n 

•British  Airways/airlines 

UK 

29 

3.51 

1.70 

8.3 

3.2 

6.9 

10.00 

n 

•British  Gas  PIc/utilities 

UK 

43 

5.91 

5.26 

7.3 

9.4 

6.6 

10.00 

n 

•British  Petroleum  Co/energy 

UK 

68 

6.71 

3.87 

10.1 

5.3 

6.5 

12.00 

n 

•British  Steel  PIc/metals-steel 

UK 

22 

1.78E 

1.02 

12.1 

3.7 

8.9 

10.00 

n  •British  Telecommunications/telecomm  UK 

n  •Broken  Hill  Proprietary/energy  Australia 

0  •BSN-Groupe/food,  household  France 

n  •Cable  &  Wireless/telecomm  UK 

q  •Cadbury  Schweppes/food,  household  UK 


65 

5.36 

6.11 

12.1 

6.0 

4.9 

10.00 

38 

2.28 

2.74 

16.6 

7.6 

3.3 

4.00 

31 

2.04 

2.04 

15.0 

9.0 

2.2 

0.20 

26 

1.54 

1.83 

16.9 

10.4 

2.8 

3.00 

61 

4.52 

4.58 

13.5 

9.1 

4.3 

10.00 

q 

•Canon/leisure  goods 

Japan 

55 

2.84 

3.09 

19.2 

8.1 

0.8 

5.00 

q 

•Carlton  Communications/services 

UK 

15 

1.46 

1.19 

10.6 

7.2 

4.1 

2.00 

0 

Casio  Computer/leisure  goods 

Japan 

99 

1.97 

2.66 

50.2 

12.9 

0.9 

10.00 

0 

Cathay  Pacific  Airways/airlines 

Hong  Kong 

5 

0.67 

0.64 

8.2 

5.6 

4.9 

5.00 

0 

Cheung  Kong/real  estate 

Hong  Kong 

2 

0.19 

0.27 

11.9 

11.5 

2.8 

1.00 

0  China  Light  8i  Power/utilities 

n  "Coles  Myer  Ltd/retailing 

0  •Continental  Group/industrial  comp 
0  Daimler-Benz  Group/automobiles 
0         Deutsche  Bank  Group/banking 

q  •Electrolux  Group/appliances 

n  •Elf  Aquitaine  Group/energy 

q  •LM  Ericsson/elec  &  electron 

0  •Esselte  AB/services 

n  •Fiat  Group/automobiles 

q  •Fisons/personal  care 

0  •Fletcher  Challenge/forest  products 
0         Fuji  Heavy  Industries/automobiles 
q         Fuji  Photo  Film/leisure  goods 
0         Fujitsu  Ltd/data  processing 

q  •Gambro  AB/personal  care 

n  •Glaxo  Holdings  PIc/personal  care 

0  •Grand  Metropolitan/multi-industiy 

0  •Hafslund  Nycomed/personal  care 

n  •Hanson  PIc/multi-industry 


Hong  Kong 

3 

0.18 

0.21 

15.0 

10.8 

3.8 

1.00 

Australia 

25 

1.59 

1.53 

15.6 

9.7 

3.4 

3.00 

Germany 

22 

1.37 

0.83 

15.8 

3.5 

3.3 

0.20 

Germany 

437 

29.65 

28.24 

14.7 

5.2 

2.5 

1.00 

Germany 

390 

35.03E 

35.82 

11.1 

NA 

3.2 

1.00 

Sweden 
France 
Sweden 
Sweden 
Italy 


Sweden 
UK 
UK 
Norway 


42 
126 
31 
26 
23 


1.89 
15.90 
2.78 
2.20 
2.78 


2.03 
13.53 
2.40 
1.15 
1.32 


22.1 
7.9 
11.3 
11.9 
8.3 


34 
40 
26 
32 
19 


1.47 
1.73 
2.17 
2.27 
1.72 


1.86 
1.94 
2.21 
2.31 
1.70 


23.1 
23.0 
12.1 
14.1 
10.9 


4.0 
3.8 
8.6 
7.3 
3.2 


14.6 
18.7 
9.4 
10.9 
8.9 


4.8 
4.2 
1.8 
3.2 
6.2 


1.4 
2.7 
3.7 
0.8 
5.5 


1.00 
2.00 
1.00 
1.00 
5.00 


UK 

33 

1.86 

2.04 

17.8 

15.2 

2.1 

4.00 

New  Zealand 

22 

3.78 

2.62 

5.9 

3.9 

7.0 

10,00 

Japan 

37 

-10.51 

-4.70 

NM 

NM 

0.4 

10.00 

Japan 

49 

2.64 

3.00 

,  18.6 

10.4 

0.4 

2.00 

Japan 

41 

1.62 

1.93 

25.3 

7.4 

0.8 

5.00 

0 

•Havas/seivices 

France 

21 

1.32 

1.22 

15.9 

12.7 

2.1 

0.25 

0 

Heineken  NV/bev  &  tobacco 

Netherlands 

82 

6.26 

6.44 

13.1 

5.7 

2.2 

1.00 

n 

•Hitachi  Ltd/elec  &  electron 

Japan 

85 

4.98 

5.04 

17.0 

6.0 

0.9 

10.00 

0 

Hoechst  Group/chemicals 

Germany 

79 

8.97 

7.75 

8.9 

4.0 

7.3 

0.50 

n 

•Honda  Motor  Co  Ltd/automobiles 

Japan 

20 

1.11 

0.91 

17.6 

5.4 

1.0 

2.00 

0         Hutchison  Whampoa  Ltd/multi-industry 

Hong  Kong                            10 

0.74 

0.85           13.2 

11.4 

0.0 

5.00 

n       •Imperial  Chemical  Industries/chemicals 

UK                                     88 

6.28 

4.96           14.0 

9.2 

5.7 

4.00 

q       •Ito-Yokado  Co  Ltd/retailing 

Japan                               126 

4.74 

4.94            26.6 

16.7 

0.5 

4.00 

0         C  Itoh  8i  Co  Ltd/trading 

Japan                                  50 

1.78E 

1.92           28.2 

22.5 

0.9 

10.00 

q         Japan  Air  Lines/airlines 
Prices  as  of  May  3 1 .  ADR  prices  have  been  rounded 

Japan                                17 

0.14E 

0.20             NM 

14.2 

of  the  ratios  £ 

0.4 
bove  may 

2.00 
differ  slightly 

to  nearest  dollar.  Because  of  conversion 

from  ordinary  shares  to  ADRs  some 

from  their  counterparts  listed  elsewhere  In  this 

issue,     a:  American  Stock  Exchange. 

n:  New  York  Stock  Exchange. 

0:  Over-the-counter. 

q:  Nasdaq. 

•Sponsored  American  Depositary  Receipt.     E:  Estimate.     NA:  Not  available.     NM:  Not  meaningful. 

Sources:  Morgan  Stanley  Capital  International  Perspective; 

Forbes.  Earnings  estimates  provided  by  the  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES). 
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1  DO  U.S.-TRADED  FOREIGN  STOCKS 


Foreign  investiiig 
made  a  little 


easier 


These  days  American  investors  can  buy  stock  in  a  big 
foreign  corporation  such  as  Toyota  Motor  just  as  easily  as 
they  can  purchase  shares  of  a  U.S.  company  such  as 
Chrysler.  The  vehicle  for  such  transactions  is  the  American 
Depositary'  Receipt  ( ADR),  which  is  a  securit>'  that  trades  on 
U.S.  exchanges,  is  priced  in  U.S.  dollars  and  pays  divi- 
dends, if  any,  in  U.S.  currency. 

Liquidity'?  "If  you  arc  an  investor  concerned  with  the 
marketabilit)'  of  non-U. S.  securities,  consider  the  fact  that 
in  1990  the  listed  adr  trading  volume  was  3.8  billion 
shares,  an  alltime  high,"  says  John  A.  Germinario,  adr 
sales  manager  for  Citibank. 

U.S.  investors  can  now  choose  among  adrs  for  880 
foreign  companies  in  38  different  countries.  Approximate- 
ly 200  of  these  are  highly  liquid  issues — such  as  British 
Telecommunications,  Glaxo  Holdings  and  News  Corp. 
Ltd. — and  trade  on  the  New  York,  American  or  Nasdaq 
markets.  Last  year  $78  billion  worth  of  these  popular 
stocks  were  traded  here. 

Nearly  700  other  adrs  trade  over-the-counter.  Some 
big  foreign  companies  trade  here — Heineken  N.V.,  Nin- 
tendo and  Volkswagen  Group,  for  instance.  Some  firms 


prefer  this  arrangement  because  reporting  and  filing  re- 
quirements are  less  stringent.  Citibank's  John  Germinario 
estimates  this  second  group  of  adrs  have  a  trading  volume 
almost  as  large  as  the  exchange-traded  issues. 

The  U.K.  has  the  most  adrs  in  the  U.S.,  198,  followed 
by  Australia  and  Japan.  But  as  countries  develop,  their 
companies'  securities,  too,  are  becoming  more  evident 
here.  Since  1990,  for  example,  a  handful  of  adrs  from 
Greece,  Turkey  and  Korea  have  become  available  to  U.S. 
investors. 

There  are  two  types  of  adrs:  sponsored  and  unspon- 
sored.  Sponsored  adrs  have  only  one  U.S.  depositary  bank 
(such  as  Citibank  or  Morgan  Guaranty),  which  is  appoint- 
ed by  the  issuer.  An  unsponsored  program  may  have  more 
than  one  depositary  bank,  and  there  is  no  agreement 
between  the  banks  and  the  foreign  corporation  clearly 
delineating  rights  and  responsibilities.  Hence  there  is 
somewhat  more  risk  involved  in  unsponsored  issues.  Only 
companies  with  sponsored  adrs  can  raise  equity  capital  in 
the  U.S.  Most  sponsored  and  listed  issues  have  the  same 
reporting  requirements  as  U.S.  firms.  There  are  now  386 
sponsored  adrs,  up  from  60  in  1985. 


Exch 

Company/business 

Country 

ADR 

EPS 

1990 

Price/ 

Yield 

Ordinary 

price 

1990 

1991E 

P/E 

cash  flow 

(%) 

shares 

($US) 

{$) 

($) 

per  ADR 

q 

•Aegon  Insurance  Group/insurance 

Netherlands 

62 

9.76 

8.03 

6.3 

NA 

5.9 

1.00 

q 

•Akzo/chemicals 

Netherlands 

29 

4.10 

3.80 

7.1 

3.3 

5.7 

0.50 

a 

B.  A.  T  Industries/bev  &  tobacco 

UK 

12 

0,43 

0.88 

28.0 

21.1 

6.0 

1.00 

n 

•Barclays  PIc/banking 

UK 

30 

1.76 

2.04 

17.1 

NA 

6.4 

4.00 

0 

BASF  Group/chemicals 

Germany 

30 

2.97 

2.65 

10.1 

3.6 

7,8 

0.20 

n 

•Bass  PIc/bev  &  tobacco 

UK 

17 

2.54 

1.56 

6.6 

6.0 

4.5 

1.00 

0 

Bayer  Group  Worldwide/chemicals 

Germany 

169 

18.57 

16.94 

9.1 

4.2 

6.9 

1.00 

n 

•Benetton/textile,  apparel 

Italy 

15 

1.18 

1.35 

12.4 

10.6 

2.7 

2.00 

n 

•BET  Plc/multi-industry 

UK 

12 

1.33E 

1.15 

9.1 

3.5 

9.9 

4.00 

0 

Bridgestone  Corp/mdustnal  comp 

Japan 

77 

0.40 

0.68 

NM 

9.3 

1.4 

10.00 

Prices  as  of  May  3 1 .  ADR  prices  have  been  rounded  to  nearest  dollar.  Because  of  conversion  from  ordinary  shares  to  ADRs  some  of  the  ratios  above  may  differ  slightly 
from  their  counterparts  listed  elsewhere  in  this  issue,  a-.  American  Stock  Exchange,  n.-  New  York  Stock  Exchange,  o:  Over-the-counter,  q:  Nasdaq, 
•Sponsored  American  Depositary  Receipt.  E:  Estimate.  NA:  Not  available.  NM;  Not  meaningful.  Sources-.  Morgan  Stanley  Capital  International  Perspective; 
FoHBcs.  Earnings  estinutes  provided  by  ttie  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES). 
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Exch     Company/business 


0         Brierley  Investments/multi-industry 

n  •British  Airways/airlines 

n  tBritish  Gas  PIc/utilities 

n  ^British  Petroleum  Co/energy 

n  ^British  Steel  PIc/metals-steel 

n  •British  Telecommunications/telecomm 

n  •Broken  Hill  Proprietary/energy 

0  •BSN-Groupe/food,  household 

n  •Cable  &  Wireless/telecomm 

q  •Cadbury  Schweppes/food,  household 

q  •Canon/leisure  goods 

q  •Carlton  Communications/services 
0         Casio  Computer/leisure  goods 
0         Cathay  Pacific  Airways/airiines 
0         Cheung  Kong/real  estate 

0         China  Light  &  Power/utilities 

n  •Coles  Myer  Ltd/retaihng 

0  •Continental  Group/industrial  comp 
0  Daimler-Benz  Group/automobiles 
0         Deutsche  Bank  Group/banking 

q  •Electrolux  Group/appliances 

n  •Elf  Aquitaine  Group/energy 

q  •LM  Ericsson/elec  &  electron 

0  •Esselte  AB/services 

n  •Fiat  Group/automobiles 

q  •Fisons/personal  care 

0  •Fletcher  Challenge/forest  products 
0         Fuji  Heavy  Industries/automobiles 
q         Fuji  Photo  Film/leisure  goods 
0         Fujitsu  Ltd/data  processing 

q  •Gambro  AB/personal  care 

n  •Glaxo  Holdings  PIc/personal  care 

0  •Grand  Metropolitan/multi-industiy 

0  •Hafslund  Nycomed/personal  care 

n  •Hanson  Plc/multi-industry 

0  •Havas/services 

0         Heineken  NV/bev  &  tobacco 

n  •Hitachi  Ltd/elec  &  electron 

0         Hoechst  Group/chemicals 

n  •Honda  Motor  Co  Ltd/automobiles 

0         Hutchison  Whampoa  Ltd/multi-industry 

n  •Imperial  Chemical  Industries/chemicals 

q  •Ito-Yokado  Co  Ltd/retailing 
0         C  Itoh  &  Co  Ltd/trading 
q         Japan  Air  Lines/airlines 


Country 


New  Zealand 


UK 
UK 

UK 

Australia 

France 

UK 

UK 

Japan 
UK 

Japan 
Hong  Kong 
Hong  Kong 

Hong  Kong 

Australia 

Germany 

Germany 

Germany 

Sweden 
France 
Sweden 
Sweden 
Italy 

UK 

New  Zealand 
Japan 
Japan 
Japan 

Sweden 

UK 

UK 

Norway 

UK 

France 

Netherlands 

Japan 

Germany 

Japan 

Hong  Kong 

UK 

Japan 

Japan 

Japan 


ADR 
price 

1990 

EPS 

1991E 

1990 
P/E 

Price/ 
cash  flow 

Yield 
(%) 

Ordinary 
shares 

($US) 

($) 

($) 

per  ADR 

1 

0.24 

0.19 

5.7 

5.3 

92 

2.00 

29 

3.51 

1.70 

8.3 

3.2 

6.9 

10.00 

43 

5.91 

5.26 

7.3 

9.4 

6,6 

10.00 

68 

6.71 

3.87 

10.1 

5.3 

6,5 

12,00 

22 

1.78E 

1.02 

12.1 

3.7 

8.9 

10.00 

65 

5.36 

6.11 

12.1 

6.0 

4.9 

10,00 

38 

2.28 

2.74 

16.6 

7.6 

3,3 

4,00 

31 

2.04 

2.04 

15.0 

9.0 

2,2 

020 

26 

1.54 

1.83 

16,9 

10.4 

2,8 

3.00 

61 

4.52 

4.58 

13.5 

9,1 

4,3 

10.00 

55 

2.84 

3.09 

19.2 

8,1 

0,8 

5,00 

15 

1.46 

1.19 

10.6 

7.2 

4.1 

2,00 

99 

1.97 

2.66 

50.2 

12.9 

0,9 

10.00 

5 

0.67 

0.64 

8.2 

5.6 

4.9 

5,00 

2 

0.19 

0.27 

11.9 

11.5 

2.8 

1.00 

3 

0.18 

0.21 

15.0 

10.8 

3,8 

1.00 

25 

1.59 

1.53 

15.6 

9.7 

3,4 

3.00 

22 

1.37 

0.83 

15.8 

3.5 

3,3 

0,20 

437 

29.65 

28.24 

14.7 

5.2 

2.5 

1.00 

390 

35.03E 

35.82 

11.1 

NA 

3,2 

1.00 

42 

1.89 

2.03 

22,1 

4.0 

4.8 

100 

126 

15.90 

13.53 

7.9 

3.8 

4.2 

2.00 

31 

2.78 

2.40 

11.3 

8.6 

1,8 

1.00 

26 

2.20 

1.15 

11.9 

7,3 

3.2 

1,00 

23 

2.78 

1.32 

8.3 

3,2 

6.2 

5.00 

33 

1.86 

2.04 

17.8 

15.2 

2.1 

4.00 

22 

3.78 

2.62 

5,9 

3,9 

7,0 

10.00 

37 

-10.51 

-4.70 

NM 

NM 

0.4 

10.00 

49 

2.64 

3.00 

'  18,6 

10.4 

0.4 

2,00 

41 

1.62 

1.93 

25,3 

7.4 

0,8 

5.00 

34 

1.47 

1.86 

23.1 

14.6 

1.4 

1.00 

40 

1.73 

1.94 

23.0 

18.7 

2.7 

2.00 

26 

2.17 

2.21 

12.1 

9.4 

3.7 

2.00 

32 

2.27 

2.31 

14.1 

10.9 

0.8 

1.00 

19 

1.72 

1.70 

10.9 

8.9 

5.5 

5.00 

21 

1.32 

1.22 

15.9 

12.7 

2.1 

0.25 

82 

6.26 

6.44 

13.1 

5.7 

2.2 

1,00 

85 

4.98 

5.04 

17.0 

6.0 

0.9 

10.00 

79 

8.97 

7.75 

8.9 

4.0  , 

7.3 

0.50 

20 

1,11 

0.91 

17,6 

5,4 

1.0 

2.00 

10 

0.74 

0.85 

13.2 

11,4 

0.0 

5.00 

88 

6.28 

4.96 

14.0 

9,2 

5.7 

4.00 

126 

4.74 

4.94 

26.6 

16,7 

0,5 

4.00 

50 

1.78E 

1.92 

28.2 

22.5 

0.9 

10,00 

17 

0.14E 

0.20 

NM 

14.2 

04 

2,00 

m 


Prices  as  of  May  31 ,  ADR  prices  have  been  rounded  to  nearest  dollar.  Because  of  conversion  from  ordinary  shares  to  ADRs  some  of  the  ratios  above  may  differ  slightly 
from  their  counterparts  listed  elsewhere  in  this  issue,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange,  o:  Over-the-counter,  q:  Nasdaq. 
•Sponsored  American  Depositary  Receipt.  E:  Estimate.  NA:  Notavailable.  NM:  Not  meaningful.  Sources-.  Morgan  Stanley  Capital  International  Perspective; 
Forbes  Earnings  estimates  provided  by  the  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES). 
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100  O.S.TRAOEO  FOREIGH  STOCKS 


Exch     Company/business 


0         Kawasaki  Steel  Corp/metals-steel 

0  •Keppel  Corp/machinerv  &  eng 
q         Kirin  Brewery  Co  Ltd/bev  &  tobacco 
n         KLM  Royal  Dutch  Alrllnes*/airlines 

0  •Komatsu  Ltd/machineiv  &  eng 

n  "Kubota  Corp/machmery  &  eng 

n  •Kyocera  Corp/electronic  comp 

0  L'Oreal/personal  care 

q  tLVMH  Group/bev  &  tobacco 

n  vMatsushita  Electric  Industrial/appliances 

0  Matsushita  Electric  Works/elec  &  electron 

0  Mitsubishi  Corp/trading 

0  •Neptune  Orient  Lines/shipping 

0  Nestle/food,  household 

n  •News  Corp  Ltd/media 

0  •Nintendo  Co  Ltd/leisure  goods 

q  Nissan  Motor  Co  Ltd/automobiles 

0  •Oy  Nokia  Ab/multi-industry 

n  "Norsk  Hydro/energy 

n  "Novo  Nordisk  B/personal  care 

q  •Pacific  Dunlop  Ltd/multi-mdustry 

0  •Petrofina  SA/energy 

0  Peugeot  Groupe  SA/automobiles 

n  •Philips  Group/appliances 

n  •Pioneer  Electronic  Corp/apphances 

n  •Racal  Telecomm/telecomm 

q  •Rank  Organisation/leisure 

0  •Reed  International  Plc/media 

q  •Reuters  Holdings/services 

0  •Royal  Nedlloyd  Group/shipping 


Sekisui  House  Ltd/construction 
Siemens  Group/elec  &  electron 

•SKF  Group/mdustnal  comp 

•SmithKline  Beecham  PIc/personal  care 

•Sony  Corp/appliances 


Country 

ADR 

EPS 

1990 

Price/ 

Yield 

Ordinary 

price 

1990 

1991E 

P/E 

cash  flow 

(%) 

shares 

($US) 

($) 

($) 

per  ADR 

Japan 

32 

1.04E 

0.91 

30,6 

NA 

1.4 

10.00 

Singapore 

9 

0,34 

0,40 

26,0 

19.9 

0.7 

2.00 

Japan 

109 

2,77 

3.20 

39,2 

21.2 

0.5 

10.00 

Netherlands 

14 

1.66 

-1.65 

8,4 

NM 

6.6 

1.00 

Japan 

128 

4,38E 

4.69 

29.2 

14.6 

0.9 

20.00 

Japan 

110 

0.72 

1.03 

NM 

38.3 

0.7 

20.00 

Japan 

93 

2,46 

101 

37.7 

24.4 

0.7 

2.00 

France 

20 

1,15 

1,10 

17.1 

11.3 

1.8 

0.20 

France 

144 

8,93 

9,31 

16.2 

15.5 

2.4 

0.20 

Japan 

122 

8,78 

8.42 

13.8 

7.1 

0.6 

10.00 

Japan 

119 

3.52 

4,29 

33.7 

18.6 

0.7 

10.00 

Japan 

91 

2.89 

3.47 

31.5 

17.8 

0.6 

10.00 

Singapore 

4 

0.19 

0.23 

21.2 

5.7 

2.8 

4.00 

Switzerland 

181 

13.32 

13,68 

13.6 

8.3 

2.2 

0.03 

Australia 

14 

0.97 

1.46 

14.5 

4.4 

1.1 

2.00 

Japan 

26 

0.86 

0.99 

29.9 

NA 

0,3 

0.25 

Japan 

11 

0.28 

0.48 

39.2 

7.2 

1.9 

2.00 

Finland 

23 

1.43 

1.38 

16.2 

6.1 

2.9 

1.00 

Norway 

30 

2.25 

2.04 

13.4 

5.6 

2.1 

1.00 

Denmark 

66 

3.89 

4.06 

17.0 

10,7 

0,9 

1.00 

Australia 

16 

1.30 

1.00 

12.5 

9.5 

3,9 

4.00 

Belgium 

33 

2,87 

2.73 

11.4 

5.7 

4,8 

0.10 

France 

20 

6,79 

3.66 

3,0 

1.9 

4.0 

0.20 

Netherlands 

16 

-8.40 

0.86 

NM 

NM 

0,0 

1.00 

Japan 

29 

1.35 

1.41 

21,3 

12.9 

0.6 

1.00 

UK 

65 

1.94 

3.23 

33,7 

21.3 

1.5 

10.00 

UK 

12 

1.21 

0.98 

9.8 

7.5 

5.9 

1,00 

UK 

27 

2.46 

2.11 

10.9 

9.8 

0.0 

4,00   . 

UK 

43 

2,68 

2.60 

16.0 

10.2 

2.4 

3.00 

Netherlands 

55 

-8,48 

-2,41 

NM 

4.8 

0.0 

.  2.00 

Japan 

109 

4,97 

6.21 

21.8 

19.0 

1.2 

10.00 

Germany 

75 

5.20 

5.02 

14.4 

6.1 

3.1 

0.20 

Sweden 

17 

1,02 

0.74 

16.5 

6.7 

4.1 

1.00 

UK 

68 

3.39 

3.99 

20.2 

15.1 

12.4 

5.00 

Japan 

46 

2.44 

2.45 

18.7 

7.6 

0.8 

1.00 

Japan 

179 

3.26 

3.34 

55.0 

NA 

0.3 

10.00 

Hong  Kong 

5 

0.39 

0.46 

12.2 

7.0 

4.3 

2.00 

Spain 

28 

5.24 

2,42 

5.4 

2,8 

5,4 

3.00 

Germany 

32 

4.58 

3,32 

6.9 

3.3 

7,1 

0,25 

Japan 

49 

0,85 

0.97 

57.4 

NA 

0,6 

5,00 

Japan 

26 

1.78 

1.63 

14.6 

7.8 

1.1 

2,00 

UK 

52 

4,21 

4.21 

12,4 

9.1 

3.2 

4.00 

Germany 

45 

4,60E 

3.61 

9.8 

3.0 

4,4 

0,20 

Sweden 

55 

9,58 

2,03 

5.8 

17.8 

4,5 

1,00 

UK 

10 

0.38 

0,46 

25.8 

19.8 

0,0 

1.00 

0         Sumitomo  Bank  Ltd/banking 

0         Swire  Pacific/multi-industry 

n  •Telefonica/telecomm 

0         Thyssen  Group/metals-steel 

q  •Tokio  Marine  &  Fire  Insurance/insurance 

q         Toyota  Motor  Corp/automobiles 

n  •Unilevei  PIc/lood,  household 

0  •Volkswagen  Group/automobiles 

q  •Volvo  AB/automobiles 

0  •Wellcome  PIc/personal  care 

Prices  as  of  May  3 1  ADR  prices  tiave  been  rounded  to  nearest  dollar.  Because  of  conversion  from  ordinary  stiares  to  ADRs  some  of  ttie  ratios  above  may  differ  slightly 
from  their  counteip.iits  listed  elsew^here  in  this  issue,  a-.  American  Stock  Exchange,  n;  New  York  Stock  Exchange,  o:  Over-the-counter,  q:  Nasdaq. 
•Sponsored  American  ^eaositary  Receipt.  *New  York  Registered  Shares.  E:  Estimate.  NA:  Not  available.  '  NM:  Not  meaningful.  Sources:  Morgan  Stanley 
Capital  International  Perspective;  Forbes.  Earnings  estimates  provided  by  tfie  International  Edition  of  the  Institutional  Brokers  Estimate  System  (IBES). 
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worth  rememberin! 


...  as  a  major  force  in  telecommunications  and  manufacturing. 

At  Canadian  Pacific  we  have  moved  swiftly  to  restructure  and  expand 
our  involvement  in  the  rapidly-growing  telecommunications  industry. 
Our  subsidiary,  Unitel  Communications,  is  a  national,  facilities-based 
carrier  with  digital  fiber  optic  and  microwave  networks. 
Unitel  provides  a  wide  range  of  cost-effective  voice,  data  and 
message  services  to  customers  in  North  America  and  overseas. 

Our  telecommunications  and  manufacturing  sector  also  includes 
United  Dominion  Industries,  which  provides  manufactured  products 
and  engineering/construction  services  to  commercial  and  industrial 
customers  worldwide.  fl 

Telecommunications  and  Manufacturing— just  one  of-the  valuafel^^W 
assets  that  makes  Canadian  Pacific  Limited  a  name  worth  3' 

remembering.  ^  ^'. 

Transportation  and  Waste  Services  •  Energy  ■  Fotast  Products  •  Real  Estate  and  Hotels  •  Telecommunications  and  Manufacturing 


Canadian  Pacific  Limited 
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UUMPU  tKS  &  UUMMUNIUAIIUNS 


Multimedia  computing  has  turned  out  to  be  a  lot  more 
than  the  fad  some  people  thought  it  was.  Good 
applications  are  finally  hitting  the  market. 

Showtime 


By  Kathleen  K.  Wiegner  and  Julie  Schlax 


If  YOU  WERE  one  of  the  billion  watch- 
ers of  the  Academy  Awards  ceremony 
in  March,  you  saw  a  T\'  first.  In  the 
opening  number,  live  dancers  leapt  in 
and  out  of  a  montage  of  movie  clips 
that  appeared  on  a  giant  screen.  What 
made  it  a  first  was  that  the  videotapes 
used  in  the  background  were  being 
switched  electronically  and  synchro- 
nized with  the  li\'c  action  not  by  a 
studio  technician  using  expensive 
broadcast  ecjuipment  but  by  a  Com- 
paq laptop  personal  computer.  The 
software  arrived  courtesy  of  Advanced 
Remote  Technologies  Inc.,  one  of 
perhaps  se\'eral  hundred  firms  work- 
ing on  multi-media  computing. 

The  skeptics  who  said  multimedia 
would  go  the  way  of  the  picturephone 
and  quadraphonic  stereo  seem  to  be 
wrong.  Multimedia,  the  mixing  of 
full-motion  video,  still  images,  music, 
speech,  animation,  text  and  graphics 
on  a  computer  terminal,  isn't  bring- 
ing any  revolution  in  the  computer 
market,  but  it  is  beginning  to  fulfill 
some  practical  needs.  Police  depart- 
ments in  California  are  using  multi- 
media software  to  cut  training  costs. 
Multimedia  software  developed  for 
the  St.  Louis  Zoo  helps  primary  and 
secondary  teachers  teach  biology. 
Home  improvement  salesmen  are  us- 
ing the  technology  to  deliver  pitches 
to  prospects. 

IHM,  Apple,  Tandy,  Microsoft, 
AT&T,  Commodore,  Philips,  Sony  and 
Matsushita  are  among  the  big  firms 
investing  in  this  technology.  Micro- 
soft and  Apple  have  announced  ex- 
tensions to  their  operating  system 
software  that  would  make  it  easier  to 
develop  mukimedia  applications. 
Chip  companies  like  Intel  and  Motor- 
ola are  pushing  specialized  chips  that 
make  it  easier  to  integrate  ditferent 
media.  ll?M  has  a  program  to  provide 
hardware    and    software    and    work 
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closely  with  artists,  sound  editors  and 
video  editors  to  produce  multimedia 
products;  IBM  is  currently  funding  a 
project  to  create  200  hours  of  class- 
room material  on  Christopher  Co- 
lumbus for  next  year's  anniversary. 

Since  last  September  Mannington 
Mills,  Inc.,  a  Salem,  N.J.  manufactur- 
er of  sheet  vinyl  flooring  ( looks  like 
linoleum),  has  been  offering  retailers 
a  $7,000-to-$8,000  hardware  and 
software  package  consisting  primarily 
of  an  IBM  PS/2  Model  50Z  with  a 
videodisc  player,  one  12-inch  laser 
disc  and  one  floppy  disk.  Using  a 
combination  of  text,  graphics,  still 
and  motion  video  and  audio,  all  con- 
trolled with  a  touch  screen,  customers 
can  get  information  about  products, 
installation,  yardage  and  price  esti- 
mates, guarantees,  floor  care  and  the 
like.  The  most  popular  feature  of  the 
show  is  a  custom  designer.  A  prospect 
picks  out  a  room  similar  to  his  own 
kitchen,  bathroom,  foyer  or  family 
room.  He  can  then  view  300  floor 
colorations  in  15  difl^erent  fiirniture 
arrangements  to  envision  how  stun- 
ning his  place  will  look  after  a  $500 
vinyl  job.  "Retailers  tell  me  that  they 
have  people  lined  up  Saturday  morn- 
ing waiting  to  use  the  [multimedia] 
kiosk,"  says  Frank  Potter,  manager  of 
retail  merchandising  at  a  division  of 
Mannington.  "In  some  cases  retailers 
have  reported  100%  sales  increases 
because  of  this  program." 

Last  vear  the  St.  Louis  Zoo  com- 
missioned Arnowitz  Productions, 
Inc.  in  Mill  Valley,  Calif  to  create  a 
multimedia  program  that  teachers  in 
the  St.  Louis  area  could  use  to  create 
custom  courses  or  supplement  lesson 
plans  on  biology,  ecology  and  conser- 
vation. The  teacher  selects  from  four 
hours  of  video,  two  hours  of  sounds,  a 
biology  textbook  and  500  slides. 
Good  news  for  the  hardware  industn': 
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ABOVE: 
A.D.A.M. 
Software's 
anatomy  program 
Coming  soon: 
3-D  models  of 
the  heart,  lungs 
and  brain. 


Synapse 
Technologies 
founders 
Scott  Fillinghiam, 
Robert  Abel  and 
Jonatfian  Stroum 
Showing  multi- 
media version  of 
Christopher 
Columbus. 


LucasArts' 
Stephen  Arnold 
with  GTV 
program 
"This  is  a  fluid 
medium.  You  can 
let  the  user  have 
an  interest 
in  his  own 
sequencing." 


The  system  uses  an  Apple  Mac  II,  a 
Pioneer  video  "jukebox"  that  holds 
up  to  72  videodiscs.  Advanced  Re- 
mote Technologies  control  devices,  a 
Panasonic  video  recorder  and  an  Ap- 
ple laser  printer.  The  cost  for  this 
setup?  $20,000  to  $30,000.  The  pro- 
gram created  with  this  equipment  can 
be  transferred  to  videotape,  printed 
on  the  laser  printer  or  saved  on  a 
rtoppy  disk  for  the  teacher  to  take 
back  to  class.  "We  aim  our  design  at 
the  naive  user,"  says  Burt  Arnowitz, 
an  Emmy  award-winning  rv  produc- 
er who  went  into  multimedia  produc- 
tion five  years  ago.  "Someone  should 
be  able  to  walk  up  to  our  program,  be 
engaged,  and  simply  and  effortlessly 
use  it'." 

Despite  its  budget  sc]ueczc,  Califor- 
nia has  found  enough  money  for  its 
C>)mmission  on  Peace  Officer  Stan- 
dards &  Training  to  develop  multime- 
dia training  programs.  George  NiesI,  a 
semiretired  lab  technician  with  the 
state,  has  helped  create  an  80-hour 
program  to  help  policemen  and  sher- 
iffs learn  how  to  make  quick  decisions 
in  touchy  situations.  Say  two  officers 
are  called  to  a  Southeast  Asian  neigh- 
borhood and  find  a  group  of  people 
standing  around  a  young  man  with  a 
gunshot  wound  in  his  leg.  No  one  in 
the  group  speaks  English  except  a 
young  girl.  How,  the  officers  are 
asked,  do  you  approach  the  group.^ 

The  interactive  program  answers 
with  the  help  of  audio,  text,  graphics, 
still  photos,  video  and  computer 
graphics  coming  across  an  IBM  per- 
sonal computer  with  a  touch  screen. 
Niesl  lined  up  actors  from  the  Screen 
Actor's   Guild  willing   to  volunteer 
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COMPUTERS  &  COMMUNiCATiONS 


St.  Louis  Zoo 
program, 
"The  Teachers' 
Living  World" 
Click  on 
"Gulp!  Go  the 
Frog  and  Toad" 
and  watch  them 
catch  and 
eat  bugs. 


their  time,  with  the  assistance  of  po- 
licemen, their  families  and  other  ama- 
teurs, to  act  out  the  four  hours  of 
video  drama  stored  in  the  computer. 
Correct  answer  for  the  above  crisis: 
Question  the  oldest  man  and  have  the 
young  girl  translate,  because  Asians 
usually  expect  an  older  male  to  speak 
for  the  group.  Says  Niesl:  "This  is 
valuable  because  you  are  allowed  to 
make  mistakes  and  you  get  an  instant 
response."  Niesl's  department  has  re- 
ceived fiinding  to  produce  multime- 
dia programs  for  driver  training  and 
first  aid. 

In  medical  schools,  computers  are 
replacing  cadavers.  A.D.A.M.  Soft- 
ware (the  name  stands  for  "animated 
dissection  of  anatomy  for  medicine") 
in  Atlanta  has  been  selling  interactive 
software  that  lets  students  do  dissec- 
tion on  the  computer  screen  with  a 
scalpel-like  cursor.  The  program 
combines  text,  digitized  X  rays,  medi- 
cal illustrations  and  interactive  anima- 
tions. Teachers  can  plug  in  their  own 


slides  and  drawings.  Gregory  Swayne, 
A.D.A.M.'s  president,  says  the  compa- 
ny plans  to  use  spoken  words  and 
music  in  fiiture.  "We  view  A.D.A.M. 
as  Gray's  Anatomy  for  the  21st  centu- 
ry," he  says,  although,  so  far,  the 
software  covers  only  the  foot  to  the  hip. 
The  National  Geographic  Society 
collaborated  with  moviemaker 
George  Lucas'  LucasArts  Entertain- 
ment Co.,  the  California  State  Dept. 
of  Education  and  Apple's  Multimedia 
Lab  on  the  program  "gtv:  A  Geo- 
graphic Perspective  on  American  His- 
torv."  This  is  a  multimedia  survey  of 
American  histor\'  from  pre-Columbi- 
an times  to  the  present.  It  includes 
two  hours  of  video,  1 ,600  still  images, 
200  maps,  narration,  music  and  40 
three-to-eight- minute  presentations. 
Using  GTV  (an  Apple  or  IBM  comput- 
er, TV  monitor  and  laser  disc  player), 
students  and  teachers  can  customize 
video  clips  and  write  their  own  text  to 
go  with  it.  The  program  is  being  used 
in  1,100  schools. 


"Columbus:  Discovery  and  Be- 
yond," a  partnership  between  IBM 
and  Synapse  Technologies,  Inc.  of 
Los  Angeles,  has  one  of  the  most 
ambitious  multimedia  projects  on  the 
drawing  boards.  Over  200  hours  of 
stored  audio,  video,  graphics  and  text 
will  eventually  be  used  to  fill  an  entire 
semester  of  classroom  study  for  stu- 
dents from  the  7th  to  the  12th  grade. 
Robert  Abel,  the  president  of  Synapse 
and  a  highly  regarded  innovator  in 
special  eft'ects  and  computer  graphics, 
is  responsible  for  two  acclaimed  mul- 
timedia projects,  one  on  Picasso's 
painting  "Guernica"  and  the  other 
on  Tennyson's  poem  "Ulysses." 

"It's  kind  of  like  being  in  Steve 
Jobs'  garage  in  1975,"  says  Abel, 
referring  to  the  histon,'  of  the  Apple 
personal  computer.  "We're  looking 
beyond  spreadsheets  and  number 
crunching.  The  issue  is  authors  and 
creators,  not  just  hardware  and  soft:- 
ware.  It  is  based  on  telling  stories." 

In  the  meantime,  Apple  is  selling 
the  Visual  Almanac,  a  sort  of  "clip 
art"  starter  kit  for  multimedia  enthu- 
siasts with  a  Mac  and  videodisc  player. 
The  disc  contains  7,500  moving  and 
still  images  and  sounds  and  sells  for 
$100.  At  that  price,  you  don't  get  the 
right  to  use  the  clips  commercially. 

Multimedia  still  has  a  long  way  to 
go.  Affordable  technology  is  still  not 
here  to  provide  the  photo-quality  pic- 
tures, compact-disc  sound,  and  VCR- 
quality  video  and  Hollwood  anima- 
tion we  are  all  used  to.  True  multi- 
media creation  takes  on  the  complex- 
it)'  of  each  of  the  individual  compo- 
nents plus  the  additional  problem  of 
merging  them  all  together.  There 
continue  to  be  problems  of  cost,  dift^i- 
culty  of  use,  an  absence  of  standards 
and  barriers  to  integration  of  raw 
material  from  different  sources.  The 
software  is  not  yet  as  eflfortless  as  Burt 
Arnowitz  would  like  it.  And,  finally, 
commercial  users  of  multimedia  using 
old  movies  can  count  on  getting  tan- 
gled up  in  endless  copyright  battles 
with  actors  and  songwriters,  who  per- 
formed vears  before  anyone  imagined 
that  their  creative  output  could  be 
packaged  into  a  computer. 

But  don't  assume  that  the  market 
for  multimedia  will  peter  out.  Useftil 
technologies  create  markets.  Remem- 
ber that  the  personal  computer  was  at 
first  dismissed  as  a  hobbyist's  tov.  ^ 
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The  power 
of  scripting 


COMMENTARY  BY  ESTHER  DYSON 


Esther  Dyson  is  editor  and  publistier  of  the 
newsletter  Release  1.0. 


Apple  Computer's  1984  launch  of 
the  Macintosh  opened  a  new  era  in 
personal  computing.  The  no\'elt\'  was 
the  graphical  user  interface,  a  dia- 
grammatic display  on  a  video  screen 
that  replaced  more  verbal  forms  of 
communication  between  the  user  and 
the  computer.  This  idea  wasn't  entire- 
ly novel,  but  Apple  made  it  commer- 
cially successfial,  and  lived  off  that 
advantage  for  years — too  long,  you 
could  argue. 

The  same  thing  may  be  about  to 
happen  again,  even  though  history 
never  repeats  itself  exactly.  This  time 
the  acivantage  is  "scripting."  Where 
the  graphical  interface  brings  the 
power  to  talk  directly  to  your  comput- 
er, using  a  mouse  and  helpfi.il  menus, 
scripting  is  the  power  to  talk  to  your 
computer  indirectly,  giving  it  instruc- 
tions to  follow  when  you're  not 
around  to  interact  with  it  directly. 
That  leaves  you  free  to  go  off  and  do 
more  usefiil  things  a  computer  can't 
do,  like  call  on  clients,  motivate  em- 
ployees and  work  on  projects  with 
your  colleagues. 

Scripting  also  means  the  ability  of 
applications  to  talk  to  each  other — so 
that,  say,  your  word  processor  could 
talk  to  your  database,  or  your  spread- 
sheet could  talk  to  a  mail  system. 
Then,  for  example,  your  spreadsheet 
will  be  able  to  ask  a  database  for  new 
sales  reports  each  Monday,  look  af  the 
totals  by  sales  region,  compare  each 


sales  region's  results  to  the  quota, 
select  from  the  "Good  job,"  "Keep 
trying"  or  "Please  give  me  a  call" 
form  letters,  and  send  a  customized  e- 
mail  message  with  the  appropriate 
tone  and  data  to  each  sales  manager. 
All  this  while  you're  off  playing  golf 
with  customers.  .  .  . 

In  tact,  users  today  don't  want  new 
applications  so  much  as  they  want  the 
power  to  get  at  more  of  the  functions 
in  the  applications  they  already  have. 
And  they  do  not  want  a  programming 
language,  which  makes  them  deal 
with  the  kinds  of  data  computers  han- 
dle, such  as  sequences  of  numbers  and 
letters  anci  computer  files.  They  want 
a  scripter,  which  lets  them  deal  with 
the  kinds  of  things  applications  han- 
dle: customer  records,  western  region 
sales,  the  memo  about  the  job  open- 
ing in  Boulder. 

And  that's  what  is  about  to  be 
available  on  the  Macintosh.  But  one 
way  that  history  is  different  is  this: 
While  Apple  owned  the  Mac  inter- 
face— and  is  even  now  suing  Micro- 
soft for  alleged  infringement  on  it — 
Apple  is  going  outside  for  its  first 
approach  to  scripting,  exemplifying 
its  much-talked-about  new  spirit  of 
openness.  Its  so-called  Open  Script- 
ing Architecture  is  basically  an  um- 
brella hastily  raised  to  cover  an  exist- 
ing product,  the  Frontier  scripting 
tool  from  UserLand  Software  of  Palo 
Alto,  Calif.,  along  with  Apple's  own 
far-off  entry,  AppleScript.  In  effect, 
Apple  is  saying,  "Use  Frontier.  It 
works.  We'll  have  AppleScript  later." 

What  is  Frontier.^  It's  basically  a 
language  and  interface  (menus,  etc.) 
that  you  can  use  to  run  existing  pro- 
grams, starting  with  the  Macintosh 
operating  system  (to  open  and  close 
files  automatically,  for  example)  and 
ultimately  incorporating  Macintosh 
applications  such  as  Excel,  Page- 
Maker and  MacWrite. 

However,  there's  one  little  catch 
before  all  this  can  happen.  Not  only 
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do  you  need  a  scripting  language,  but 
the  applications  also  have  to  be  script- 
able;  technically,  it  means  they  need 
to  offer  a  specific  list  of  commands 
and  "parameters"  (details)  they  can 
understand.  These  include  functions 
such  as  placing  an  image  somewhere 
on  a  page  or  video  display  screen, 
retrieving  a  record  according  to  speci- 
fied criteria,  performing  a  calculation, 
sending  a  message  to  someone  at  a 
specified  time,  and  so  forth. 

That's  why  Apple's  support  is  so 
important:  It  will  encourage  compa- 
nies that  write  applications  for  the 
Macintosh  to  make  them  scriptable. 
They  might  not  bother  to  do  it  for 
UserLand,  a  tiny  company  foimded 
by  David  Winer,  a  software  wizard 
who  wrote  the  first  mass- market  out- 
lining package,  ThinkTank.  But 
they'll  do  it  for  Apple.  And  as  a  result, 
everx'one  will  benefit,  once  Apple  gets 
them  moving. 

Of  course,  like  the  graphical  inter- 
face, which  was  pioneered  by  Xerox, 
not  by  Apple,  scripting  isn't  a  new 
idea.  The  most  notable  existing 
scripting  system  is  in  Hewlett-Pack- 
ard's NewWave  environment  for  the 
IBM  Pc:  and  clones,  which  is  based  on 
Microsoft  Windows. 

The  trouble  is,  there  are  still  only  a 
few  applications  that  are  scriptable  by 
NewWave — including  Microsoft's 
F],xcel  spreadsheet.  But  in  tvvo  years, 
NevV'Wave  still  hasn't  gained  the  criti- 
cal mass  that  Apple  looks  likely  to 
bestow  on  UserLand. 

New  contenders  include  Alpha 
Software's  Alpha  RPI,  and  MetaCour- 
ier  from  Symbiotics,  both  scripting 
tools,  but  likewise  with  a  dearth  of 
scriptable  applications. 

Meanwhile,  of  course,  what  about 
Microsoft  itself)  Microsoft  looks  to  be 
the  only  company  with  the  power  to 
create  a  stanclard  on  the  PC  the  way 
Apple  can  on  the  Macintosh.  So  far, 
Microsoft  has  begun  talking  about 
the  concept,  but  it  hasn't  anything 
concrete  to  offer  yet,  and  it  doesn't 
seem  likely  to  endorse  any  of  the  other 
approaches,  although  UserLand 
would  naturally  love  to  extend  fron- 
tier to  the  Windows  environment. 

Okay,  Apple,  you've  got  a  couple  of 
years,  just  as  you  had  with  the  graphi- 
cal interface  before  Microsoft  came 
out  with  its  third  version  of  Win- 
dows— the  one  that  really  works.   ^M 
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Cleaning  contaminated  groundwater  is  a  national 
problem.  On-Site  Toxic  Control  hopes  to  turn  this 
problem  into  a  good  business. 

Toxins,  toxins 
evei^where 


By  Kathleen  K.  Wiegner 

Toxic  substances  that  exceed  health 
standards  have  been  found  in  40%  of 
the  drinking  water  wells  tested  in  the 
Los  Angeles  basin.  It  doesn't  take 
much  to  make  water  unpotable — only 
5  parts  per  billion  of  perchloroethy- 
lene,  an  industrial  cleaning  solvent. 

California  is  not  alone.  The  Envi- 
ronmental Protection  Agency  esti- 
mates that  8,000  water  wells  nation- 
wide are  either  shut  or  contaminated 
to  levels  that  pose  a  health  hazard. 
Then  there  is  the  problem  of  seepage 
from  industry  and  contaminated 
groundwater  from  active  and  or- 
phaned hazardous  waste  sites.  The 
EPA  has  a  backlog  of  15,000  sites  that 
may  present  a  groimdwater  problem. 

How  do  you  clean  water?  One  pop- 
ular way  is  air  stripping.  That's  where 
you  remove  volatile  toxic  chemicals 


like  cleaning  sohents  and  gasoline 
components  from  the  water  and  vent 
them  into  the  air.  The  process  works 
well  enough,  but  doesn't  do  much  to 
reduce  air  pollution.  Another  scheme 
involves  granular  carbon  filters  to  trap 
contaminants.  But  again,  the  nast\' 
stuff  has  to  be  safely  disposed  of 

One  of  the  more  novel  approaches 
involves  the  use  of  ultraviolet  irradia- 
tion in  combination  with  oxygen 
bubbles.  Developed  by  a  tiny  Santa 
Ana,  Calif -based  startup  called  On- 
Site  Toxic  Control,  Inc.,  this  technol- 
ogy was  recently  applied  to  a  well 
closed  for  contamination  in  the 
southern  California  community'  of 
South  Gate.  Since  last  November, 
South  Gate  has  cleaned  up  enough 
well  water  to  supply  10,000  residents. 
It  costs  South  Gate  $65  to  $70  per 


David  Fletcher  of 
On-Site  Toxic  Control 
in  laboratory 
Shine  an  ultravi- 
olet light,  add 
oxygen  bubbles 
and  turn  toxic 
chemicals  into 
carbon  dioxide 
and  water. 


acre-foot  for  the  treated  water,  versus 
the  $275  per  acre-foot  it  would  have 
to  pay  the  municipal  Metropolitan 
Water  District  for  clean  water. 

Companies  like  Xerox,  General 
Motors  and  TRW  have  On-Site's  Ul- 
trox  systems  in  use  or  under  construc- 
tion to  clean  up  groundwater.  The 
U.S.  Bureau  of  Engraving  plant  in 
Fort  Worth,  Tex.  destroys  cyanide  in 
its  wastewater  with  an  Ultrox  system. 
After  spending  five  years  evaluating 
the  technology  to  clean  gunk  out  of 
cooling  water  in  nuclear  reactors, 
General  Electric  plans  to  resell  the 
Ultrox  system  to  nuclear  utilities. 

"Five  years  ago  people  asked,  does 
it  work.>  Today  they  accept  the  tech- 
nology. Now  they  ask,  how  much 
does  it  cost.'"  says  David  Fletcher,  39, 
On-Site's  chief  executive.  Fletcher, 
who  once  made  a  living  building  wa- 
ter slides  for  an  amusement  park,  took 
over  On-Site  to  protect  a  sour  invest- 
ment by  his  family's  Newport  Beach, 
Calif,  venture  capital  firm.  The  closely 
held  On-Site  took  in  around  $3  mil- 
lion in  revenue  in  its  fiscal  year  ended 
June  30,  double  the  prior  year. 

How  does  its  ultraviolet  process 
work?  First  the  water  is  pumped  out  of 
the  ground  into  large  holding  tanks, 
and  then  into  a  stainless  steel  oxida- 
tion reactor.  Here  the  water  is  ex- 
posed to  ultraviolet  light  and  to  a  dose 
of  ozone  (a  highly  reactive  molecule 
made  up  of  three  oxygen  atoms)  and 
hydrogen  peroxide  (a  somewhat  less 
reactive  molecule  made  up  of  water 
plus  an  extra  oxygen  atom). 

The  ultraviolet  radiation  knocks 
loose  oxygen  atoms  from  the  ozone 
molecules  and  splits  the  hydrogen 
peroxide  molecules  into  hydroxyl 
radicals,  or  pairs  of  hydrogen  and 
oxygen  atoms.  The  hydroxyls  and  ox- 
ygen atoms  oxidize  the  toxic  chemi- 
cal, breaking  down  the  molecular 
structure.  Benzene,  for  example,  a 
common  constituent  of  gasoline,  can 
be  oxidized  to  not-so-toxic  oxalic  and 
formic  acids,  and  then  to  harmless 
carbon  dioxide  and  water. 

The  system  is  suited  to  cheaply 
removing  toxins  from  municipal  wells 
and  groundwater.  But  it  is  not  eco- 
nomic for  oxidizing  large  amounts  of 
chemicals  when  there  is  not  much 
water  present.  In  short,  if  you  have  a 
puddle  of  poison  on  your  building 
site,  On-Site  can't  help  you.  ^M 
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Bargain  chips 


■^^■L'JAIj!i/!^;VI:i'l,'Jl^^!Mj■^^M!iilliM■■ 


Michael  ^.^,„^.:^~^  .^  ^.:esldentof 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


Computer  stocks  Apple  and  Com- 
paq took  a  sharp  nosedive  this  spring, 
then  dragged  down  in  their  wake  an 
assortment  of  related  technology 
stocks,  including  some  smaller  com- 
puter manufacturers  (e.g.,  Dell),  disk 
drive  makers  and  suppliers  (Seagate, 
Quantum),  software  writers  (Micro- 
soft, Borland)  and — not  least — the 
semiconductor  stocks.  Does  this 
shotgun  rejection  of  the  high-tech- 
nology group  really  make  sense?  Or 
has  unselective  selling  opened  up 
selective  bargains.^ 

Yes,  the  selloff  has  opened  up  buy- 
ing opportunities  in  the  semiconduc- 
tor group.  A  computer  scan  of  the 
Zacks  earnings  estimate  database  pro- 
duced the  following  rather  surprising 
nugget  of  information:  When  a  di- 
verse set  of  premium  science  and  tech- 
nology stocks  is  ranked  in  order  of  the 
magnitude  of  recent  earnings  esti- 
mate upgrades  for  the  current  fiscal 
year — that  is,  upgrades  announced 
within  the  past  30  days — six  of  the  top 
ten  stocks  turn  out  to  be  semiconduc- 
tor companies.  The  most  interesting 
four  are  tabulated  here.  These  up- 
graded earnings  estimates  have  been 
emerging  in  the  very  teeth  of  a  sharply 
downtrending  market.  What  could 
account  for  the  analysts'  optimism.^ 

The  answer  calls  for  a  look  behind 
the  numbers.  It  appears  that  Intel, 
Advanced  Micro  and  vi.si  are  indeed 
potential  buys,  but  that  Micron  Tech- 
nology is  not. 

Micron  induced  one  earnings  up- 


grade after  another  for  its  spring  quar- 
ter, which  ended  May  31.  Estimates 
climbed  from  10  cents  to  25  cents, 
which  turned  out  to  be  the  quarterly 
result.  Hence  the  dramatic  percent- 
age jump  in  estimates.  But  one  analyst 
has  already  cut  his  next  quarter's  esti- 
mate from  40  cents  to  25  cents. 

Estimates  on  Micron  are  so  volatile 
because  its  business,  memory  chips,  is 
volatile.  Memory  chips  are  commod- 
ities; indeed,  there  is  serious  discus- 
sion about  establishing  a  futures  mar- 
ket in  these  chips,  like  that  for  pork 
bellies.  Until  such  a  market  appears, 
some  traders  choose  to  play  this  stock 
instead,  and  investors  should  be  alert 
to  this  trading  activity.  In  short,  the 
number  on  the  table  is  just  a  point 
reading;  it  does  not  suggest  a  predict- 
able trend  for  investors. 

For  the  other  three  semiconductor 
companies,  which  do  not  produce 
commodity-type  chips,  the  logic 
behind  the  increased  estimates  is  in- 
triguing. Begin  with  the  price  of  desk- 
top computers.  Last  autumn,  you 
might  have  paid  $6,000  for  a  fully 
loaded  computer  using  the  Intel 
80386  microprocessor.  Now  the 
same  machine  costs  from  $2,500  to 
$3,500 — or  about  a  50%  drop  in  price 
in  just  nine  months.  With  the  drop  in 
price  has  come  a  broadening  in  the 
market  and  in  the  volume  of  sales. 
Over  on  Apple's  side  of  the  street,  we 
know  that  price  cuts  have  brought  a 
boom  in  sales  of  the  Macintosh 
Classic.  As  powerflil  machines  grow 
plentiful  and  cheap,  they  essentially 

Stocks  down,  estimates  up 

Company  Earnings    Recent 

upgrade      price 


Micron  Technology 

120% 

12 

Advanced  Micro  Devices 

20 

12 

VLSI  Technology 

7 

8 

Intel 

5 

45 

Source;  Telescan  Houston;  Zacks 


The  commoditization  of  desktop  comput- 
ers has  hurt  manufacturers  but  helped 
suppliers  of  the  microprocessors. 


become  commodity  products. 

SkillRil  mass  marketers  of  comput- 
ers (like  Dell,  Zeos,  Northgate  or 
Tangent)  are  at  home  in  this  environ- 
ment, but  obviously  the  premium - 
priced  computer  manufacturers  do 
not  like  the  trend.  Their  prices  don't 
just  shift  down;  they  are  torn  down. 
Understandably,  they  will  seek  to 
convey  their  price  problems  on 
through  to  their  suppliers.  They  can 
bring  price  pressure  to  bear  with  par- 
ticular effect  on  manufacturers  of  in- 
terchangeable commodity-type  com- 
puter components  like  disk  drives  or 
memory  chips.  Drives,  for  example, 
are  all  pretty  much  alike,  sold  on  price. 
Hence  the  slump  in  the  drive  group. 
But  what  about  semiconductors.^ 

Unlike  memory  chips,  micro- 
processor chips  are  very  special. 
Microprocessors  contain  much  of  the 
value  in  a  finished  computer.  Tom 
Thornhill,  a  Montgomery  Securities 
senior  analyst  in  semiconductors,  un- 
derlines this  point:  "Without  the 
microprocessor,  a  computer  is  just  a 
box."  Because  microprocessors  are 
emphatically  not  commodities,  their 
manufacturers  have  little  to  fear  in  the 
way  of  price  pressure  from  computer 
manufacturers.  The  manufacturers 
are  dependent  upon  these  key  chip 
suppliers,  not  vice  versa.  To  micro- 
processor makers,  the  big  volume  in 
the  new  mass  market  for  desktop 
computers  translates  into  better  earn- 
ings, not  worse. 

Until  recently  the  80386  micro- 
processor was  a  monopoly  product 
for  Intel.  Advanced  Micro  Devices  is 
sLiccessfijIly  pushing  into  this  market, 
so  now  there  are  two  sources.  But  the 
two  chips  are  not  exactly  alike,  and  in 
any  event,  two  suppliers  don't  add  up 
to  an  oversupply.  The  microproces- 
sors are  often  nested  in  a  surround  of 
chips  manufactured  by  VLSi  Technol- 
ogy, and  vi^i  supplies  Apple  with 
chips  as  well.  All  three  of  these  semi- 
conductor companies  are  benefiting 
from  what  analysts  like  to  call  "the 
commoditization"  of  desktop  com- 
puters. Microprocessor  sales  are  up, 
yet  their  margins  are  not  being  whit- 
tled down  like  those  of  the  computer 
manufacturers  or  other  component 
suppliers.  This  accounts  for  the  opti- 
mistic earnings  upgrades  and  for  the 
semiconductor  stocks'  exceptionally 
good  value.  ■■ 
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¥)u  can  bet  that  5  yean 
thrust  levels  will  go  down  anc 


You'll  find  better  odds  in  Monte  Carlo. 
The  reality  is,  tomorrow  will  look  a  lot  like 
today — only  harsher 

The  GE90  was  specifically  designed  to  let 
you  face  the  future  with  confidence.  Low 
noise  levels  increase  your  landing  options. 
Reduced  emissions  let  the  world — and  you — 
breathe  easier  Improved  SFC  fuels  your 
bottom  line. 

And  high  thrust  capability — designed-in 
from  day  one — means  this  is  an  engine  that 
grows  with  you.  Comfortably  Through  every 
version  of  the  new  widebody  twins. 

The  choice  is  yours.  You  can  bet  your 
future  on  wishful  thinking. 

Or  you  can  buy 
this  engine. 


GE  Aircraft  Engines 

Keeping  the  Promise 


rom  now  oil  will  be  cheap, 
eliability  woritbe  an  issue. 
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Consumers  are  getting  tired  of  all  the  "new"  products 
clogging  retail  and  supermarket  shelves.  Is  it  time 
to  turn  off  the  spigot? 

Why  "new" 
is  old  hat 


J 
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"New  AND  improved"  are  the  words 
that  have  driven  the  marketing  of 
consumer  products  since  World  War 
II.  But  that  era  is  ending.  "Newness 
used  to  have  a  cachet  all  by  itself,"  says 
John  Costello,  president  at  A.C.  Niel- 
sen. "It  doesn't  anymore." 

Marketers  are  having  an  increasing- 
ly tough  time  coming  up  with  "new" 
products,  let  alone  getting  them  off 
the  ground.  The  results  include 
mounting  marketing  costs  and  failure 
rates,  and  falling  return  on  new  prod- 
uct investment.  Some  examples: 

■  In  1988  Clorox  tried  to  introduce 
detergent  with  bleach.  But  to  make  it, 
Clorox  needed  to  get  at  least  a  4% 
market  share  of  the  $3.5  billion  deter- 
gent market.  The  only  way  to  achieve 
that  would  have  been  to  spend  so 
much  on  promotion  that  profits 
would  have  vanished.  Result:  The 
product  died  in  test  market. 

■  Remember  the  cordless  electric 
screwdriver?  Big  hit  for  Black  & 
Decker,  with  $100  million  in  sales 
back  in  1987.  But  how  about  the 
cordless  electric  ratchet,  introduced 
in  1989?  Black  &  Decker  hoped  it 
would  bring  in  about  $20  million  in 
sales.  Says  William  Hill,  the  product's 
director  of  development:  "I  wouldn't 
say  we  were  unhappy,  but  that's  not 
what  our  customers  would  say." 

■  Campbell  Soup  Co.  trotted  out  its 
Fresh  Chef  line  of  refrigerated  salads 
and  soups  in  1987,  despite  marginal 
test  market  results.  No  matter.  Camp- 
bell management  factored  in  a  healthy 
dose  of  hope  and  launched  the  mar- 
keting equivalent  of  football's  Hail 
Mary  pass.  Oops.  Pass  incomplete. 
No  more  refrigerated  salads. 

Each  of  these  cases  could  be  ex- 
plained away  as  an  example  of  the 
truism  that  not  all  new  products  make 
it.  But  something  more  profound 
seems  to  be  going  on. 

"We're  much  more  carefijl  about 
pulling  the  trigger  with  new  prod- 
ucts," says  Campbell  North  America 
President  Herbert  Baum.  In  1989 
Campbell  introduced  156  new  prod- 
ucts, many  of  them  duds.  Last  year 
Campbell  launched  only  130  new 
protiucts.  Says  Baum:  "We're  tough- 
er on  ourselves  when  it  comes  to 
looking  for  a  point  of  difl'crcnce  in  a 
new  product." 

Part  of  the  problem   is  all  the 

clutter  on  the  shelves.  In  the  past 
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seven  years  supermarket  selling  space 
has  grown  2.5%  a  year,  while  the 
number  of  products  stocked  has 
grown  7.4%  a  year.  Last  year  10,301 
new  food  products  hit  the  supermar- 
ket shelves — almost  double  the  num- 
ber in  1984.  "We've  flat  run  out  of 
warehouse  space,"  says  Richard 
Keeney,  vice  president  of  grocery 
products  at  Fleming  Cos.,  the  na- 
tion's largest  food  wholesaler. 

The  marketing  people  can't  blame 
consumers  for  sending  mixed  signals. 
Household  trials  of  new  products  sold 
through  supermarkets  are  down  33% 
in  the  last  ten  years — shoppers,  in 
short,  are  less  inclined  to  take  unfa- 
miliar products  home  to  try  them  out. 
And  repeat  purchases  by  the  dwin- 
dling number  of  those  who  do  try 
have  fallen,  too. 

Look  at  what's  happening  in  break- 
fast cereals.  In  1984,  11  new  brands 
took  an   average   market  share   of 
0.41%  each.  In  1989,  32  new  cere- 
als  hit   the   shelves,   but   average 
share  had  dropped  to  0.23%.  Last 
year,  only  1 1  new  brands  were  intro- 
duced. And  that  failed  to  stop  the 
slide.  Average  share:  0.18%. 

Consumer  product  companies  face 
a  real  dilemma.  The  public's  enthusi- 
asm for  new  products  is  flagging  just 
as  the  costs  to  launch  new  products 
are  climbing.  The  companies  need 
bigger  market  shares  to  finance  devel- 
opment costs  but  are  getting  lower 
shares  from  uninspired  consumers. 

Back  to  the  food  business:  Manu- 
facturers qiust  pay  supermarkets  up  to 
$9  million  per  launch  in  so-called 
slotting  allowances  just  to  get  a  prod- 
uct on  the  shelves  nationally;  this  is  a 
cost  that  didn't  exist  five  years  ago. 
Add  to  that  sharply  higher  advertising 
costs  to  get  any  message  heard  above 
the  din  of  the  overstocked  bazaar.  A 
new  cereal,  for  example,  soaks  up  $20 
million  to  $40  million  in  ad  and  mer- 
chandising expenditures  its  first  year. 

Solution?  "We've  got  to  get  more 
disciplined  about  what  we  intro- 
duce," says  William  LaMothe,  chief 
executive  of  Kellogg  Co.  "The  odds 
against  a  blockbuster  are  huge."  But 
he  isn't  taking  his  own  advice. 

This  year,  LaMothe  expects  the 
industry  to  bring  out  even  fewer  new 
cereals  than  it  did  in  1990.  One  of 
those  will  be  Keilogg's  Double  Dip 
Crunch,  a  presweetened  nutty  mix. 


joining  several  such  cereals  already  on 
the  market.  To  make  money,  says 
LaMothe,  Double  Dip  Crunch  needs 
at  least  0.6%  or  0.7%  market  share — 
more  than  triple  the  average  share  for 
new  cereals  last  year. 

The  consumer's  waning  infatua- 
tion with  newness  shows  up  in  areas 
other  than  the  supermarket  shelf.  Re- 
ferring to  Black  &  Decker's  cordless 
ratchet,  Lonnie  Fogel,  an  avid  do-it- 
yourselfer,  says:  "1  could  have  used 
one.  But  instead  1  bought  a  $4  adapt- 
er for  my  Black  &  Decker  drill  that  did 
the  same  thing  for  my  needs." 

Or  consider  Black  &  Decker's  ill- 
fated  cordless  scaib  brush.  That  prod- 
uct, introduced  in  1982,  required  so 
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much  advertising  to  sell  400,000 
units  a  year  that  all  profits  were  wiped 
out.  "That's  why  1  stepped  out  of  the 
consumer  business  after  15  years," 
says  a  former  new-product  manager  at 
Black  &  Decker,  who  moved  ewer  to 
an  industrial  manufacturer.  "You  end 
up  saturating  any  market  with  ideas." 

No  one  is  agitating  to  close  down 
the  patent  ofike.  Real  innovation  will 
always  move  markets.  The  compact 
disc,  for  instance,  has  changed  the 
face  of  consumer  electronics.  Now 
Sony  Corp.  is  changing  the  face  of  the 
compact  disc  business  with  its  an- 
nouncement of  a  system  that  allows 
tiny  optical  CDs  to  record  music  as 
well  as  play  it. 

But  in  a  broad  range  of  consumer 
product  businesses,  real  innovation 
has  gotten  much  harder  to  achieve. 
Ring  around  the  collar?  The  dirty 
shirts  still  go  into  a  washing  machine 
that  jiggles  them  around  in  soapy 
water.  By  now,  both  the  machine  and 
the  soapy  water  have  been  thoroughly 


refined,    making    further    improve- 
ments increasingly  marginal. 

"We're  bumping  up  against  a  lot  of 
fixed  standards,"  says  K.  Bradley  Pax- 
ton,  director  of  Kodak's  electronic 
imaging  research  labs.  "You've  got 
the  National  Television  Standard 
Code  for  video,  with  500  vertical 
lines,  and  all  the  camcorders  are 
geared  around  it.  Ultimately,  you 
reach  a  plateau  until  someone  devel- 
ops a  1,000-line  standard." 

"There's  simply  less  to  want,"  says 
Pamela  Webb  Moore,  a  partner  at 
Synectics,  Inc.  in  Cambridge,  Mass. 
Its  business  is  brainstorming  with 
manufacturers  to  shake  up  hidebound 
thinking  and  unearth  hidden  needs 
for  new  products.  But  Moore  says 
these  days  she  mostly  comes  up  with 
innovative  ways  to  sell  product  char- 
acteristics that  already  exist. 

"Take  shampoo,"  she  says.  "You 
can't  really  wish  for  anything  more  in 
a  shampoo.  Now  the  real  creativity  is 
applied  to  inventing  a  point  of  difter- 
ence."    Which    is    what    Svnectics 
helped  Gillette  do  for  Silkience  sham- 
poo in  the  early  Eighties.  With  Syn- 
ectics'   counsel,    Gillette    posi- 
tioned Silkience  as  a  shampoo 
that  homes  in  on  the  part  of  the 
hair  shaft  that  needs  cleaning 
most.      "All      other 
shampoos    do    that, 
too,"  concedes  Moore,  "but  Gillette 
was  the  first  one  to  say  so." 

Those  steeply  rising  costs  for  new 
products  have  also  helped  stifle  real 
innovation.  In  all,  a  brand-new  prod- 
uct can  cost  as  much  as  $40  million  to 
introduce.  At  the  same  time,  required 
payback  periods  have  shrunk  to  as 
little  as  1 8  months  from  around  three 
years.  Chances  of  making  any  return 
at  all  have  gotten  perilously  slim. 

"You  can't  get  real  innovation  with 
an  18-month  payback  requirement," 
says  Tod  Johnson,  president  of  npd 
Group,  a  market  research  firm.  He  has 
a  rule  of  thumb  for  what  constitutes  a 
real  innovation:  "Basically,  if  you 
don't  need  a  new  plant  to  make  it,  it's 
probably  not  that  difterent  from 
what's  out  there  already." 

What  about  the  Silkience  solu- 
tion— a  clever  sell  fi.ieled  by  high- 
octane  advertising?  Madison  Avenue 
has  been  straining  hard  to  do  just  that, 
but  in  most  cases  buyers  have  wised 
up.  According  to  Research  Systems 
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Corp.,  an  advertising  testing  compa- 
ny, the  persuasiveness  of  advertising 
has  fallen  close  to  30%  in  the  last  ten 
years.  Why?  Because  commercials 
don't  have  very  persuasive  messages 
to  deliver  anymore. 

When  he  ran  the  Ted  Bates  agency, 
advertising  patriarch  Rosser  Reeves 
insisted  that  a  "'unique  selling  propo- 
sition'"— USP — must  drive  all  adver- 
tising. But  in  the  new  era  of  soft 
images  and  type -free  white  space,  this 
kind  of  advertising  is  out  of  style. 

"USP  hasn't  been  around  since  the 
early  Eighties,"  says  Anthony  Mor- 
gan, executive  vice  president  of  ad 
agency  tbwa.  "Nowadays,  we're 
dancing  on  the  head  of  a  pin.  My 
creative  department  yearns  terribly 
for  the  chance  to  make  ads  with  a 
unique  selling  proposition.  Advertis- 
ing has  got  to  start  with  facts.  The 
products  themselves  don't  provide 
those  facts." 

The  solution  to  the  current  woes 
has  become  part  of  the  problem.  To 
reduce  risk  and  shave  introduction 
costs,  consumer  product  manufactur- 
ers are  sticking  as  close  to  home  as 
possible.  So-called  line  extensions — 
new  wrinkles  on  accepted  products — 
reign  supreme  in  new  product  labs. 
New- product  executives  are  being 
discharged  right  and  left,  at  who 
knows  what  ultimate  cost. 

"You  have  to  be  unafraid  of  being  a 
fool  to  create  things,  and  large  com- 
panies don't  think  that  way,"  says 
Stanley  Mason,  who  developed  the 
first  shaped  disposable  diaper,  when 
he  was  vice  president  of  development 
at  the  old  American  Can.  Mason  now 
runs  his  own  new-product  develop- 
ment company.  Manufacturers  look- 
ing for  innovation  increasingly  buy  it 
off  the  shelf  from  Mason  and  others 
like  him.  Recently,  Mason  was  mus- 
ing about  what  it  "felt  like"  to  be  a 
berry  in  a  p.ew  harvester  his  company 
was  workii  ;g  on.  "Tell  the  big  compa- 
ny you  vvork  for  that  today  you're 
imagining  youi;  c!f  as  a  berry  and  they 
say,  'Get  rid  of  that  guy!'  " 

What's  wroijei  with  buying  innova- 
tion on  the  out-  'i-^  Plenty,  says  C.K. 
Prahalad  of  the  rsity  of  Michi- 

gan. "You  can't  i.  -x  it.  You  buy  a 
piece  here,  you  bu_,  itce  there,  but 
when  you  put  it  all  .ether,  will  it 
spell  mother?"  Right  \ ,  it  mosdy 
spells  zzzzzzzzz.  -  J.L.     ■■ 


Marketers  find  that  customers 

stay  away  in  droves  when  offered  the  chance 

to  call  a  900  number. 

Nobody's  home 


By  Rose  Horowitz 

Most  of  the  buzz  about  900  phone 
numbers  has  been  about  what  a  rip-ofT 
they  are.  That's  because  most  people 
associate  these  numbers — which  carry 
higher  fees  than  do  normal  phone 
tariffs — with  the  proliferation  of  credit 
card  scams  and  lurid  phone-sex  ser- 
vices. That's  why,  when  it  comes  to 
using  900  numbers  for  marketing  pro- 
motions, consumers  aren't  calling. 

Last  Christmas,  for  example,  Proc- 
ter &  Gamble  ran  a  special  $25,000 


P&G's  Old  Spice  promotion 

Most  contestants  wrote  in. 


sweepstakes  for  its  Old  Spice  line.  It 
seemed  like  a  good  idea  at  the  time:  A 
900  number  gave  respondents  a 
handy,  immediate  way  to  enter  the 
contest,  while  the  75 -cent  charge 
would  help  offset  some  of  the  promo- 
tion costs.  But  the  contestants 
weren't  so  dumb.  Of  the  250,000 
who  entered,  only  24,000  dialed  in. 
The  rest  just  wrote,  p&g  says  it's 
dropping  the  idea  of  a  900-line  Old 
Spice  promotion  for  next  Christmas. 
"Only  one  in  ten  900-numbcr  pro- 
motions comes  close  to  success,"  says 


Brad  Wendkos,  president  of  Phone- 
works,  which  has  the  difficult  job  of 
helping  marketers  set  up  such  promo- 
tions. "Most  packaged-goods  900 
numbers  fail  big  time." 

One  factor  is  the  unsavory  image 
phone-sex  services  have  given  other 
900  numbers.  But  the  bottom  line  is 
that  consumers  know  they're  being 
had  with  the  dialing  fees,  which  are 
often  around  $2  a  call.  Why  pay  the 
marketer  who's  trying  to  sell  you 
something? 

Some  companies  pledge  to  donate 
part  of  their  900  revenue  to  charity. 
That  isn't  working,  either.  Last  year 
Ultra  Slim-Fast  advertised  a  $2-a-call 
hot  line  in  conjunction  with  the 
March  of  Dimes,  telling  callers  how  to 
participate  in  the  charity's  WalkAmer- 
ica  program  and  promising  75  cents 
out  of  each  call  to  the  cause.  Ultra 
Slim -Fast  advertised  the  promotioh 
to  42  million  households.  Only  2,000 
people  called,  and  the  March  of 
Dimes  ended  up  making  $  1 ,500  from 
the  calls. 

There  are  a  few  scattered  successes. 
Gillette's  900  promotion  for  Right 
Guard  Sports  Stick  deodorant  en- 
courages young  men  to  pay  95  cents 
via  a  900  number  to  enter  a  contest  in 
which  they  are  asked  to  name  the 
leader  at  the  halfway  point  in  14 
Nascar  Winston  Cup  Series  auto  races 
this  year.  That's  a  demographic  group 
that  has  eluded  Gillette  in  other  pro- 
motions. So  far,  95%  of  the  1  million 
responses  have  come  via  phone. 

But  some  companies  are  uneasy 
with  the  concept,  even  when  it  works. 
McDonald's  ran  a  successfiil  900  pro- 
motion, but  the  company's  brass  are 
still  lukewarm  to  the  idea.  Says  Craig 
McAnsh,  a  McDonald's  marketing 
manager,  "I  don't  think  it's  right  to 
have  customers  pay  for  the  benefit  of 
contacting  us."  ^M 
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Moving  in  Quality  Circles 

Applied  Metelligence  from 
Fans  teel/Washington 
Manufacturing 
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For  a  supplier  of  metallurgical  products  to 

today's  industry,  Statistical  Process  Control 

(SPC)  is  a  way  of  Ufe. 

The  theory  of  SPC  is  easily  taught. 

However,  theory  doesn't  feed  the  bulldog. 

And,  as  the  saying  goes,  "If  you  want 

something  done  right.  .  " 

So  we  did.  At  Fansteel/Washington 

Manufacturing,  Quality  Circles  were  formed  to 

teach  the  appUcation  of  SPC  to  ourselves. 

etelligence- 

Both  management  and  Une  workers  are 
included.  Does  it  work? 

Ask  John  Deere,  or  Matsushita/Whirlpool  Floor 
Care  Company,  or  Toro  Wheelhorse,  or  Maremont, 
or  any  of  our  other  customers  who  require  the 
quality  to  be  manufactured  in,  through  SPC. 
AppUed  Metelligence  at  Fansteel/Washington 
Manufacturing  means  moving  in  QuaHty 
Circles.  It's  one  more  reason  it  will  pay  you  to 
know  more  about  us. 


Washington  Manufacturing  supplies  wire 
forms  and  fasteners  to  a  wide  variety  of 
industries  ranging  from  appliances  to 
recreational  products. 


1  Tantalum  Place 

North  Chicago,  IL  60064 

708-689-4900 
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Wild  neckties  sell  when  tlie  economy  is  cool, 
and  bland  ones  sell  when  the  economy  heats  up. 
What  will  the  trendsetters  be  wearing  this  fall? 

Recovery  ties 


By  Katarzyna  Wandycz 
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Do  TIK  STYLES  forecast  the  economy, 
the  way  skirt  lengths  used  to  forecast 
the  stock  market? 

If  so,  better  times  may  be  just 
aroimd  the  corner.  It's  all  in  the  ties. 

Examples:  Back  in  the  booming 
late  1960s,  muted  silk  rep,  paisley  and 
club  ties  were  in. 

With  the  stagflation  of  the  1970s, 
flashy  tics  came  into  vogue — or  rath- 
er, back  into  vogue:  Grandsons  raided 
their  grandfathers'  old  tie  collections 
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for  wide  silk  ties  of  the  1930s  and 
1940s — the  louder  the  better. 

The  flying  1980s  found  the  Sher- 
man McCoys  accessorizing  their  be- 
spoke suits  and  $1,000  New  &  Ling- 
wood  shoes  with  muted  paisley  and 
club  ties  again.  (The  infamous  yellow 
power  tie  was  just  a  loud  backlash 
from  the  wannabes.) 

So  where  are  we  now?  Look  to  the 
necks  of  fashion  plates  like  Michael 
McCarty,  a  31 -year-old  stockbroker 
with  New  York's  Cowen  &  Co. 

In  the  late  1980s  McCarty  wore 
conservative  custom-made  suits  and 


classic  Hermes  ties  at  $100  a  pop. 

McCarty  hasn't  bought  a  custom- 
made  suit  or  a  pair  of  New  &  Ling- 
woods  since  1987.  But  like  those 
stylish  Parisian  secretaries  who  man- 
age to  look  great  on  tight  budgets  by 
adding  accessories,  McCarty  contin- 
ues to  buy  expensive  ties.  What  kinds 
of  ties  are  in?  The  loud,  the  whimsical, 
the  silly. 

McCarty  is  not  alone.  The  $1  bil- 
lion U.S.  retail  tie  business  grew  by 
15%  last  year,  while  sales  of  suits  were 
down  and  shoes  were  flat.  This  year  tie 
sales  continue  to  grow  at  double -digit 


rates,  despite  price  increases  of  as 
much  as  45%.  Some  of  that  increase  is 
a  result  of  the  rising  price  of  silk,  but 
mainly  it's  tie  makers  making  hay 
while  they  can.  So  enticing  is  the  tie 
trade  that  even  Tiffany  &  Co.  has  just 
brought  out  a  line  of  neckties,  priced 
at  $85. 

"A  tie  is  the  only  acceptable  way  we 
men  can  be  peacocks,"  says  Stefano 
Basilico,  a  director  of  New  York's 
Sonnabend  Gallery.  Last  year  Basilico 
took  fewer  cab  rides  to  save  money. 
But  he  didn't  give  up  buying  his 
favorite  Emilio  Pucci  ties,  which  run 
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from  $80  to  $90. 

Rick  Rector,  senior  vice  president 
of  New  York's  Bergdorf  Goodman, 
says,  "Businessmen  are  having  more 
fun  with  their  ties,  and  are  exhibiting 
more  individuality.'''  Call  them  whis- 
ding-through-the-graveyard  ties. 

Today's  peacocks  are  likely  to  go 
for  loud  floral  patterns,  bold  geomet- 
ric designs  or  overblown  paisleys.  You 
also  see  small-pattern  ties  that  look 
traditional  from  a  distance  but  turn 
out  to  be  something  quite  diiferent, 
even  goofy.  Ferragamo,  for  example, 
sells  an  $80  tie  with  a  seemingly  bor- 
ing pattern;  on  closer  inspection,  it 
reveals  little  cowboys  and  Indians. 
Designer  Alan  Flusser  is  having  great 
success  with  a  $75  tie  that  sports 
dozens  of  tiny  faces  of  Marilyn  Mon- 
roe. A  new  $70  tie  from  Gianfranco 
Ferre  (Forbes,  June  24)  looks  like  a 
regular  paisley.  But  close  up,  the  pais- 
ley turns  out  to  be  a  globe  (seep.  307). 

Then  there  are  ties  with  eclectic 
patterns  composed  of  everyday  items. 
Some  are  as  tasteless  as  they  are  ex- 
pensive. For  $60,  for  example,  Nicole 
Miller  sells  a  tie  with  a  pattern  com- 
posed of  mouthwash  bottles  and 
toothpaste  tubes  and,  if  you  look 
closely,  condoms. 

These  kinds  of  ties  started  to  get 
popular  about  two  years  ago — not 
long  before  the  economy  started  los- 
ing steam.  A  sure  sign  they've  run 
their  course:  Manhattan  streets  are 
already  flooded  with  $5  knockoffs. 

So  what  will  be  on  the  racks  this  fall? 
Tie-economy  theorists  take  note: 
Some  of  the  muted  classic  designs  are 
making  a  comeback.  Look  for  club 
ties  and  des  with  tight  geometric  or 
floral  patterns,  similar  to  those  of  the 
1980s.  The  hot  colors  this  year  will  be 
cool:  brick,  mauve,  gold,  olive,  mus- 
tard, pumpkin  and  cranberry. 

The  silk  rep  tie  is  likewise  reappear- 
ing. You'll  see  traditional  stripes  and 
color  combinations. 

But  this  time  designers  are  adding  a 
few  new  wrinkles.  A  combination- 
stripe  tie  might  include  a  snappy  col- 
or. Or  the  fabric  may  be  patterned.  Or 
the  stripes  used  with  other  patterns — 
such  as  polka  dots.  After  all,  sellers 
don't  want  us  simply  reaching  for 
stuff  still  in  the  back  of  the  closet.  Not 
to  worry — if  the  tie  theory  holds,  we'll 
all  soon  be  much  better  able  to  afford 
replacements.  ■■ 


Using  a  personal  computer  to  write  your  will  is  fine, 
as  long  as  you  don't  have  much  to  leave  behind. 


IBM,  Esq. 


By  William  P.  Barrett 

Computer  software  programs  that 
let  you  write  your  own  will  on  a 
personal  computer  have  been  popular 
for  years.  The  bestselling  program, 
Willmaker,  has  sold  more  than 
250,000  copies  since  its  1985  intro- 
duction. Many  programs,  of  course, 
are  used  by  more  than  just  the  buyer. 

Willmaker  carries  a  street  price  of 
around  $40,  versus  around  $2,000 
for  a  lawyer  to  prepare  a  straightfor- 
ward estate  planning  package  dealing 
with  assets  of,  say,  $1  million. 

But  will  a  computer- generated  will 
stand  up  in  court?  And  are  Willmaker 
and  its  clones  sensible  substitutes  for 
lawyers? 

As  to  the  first  question:  so  far  so 
good.  Consulting  databases  of  re- 
ported cases  and  several  legal  experts, 
Forbes  couldn't  find  a  single  situa- 
tion in  which  a  computer-generated 
will  had  caused  unusual  problems. 
Nolo  Press,  the  Berkeley,  Calif -based 
publisher  of  Willmaker,  says  none  of 
its  wills  has  ever  been  struck  down. 

As  to  whether  Willmaker  can  be  an 
adequate  substitute  for  a  will  drawn 
up  by  a  trusts  and  estates  lawyer:  It 
depends  on  the  size  and  complexity  of 
the  estate.  Willmaker  works  fine  if 
your  net  estate  is  under  $600,000. 
But  above  that  amount,  estate  taxes 
may  start  to  kick  in  (and  rise  to  as 
much  as  55%).  There  are  all  kinds  of 
ways  of  lowering  or  defending  against 
estate  taxes,  of  course.  These  tricks 
include  gift:s  and  transfers  during  your 
lifetime,  certain  forms  of  trusts,  even 
life  insurance.  Willmaker  offers  littie 
help  here. 

Nor  does  Willmaker  allow  for  other 
not-so-odd  features  of  estate  plan- 
ning. For  example,  you  can't  use  Will- 
maker  to  create  trusts,  with  the  excep- 
tion of  limited  ones  for  children.  And 
you  can't  attach  unusual  conditions 
to  bequests. 

What  if  your  estate  is  sizable  but 
you  wish  to  leave  everything  to  your 


spouse?  (Bequests  to  a  spouse  gener- 
ally pass  tax  free,  no  matter  the 
amount.)  Willmaker  will  do  the  job 
but  could  leave  your  spouse  with  es- 
tate tax  problems  of  his  or  her  own, 
further  down  the  road. 

Despite  such  shortcomings.  Will- 
maker  and  similar  programs  continue 
to  sell  briskly.  The  reason  is  they're  so 
cheap  and  easy  to  use  and  update.  Pop 
the  disk  into  your  personal  computer 
and  fill  in  the  blanks  on  the  screen  for 
personal  data,  names  of  heirs  and 
what  they  will  get,  whom  you  want  as 
guardian  for  minors,  and  so  on. 

The  whole  process  takes  less  than 
20  minutes.  Punch  a  few  keys.  Voila! 
A  very  impressive -looking  document 
issues  forth  from  your  printer,  ready 
for  your  signature  and  those  of  wit- 
nesses. Anytime  you  want  to  change 
or  update  the  will,  just  whip  out  the 
disk  and  log  on. 

But  be  warned:  If  your  estate  gets 
close  to  seven  figures,  don't  let  the 
low  cost,  simplicity  and  convenience 
of  a  computer-generated  will  tempt 
you.  It's  better  than  no  will  at  all,  of 
course.  But  most  Forbes  readers  still 
need  a  pro.  Hi 
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There  really  is  a  drug  that  grows  hair.  Toupees  really 
can  be  undetectable.  Transplants  do  work,  once  and 
forever.  But  the  shiny  pate  is  a  power  statement. 


The  bald 
truth 


By  William  G.  Flanagan  and  David  Stix 


FORTHK  60  million  Americans  with 
significant  hair  loss,  here's  the  latest 
news  from  the  baldness  front. 

Drills.  It  won't  sprout  locks  on  a 
billiard  ball,  but  Upjohn's  Rogaine, 
on  the  market  since  1988,  actually 
does  stimulate  significant  hair  growth 
about  15%  to  25%  of  the  time,  after  at 
least  six  months  of  use.  It  works  best 
on  young  men  in  the  early  stages  of 
male  pattern  baldness  (andro^enetic 
alopecia)^  especially  in  the  crown  area, 
before  hair  regresses  seriously. 

In  addition,  over  half  the  time  Ro- 
gaine stems  additional  hair  loss,  and 
not  only  for  younger  men.  (The  drug 
is  not  yet  cleared  for  use  by  women.) 
The  drug  is  available  only  through 


doctor's  prescription  anci  has  to  be 
rubbed  on  twice  a  day — forever — or 
hair  loss  will  resume. 

More  than  2  million  men  worki- 
wide  have  used  Rogaine,  and  Upjohn 
reports  sales  topped  $140  million  in 
1990.  Analysts  expect  sales  of  $210 
million  in  1992.  Average  cost  to  the 
user:  about  $50  to  $60  per  month,  up 
to  $125  if  used  in  high  concentra- 
tions, or  if  mixed  with  other  drugs  like 
Retin-A. 

Warren  Waters,  33,  president  and 
owner  of  Palm  Beach  Development,  a 
New  Jersey- based  real  estate  and  con- 
struction firm,  is  one  satisfied  custom- 
er. He  started  using  it  six  years  ago  in 
tests.  "I  had  substantial  hair  loss  in 


front  and  a  half-dollar-size  bald  spot 
on  m\'  crown.  The  bald  spot  was 
completely  gone  after  several  months, 
and  the  front  is  prett)'  tlill.  It  was 
miraculous." 

But  there  were  no  miracles  for 
Hugh  Zurkuhlen,  33,  a  director  at 
Salomon  Brothers  in  New  York.  He 
was  also  in  an  original  test  group  in 
the  1980s,  and  used  Rogaine  (minox- 
idil )  twice  a  day  for  one  vear.  'Tt  grew 
tlizzy  stuff,  but  wasn't  worth  the 
bother.  I  quit  using  it." 

RttPjS.  "You'd  think  with  all  his 
money  he'd  have  a  decent  rug,"  is  the 
oft-made  remark  about  men  with  ill- 
fitting  hairpieces.  But  cost  has  less  to 
do  with  a  good-looking  hairpiece 
than  do  the  selection  of  the  maker  and 
the  grooming  and  care  given  it  by  the 
wearer.  An  attractive  hairpiece  re- 
c]uires  careful  color  matching,  fitting 
and  stvling,  as  well  as  subsequent 
grooming  and  replacement — which 
too  many  wearers  neglect. 

"One  bad  hairpiece  wipes  out  a 
thousand  good  ones,"  notes  Sy  Sper- 
ling, chief  executive  officer  of  Hair 
('lub  for  Men. 

Hairpieces  can  be  made  from  real 
human  hair  or  from  synthetic  materi- 
als, usuallv  nvlon.  The  cost  of  real 
hair:  Small  filler  pieces  could  go  for  as 
little  as  $325;  a  full  wig,  $2,000  and 
up.  The  t\'pical  man's  hairpiece  runs 
from  $1 ,000  up  to  $3,500.  Both  Paul 


Top  Priority  President  Harvey  Russo  witti  olierit  Harry  Cohen 
"One  day  they're  bald  and  the  next  day  they  have  hair." 


Russo,  who  also  sports  a  hairpiece,  prefers  synthetic  over  real 
"Sometimes  wives  panic  when  they  see  their  new  hubbies." 
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Loews  Corp.  President  Preston  Robert  Tisch 
Does. 


CBS  Chief  Laurence  A.  Tisch 
Doesn't. 


Battling  adman  Jerry  Delia  Femina 
Wouldn't. 


Huntley  Ltd.  and  Ira  Senz,  top  New 
York  specialists  who  cater  to  the  the- 
ater and  show-biz  set,  use  real,  Euro- 
pean hair.  (European  hair  has  more 
variety  of  color  without  dyeing.  But 
hair  from  India  and  Korea  is  used  by 
other  hairpiece  makers.) 

Human  hair  reacts  to  sun  and  chlo- 
rine and  needs  more  care.  Huntley 
says  you  need  a  professional  hair  stylist 
for  maintenance;  many  of  his  custom- 
ers come  in  every  two  to  four  weeks 
for  cleaning  and  styling  ($40).  Dye- 
ing runs  another  $75. 

Hairpieces  made  from  human  hair 
last  no  more  than  a  year.  The  biggest 
problem  is  the  color  of  the  hair,  which 
fades  over  time. 

Top  Priority  of  New  York  uses  pri- 
marily synthetic  hair,  made  in  France. 
The  company  claims  it  looks  more 
natural  than  real  hair,  is  water-resis 
tant,  holds  its  shape  better,  requires 
less  maintenance  and  lasts  longer — up 
to  two  years  if  you  don't  sleep  in  it. 


Inmate  Mike  Milken 
Couldn't. 


Cost:  $1,800  to  $2,500.  Most  of  Top 
Priority's  2,000  clients  come  in  for 
maintenance  ($35  to  $50)  about  as 
often  as  they  would  for  normal  hair- 
cuts and  trims. 

How  are  hairpieces  held  on?  Com- 
monly with  spirit  gum,  or  a  clear, 
double-faced  tape  which  adheres  to 
both  hairpiece  and  scalp. 

Most  wearers  of  hairpieces  remove 
them  at  night.  But  some  prefer  the 
method  used  by  the  likes  of  Hair  Club 
for  Men,  which  anchors  the  hairpiece 
to  the  user's  own  hair,  using  either  a 
polymer  adhesive  or  a  braid  that  is 
woven  into  the  hair. 

These  hairpieces  need  be  to  re- 
moved only  every  six  to  eight  weeks, 
when  the  wearer  has  a  reset,  which 
takes  about  90  minutes. 

Popularity:  Hairpieces  of  all  types 
are  by  far  the  most  popular  way  men 
treat  baldness;  over  2  million  Ameri- 
cans wear  them,  spending  some  $350 
million  annually. 


Phtjjs.  Hair  transplants  are  living, 
costly  proof  of  just  how  sensitive  some 
men  are  to  baldness — and  the  lengths 
they  will  go  to  treat  it. 

The  painstaking  replanting  of  indi- 
x'idual  hair  grafts — from  the  back  of 
the  neck  to  the  scalp — can  take  many 
months,  eight  or  more  operations, 
and  easily  cost  upwards  of  $10,000. 
And  it  still  may  not  leave  the  patient 
with  anything  like  a  full  head  of  hair. 
Yet  some  30,000  patients  spend 
about  $250  million  a  year  on  such 
treatments. 

Take  the  50-year-old  New  York 
sales  manager  of  a  computer  company 
who,  over  a  two-year  period,  spent 
almost  $30,000  to  undergo  eight 
transplant  treatments  and  four  scalp 
reductions.  (Scalp  reduction  is  anoth- 
er gruesome  surgical  procedure, 
wherein  bare  skin  on  the  scalp  is 
stripped  away. ) 

The  sales  manager  missed  an  aver- 
age of  three  days  of  work  after  each 
treatment,  waiting  for  the  resultant 
swelling  and  bleeding  to  subside. 
Once,  he  got  a  minor  infection. 

Though  injections  of  anesthetics 
made  the  operations  themselves  rela- 
tively painless,  he  dreaded  the  shots. 

He  started  out  without  much  hair 
left  at  all,  and  when  it  was  all  over, 
wound  up  with  "enough  hair  to 
comb,"  but  hardly  a  full  hairline.  'T 
didn't  expect  to  look  like  John  Tra- 
volta," he  says. 

Yet  the  hair  is  his  own,  and  it  does 
regenerate,  and  he's  glad  he  did  it:  "It 
was  important  for  my  own  sense  of 
well-being,  as  well  as  for  professional 
reasons.  I  feel  better  about  myself" 

Says  another  patient:  "I  figured 
that,  well,  I  could  have  a  fancy  sports 
car  or  I  could  get  my  hair  fixed." 

Dermatologists  say  that  transplants 
work  best  on  people  with  perceivable 
baldness,  who  have:  a)  a  good  match 
between  hair  color  and  skin  color — 
red  hair  with  ruddy  skin,  for  example; 
b)  remaining  hair  that  is  soft  and 
waxy,  rather  than  coarse;  c)  baldness 
limited  to  40%  or  less  of  scalp. 

Fighting  baldness  clearly  takes  a  lot 
of  money,  time,  patience  and  vanity. 

But  then  there  are  men  like  Chica- 
go Bulls  basketball  star  Michael  Jor- 
dan and  adman  Jerr)'  Delia  Femina. 
Flaunting  their  baldness,  they've 
shown  that  going  topless  has  quite  a 
bit  going  for  it.  Hi 
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After  four  Birdies 
And  An  eagle. 

What  more  Could 
'oupossibiyask 

FOR? 
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CAREERS 


Josie  Cruz  Natori  was  searching  for  a  partner 
in  her  apparel  business.  She  found  the  ideal 
one— right  in  her  bed. 

Cementing  a 
mamage 


By  Katherine  Weisman 

Partnerships  between  spouses 
aren't  always  easily  managed.  In  the 
garment  business,  for  instance,  the 
stormy  marriage  of  Esprit  founders 
Douglas  and  Susie  Tompkins 
wreaked  havoc  on  their  company  after 
their  1988  separation.  And  at  Simon 
8c  Schuster,  morale  hit  new  lows 
when  publishing  titans  Dick  Snyder 
and  Joni  Evans  feuded  at  the  top. 

So  one  of  the  first  things  Josefina 
and  Kenneth  Natori  did  after  they 
decided  to  work  together  was  get  rid 
of  the  desk  they  shared,  buy  separate 
ones  and  move  them  to  opposite  sides 
of  the  room.  They  wanted  to  be  to- 
gether but  not  too  much  together. 

Kenneth,  47,  and  Josie  Natori,  44, 
are  chairman  and  president,  respec- 
tively, of  $30  million  (estimated  1990 
sales)  Natori  Co.,  the  New  York- 
based  maker  of  high-priced  lingerie, 
accessories,  home  furnishings,  a  fra- 
grance and  evening  wear. 

At  Natori  both  the  company  and 
the  couple  seem  to  thrive  on  each 
other.  What's  the  Natoris'  trick?  A 
solid  marriage  to  start,  but  perhaps 
most  important,  the  wisdom  to  keep 
out  of  each  other's  hair. 

The  daughter  of  a  wealthy  Filipino 
businessman,  Josie  Cruz  once 
planned  a  musical  career.  Considered 
a  prodig)',  she  had  already  played  a 
piano  solo  with  the  Manila  Philhar- 
monic by  age  9.  Balancing  the  artistic 
talent  was  a  practical  streak  that  ulti- 
mately lured  her  to  New  York  in  1964 
f.  J  study  economics  at  Manhattanville 
L'  liege.  Soon  visions  of  being  a  clas- 
sical pianist  were  as  far  away  as  home. 
After  g!.  duating,  in  1968,  she  joined 
Baclic  Securities  as  a  stockbroker. 
Three  years  later  she  moved  to  Merrill 


Lynch,  rising  to  become  a  vice  presi- 
dent in  investment  banking. 

That  year,  on  a  blind  date,  she  met 
Kenneth  Natori,  a  third-generation 
Japanese-American  who  was  also  an 
investment  banker.  The  vivacious 
Cruz  and  soft-spoken  Natori  comple- 
mented each  other  from  the  start. 
They  married  a  year  and  a  half  later. 

By  the  mid-Seventies  Josie  was 
bored  with  public  oflFerings  and  pri- 
vate placements.  She  longed  to  start  a 
business  she  could  nm  with  Kenneth. 
So  in  1977,  a  year  after  giving  birth  to 
a  son,  Josie  quit  Merrill  to  look  for 
ideas.  The  Natoris  considered  every- 
thing from  a  car  wash  chain  to  a 
brokerage  house,  but  nothing  felt 
right.  So  Josie  returned  to  Manila  for 
inspiration.  She  found  it  in  the  dis- 
tinctive embroidery  and  applique 
work  found  in  Philippine  clothing— 
this  would  become  the  Natori  hall- 
mark. "In  looking  at  a  business,  you 
need  a  point  of  differentiation,"  she 
says.  Josie  returned  to  New  York  with 
a  bag  of  embroidered  cotton  shirts  she 
hauled  around  to  stores.  During  a 
visit  to  Bloomingdale's,  a  buyer  sug- 
gested she  make  these  into  night- 
shirts. Soon  orders  started  coming  in. 

Without  any  background  in  appar- 
el, Josie  continued  to  rely  on  retailers 
for  product  ideas,  but  she  began  to 
add  her  own  touches — venturing  into 
bold  colors  and  patterns  for  night- 
gowns instead  of  the  basic  pink,  white 
and  beige  that  struck  her  as  too  dull. 
In  those  days  Josie  showed  her  small 
collection  in  the  family's  apartment, 
with  Kenneth  Jr.  in  his  crib. 

The  first  few  years  were  lean,  and  it 
helped  that  Kenneth  remained  on 
Wall    Street.    Finally    they    took    a 


Natori's  evening- 
wear  collection 
Lingerie  leaves 
the  bedroom  and 
heads  out  for  a 
night  on  the  town 


plunge,  investing  $200,000  from 
their  savings  to  lease  showroom  space 
and  hire  two  staffers,  but  Ken  contin- 
ued working  at  Shearson  Lehman.  It 
didn't  hurt  that  Josie  had  a  generous 
father  with  deep  pockets.  In  1980 
Felipe  Cruz  built  his  daughter  a 
$500,000  factory  near  Manila. 
Timing  was  perfect.  The  new  fac- 
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Kenneth  and  Josie 
Natorl  in  the  Naton 
design  center 
Separate  jobs, 
separate  desks, 
same  business, 
solid  marriage. 


tory  allowed  the  Natoris  to  get  their 
lingerie  into  stores  when  tastes  were 
changing  and  demand  for  fancy  un- 
dergarments was  growing.  By  1985 
sales  had  grown  to  $10  million,  and 
Josie  needed  help  to  expand  the  busi- 
ness. "It  was  more  than  1  could  han- 
dle properly,"  she  says.  So  she  started 
a  search  for  an  executive  to  help — 


only  to  realize  the  person  she  needed 
was  right  at  home.  Leaving  his  job  as  a 
managing  director  at  Shearson,  Ken- 
neth joined  her  that  November. 

Now,  in  addition  to  separate  desks, 
the  two  have  carved  out  working  roles 
that  rarely  overlap.  Josie  remains  the 
company's  creative  force,  conjuring 
up  new  products  and  working  with 


the  designers  to  execute  them.  Ken- 
neth watches  the  finances,  seeks  po- 
tential licensees  and  tracks  orders  and 
inventory.  It  was  Josie's  idea  to  add 
bras  and  panties  to  their  line.  But  it 
was  Kenneth  who  negotiated  the  li- 
censing agreement  with  a  manufac- 
turer— Bestform  Foundations. 

Lingerie  now  accounts  for  some 
80%  of  Natori's  revenues.  Other 
products — like  slippers,  travel  acces- 
sories and  linens — make  up  the  rest. 

Josie  spends  much  of  her  time  at 
the  company's  design  offices,  around 
the  corner  from  their  headquarters. 
Kenneth  goes  to  the  warehouse  in 
New  Jersey,  or  meets  with  retailers 
and  potential  licensees.  In  essence, 
they  work  separately  on  a  day-to-day 
basis.  "It's  really  a  treat  for  us  to  have 
lunch  or  dinner  together,"  says  Ken. 

"As  a  team,  the  Natoris  are  very 
special,"  says  Lynn  Manulis,  presi- 
dent of  both  Martha  and  Martha  In- 
ternational, a  small,  prestigious  group 
of  clothing  stores.  "He's  like  the 
Rock  of  Gibraltar  for  her.  He's  very 
understanding  of  her  creativity  and 
encourages  it.  But  he  is  very  pragmat- 
ic, keeps  his  finger  on  the  pulse.  Ken- 
neth gives  Josie  enough  rope,  and 
then  reels  her  in,"  says  Manulis. 

The  Natoris  readily  admit  that  the 
chairman  often  plays  policeman  to 
some  of  the  president's  ideas.  Josie 
says, she  could  come  up  with  a  new 
product  "every  two  seconds."  Ken- 
neth, a  more  methodical  type,  prefers 
to  move  one  step  at  a  time. 

Clashing  egos  often  destroy  part- 
nerships, but  the  Natoris'  egos  com- 
plement each  other.  Kenneth  is  con- 
tent to  let  his  wife  have  the  spotlight, 
and  doesn't  mind  that  she's  constant- 
ly written  up  in  women's  magazines. 
Why  not.^  "It's  a  women's  business," 
he  explains.  "I  don't  feel  comfortable 
in  lingerie  departments." 

The  Natoris  vow  that  if  business 
pressures  strain  their  marriage,  they'll 
get  out  of  the  business.  But  they  say 
that  so  far  the  business  partnership  has 
improved  their  personal  relationship. 
"Ken  could  have  stayed  on  Wall 
Street,  but  with  the  bonanza  [of  the 
1980s]  and  the  growth  of  this  compa- 
ny, we  would  not  have  seen  much  of 
each  other,"  says  Josie.  Instead  of 
driving  them  apart,  the  business  part- 
nership has  brought  the  Natoris  clos- 
er together.  Hi 
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FACES  BEH  ND  THE  F  CURES 


EDIIED  BY  JASON  2WEIG 


*'I've  privatized  myself" 

Ai-TER  40  years  of  teaching,  writing 
and  advising  governments  on  the 
merits  of  the  free  market,  Sir  Alan 
Walters,  former  chief  economic  advis- 
er to  Margaret  Thatcher,  has  taken 
the  plunge.  "I've  privatized  mysehV 
he  quips,  "arch  privatizer  that  I  am." 

Earlier  this  year  Walters,  65,  be- 
came vice  chairman  of  American  In- 
ternational Group's  new  trading  arm. 
Part  of  the  big  U.S.  insurer's  growing 
financial  services  group  ( 1990  operat- 
ing profit,  $132.5  million),  AIG  Trad- 
ing Corp.  makes  markets  in  foreign 
exchange,  precious  and  base  metals 
and  petroleum  products.  Wlien  not 
advising  traders  about  exchange  and 
interest  rates,  Walters  courts  new  busi- 
ness from  central  bankers  and  other 
muck-a-mucks  in  the  world  market. 

What  led  to  this  unlikely  alliance? 
Walters  quit  as  Thatcher's  adviser  in 
late  1989  after  opposing  Britain's 
proposed  entry  into  the  European 
Monetary  System's  exchange  mecha- 
nism, which  he  called  "half-baked." 
The  next  year,  an  AIG  Trading  execu- 
tive heard  Walters  at  a  seminar  and 
asked  him  to  become  a  consultant.  In 
March  Walters  joined  fiill  time. 

This  month  Walters  retires  from 
Johns  Hopkins  University,  where  he 
has  been  a  professor  of  economics  for 
the  past  15  years.  "I  got  tired  of 
academe,"  he  says.  "The  teaching  of 
economics  has  changed.  There's  less 
interest  in  policy  issues  and  more 
interest  in  modeling  and  number- 
crunching  on  a  grand  scale." 

But  Walters  will  still  advise  govern- 
ments on  economic  policy.  Soviet  Ar- 
menia has  asked  him  to  ser\'e  on  its 
redevelopment  council.  Last  year  Bo- 
ris Yeltsin  invited  him  to  be  an  adviser. 
That  may  not  pan  out  now  that  Yel- 
tsin is  seeking  monetary  aid.  "If  you 
know  what  I  think  of  aid,  you'll  see 
why,"  says  Walters.  ("Blackmail"  is 
what  he  thinks  of  it.) 

Why  drive  away  a  desperate  cus- 
tomer? Shrugs  Walters:  "You  pay  a 
price  for  your  integrity,  but  it's  well 
worth  paying."    -Carolyn  T.  Ghhr 

Skin  care  princess 

Last  monih  Georgette  Mosbacher, 
wife  of  U.S.  Secretarv'  of  Commerce 
Robert  Mosbacher,  did  some  com- 
merce of  her  own,  selling  her  prestige 


■' 


Former  Thatcher  adviser  Sir  Alan  Walters 
"I  got  tired  of  academe." 


skin  care  company.  La  Prairie,  Inc.,  to 
Beicrsdorf  A.G.  of  Germany  for  an 
estimated  $45  million. 

When  a  group  led  by  Mosbacher 
bought  it  in  1988  for  some  $30  mil- 
lion to  $35  million.  La  Prairie  special- 
ized in  some  of  the  world's  most 
expensive  skin  care  products — includ- 
ing a  $240  set  of  "cellular  cycle  am- 
poules" made  from  the  placentas  of 
Alpine  sheep.  (The  ampoules  are  said 
to  rejuvenate  the  skin.)  But  the  Mon- 
treux,  Switzerland-based  company 
did  not  then  make  cosmetics,  a  field 
Mosbacher  thought  had  promise,  so 
she  added  more  than  two  dozen  cos- 
metics products.  She  marketed  them 
as  a  combination  of  deluxe  makeup 
and  pampering  skin  care.  Mosbacher 
says  she  sometimes  even  tucked  a 
bottle  of  Windex  into  her  handbag  to 
buff  up  the  La  Prairie  display  cases  at 
stores  like  Bloomingdale's  and  Nei- 
man  Marcus.  Then  she'd  roll  up  her 
sleeves  and  work  behind  the  counter. 

Industry  gossip  has  La  Prairie  los- 
ing money,  but  the  scalding-red- 
haired  Mosbacher  bristles  at  the  ver\' 
thought.  While  she  will  not  elaborate, 
she  says  in  1990  La  Prairie's  revenues 
were  up  37%  and  earnings  doubled. 

So  why  sell?  "It  was  just  too  attrac- 
tive an  offer,"  she  says,  explaining  that 
Beiersdorf,  maker  of  Nivea  skin  cream 
and  Juvena  cosmetics,  has  the  capital 


Georgette  Mosbacher  of  La  Prairie,  Inc. 
What  will  she  do  next? 


to  compete  against  giants  like  Revlon 
and  Chanel.  Mosbacher,  44,  says  she 
will  remain  a  consultant  to  La  Prairie 
w  hile  looking  into  starting  a  new  cos- 
metics or  skin  care  firm.  She  thinks 
there  is  still  room  in  these  crowded 
fields.  "The  big  companies  are  just 
throwing  new  products  against  the 
wall  hoping  they'll  stick,"  says  Mos- 
bacher. "I  know  exactly  what  I'm 
going  to  do  next,"  she  teases,  "but 
I'm  not  going  to  tip  my  hand." 
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Indian  automaker  Chandrakant  Biria 

GM  would  make  a  nice  partner— again. 
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The  General 
and  the  Indians 

If  EVERY  TENTH  INDIAN  drovc  a  Buick, 
General  Motors  would  be  in  nirvana. 
So  would  Chandrakant  Birla,  36,  vice 
chairman  of  Calcutta-based  Hindu- 
stan Motors,  the  third-largest  auto- 
mobile manufacturer  in  that  huge 
potential  market. 

Birla's  family — India's  wealthiest 
(see  p.  176) — owns  at  least  25%  of 
Hindustan  Motors,  which  is  discuss- 
ing a  possible  joint  venture  with  GM. 
Hindustan,  India's  first  homegrown 
automaker,  was  started  by  Birla's 
grandfather  in  1942.  Its  mainstay,  the 
ISOOcc  Ambassador,  is  the  sturdiest 
vehicle  on  the  market,  but  also  the 
most  antiquated.  It  has  barely 
changed  since  it  first  rolled  oft'  the 
assembly  line  in  1957. 

Why  GM  as  a  partner.'  Birla  answers: 
"Apart  from  the  fact  that  GM  is  the 
world's  largest  automaker,  it  is  senti- 
ment. We  have  an  old  connection:  In 
1957  my  grandfather  tied  up  with  gm 
to  produce  the  Bedford  truck." 

The  second  marriage  should  be 
happier.  GM  would  be  the  first  U.S. 
automaker  to  get  into  India,  while 
Hindustan  would  get  what  GM  calls  a 
"world-class"  product.  Hindustan 
(1990  revenues,  $300  million)  pro- 
duces just  23,000  unpopularly  stodgy 
cars  per  year.  Meanwhile,  Premier 
Automobiles  produces  twice  as  many 
Fiats;    state-owned    Maruti    Udyog, 


with  help  from  Japan's  Suzuki,  pro- 
duces over  100,000  of  its  Marutis. 

India's  enormous  consumer  class 
(120  million  at  last  count)  buys  just 
1 78,000  passenger  cars  a  year,  a  num- 
ber sure  to  grow.  And  new  Prime 
Minister  P.V.  Narasimha  Rao  plans  to 
liberalize  the  economy — which 
should  boost  manufacturing  output 
and  consumer  demand.  Will  the  GM 
deal  happen?  Hindustan  and  GM  have 
been  talking  for  over  a  year,  but  noth- 
ing has  been  signed.  Says  Birla:  "We 
have  to  talk  to  the  new  government." 
But  there  could  be  a  deal  before  too 
long,  since  the  Birla  family  has  always 
stayed  on  the  right  side  of  the  govern- 
ment. Will  the  Calcutta  Cadillac  be 
next?  -Manjeet  Kripalani 

Jungle  fervor 

Lisa  Conte  is  a  sort  of  high-tech 
witch  doctor.  The  president  of  San 
Carlos,  Calif.-based  Shaman  Pharma- 
ceuticals, Inc.  brings  folk  remedies 
out  of  tropical  rain  forests,  then  re- 
fines them  in  her  firm's  laboratory. 

Shaman  plans  to  start  clinical  trials 
in  the  fall  for  its  first  product:  SP-303, 
derived  from  a  plant  that  grows  in 
several  South  American  countries. 
The  drug  appears  effective  against 
several  respirator)'  and  herpes  viruses. 

Conte,  32,  has  degrees  in  biochem- 
istry and  pharmacology,  plus  a  Dart- 
mouth M.B.A.  After  consulting  in 
the  pharmaceutical  and  venture  capi- 
tal businesses,  she  founded  Shaman  in 
1989.  Her  idea:  to  help  preserve  rain 
forests  by  finding  medicinal  plants 
that  can  be  profitably  harvested  and 
renewed.  Nearly  25%  of  all  prescrip- 
tion drugs  are  derived  from  plants. 


Lisa  Conte  of  Shaman  Pharmaceuticals 
Making  green  by  being  green? 


half  of  them  tropical.  The  rain  forests 
are  a  great  unopened  medicine  chest: 
They  harbor  most  of  the  world's 
250,000  known  plant  species,  but 
fewer  than  1%  of  their  plants  have 
been  tested  for  medicinal  properties. 

Shaman  is  the  only  firm  of  its  kind, 
although  larger  companies  are  look- 
ing into  the  field.  Eli  Lilly  markets  a 
drug  made  from  the  rosy  periwinkle 
plant  of  Madagascar  that  treats  leuke- 
mia and  Hodgkin's  disease.  Merck 
analyzes  rain  forest  plants  collected  by 
the  New  York  Botanical  Garden. 

How  can  Conte  fight  such  giants? 
From  the  ground  up:  She  sends  eth- 
nobotanists  into  the  rain  forests  to 
learn  how  local  people  use  plants. 
Once  they  find  a  plant  used  as  medi- 
cine in  at  least  three  villages.  Shaman's 
field-workers  take  specimens  back  to 
study.  They  found  SP-303  in  Ecuador 
and  Peru,  where  villagers  treat  colds, 
flu  and  herpes  sores  with  it.  Conte 
says  Shaman  has  tested  more  than  1 00 
plants  in  the  lab;  half  look  promising, 
and  3  have  patents  pending.  Among 
them:  an  antifiingal  drug  that  could 
help  treat  secondary  infections  in  AIDS 
and  cancer  patients,  and  an  analgesic 
perhaps  stronger  than  aspirin. 

Conte  has  $4  million  in  venture 
capital  and  is  seeking  $4  million  more. 
Private  investors  own  slightly  more 
than  half  of  Shaman;  the  company's 
20  employees  own  the  rest.  Conte's 
next  step:  to  form  a  joint  venture  with 
a  large  pharmaceutical  firm  that 
would  license  Shaman  products.  She 
hopes  to  have  a  deal  by  the  end  of  the 
year.  -Linda  Killian 
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Eighty  straight 
quarters  of  steady 

growth  have 

put  Freddie  Mac 

over  the  top. 


X^  reddle  Mac  has  the  healthiest  financial 
profJe  in  the  housing  finance  industry.  A 
record  of  twenty  years  of  stability  and  consis- 
tent growth  provides  investors  with  the  confidence 
that  Freddie  Mac  is  strong  enough  to  back 
their  investments. 

Net  revenue  stream  in  1990  reached  $1.3 
billion  (the  ninth  consecutive  year  it  increased), 
while  after-tax  value  of  Freddie  Mac's  net 
assets  reached  $4.8  billion  and  net  income 
reached  $4W  million.  This  financial  strength 
provides  Freddie  Mac  investors  with  quality, 
performing  investments. 

And  Freddie  Mac  works  hard  to  protect 
investments.  By  maintaining  consistently  high 
underwriting  standards,  Freddie  Mac  is  able 
to  ensure  the  credit  quality  of  the  underlying 
mortgage  loans.  For  every  $1  mortgaged, 
Freddie  Mac  has  $2  ol  property  value  backing 


that  mortgage.  In  addition,  to  minimize 
interest -rate  risk,  we  maintain  a  portfolio 
that  is  95%  securitized. 

The  total  return  on  Freddie  Mac  PCs, 
including  interest  income  and  price  appre- 
ciation, has  consistently  outperformed 
other  fixed- income  sectors  for  over  ten 
years.  Freddie  Mac's  marketable  Gold  PC^" 
offers  investors  the  shortest  payment  cycle 
available  in  the  mortgage-backed  securities 
market  today— as  well  as  the  timely  pay- 
ment of  interest  and  principal. 
Investing  in  Freddie  Mac  makes  sense  fman- 

cially  and  encourages  homeownership. 

Which  is  why  an  investment  in  Freddie  Mac  is 

a  strong  investment. 


THE  IDEA  BEHIND  ONE  IN  EIGHT 


MJk 


AMERICAN  HOMES 


Freddie  Mac 


STEADY 
FREDDIE 


THE  FORBES/BARRA  WALL  STREET  REVIEW 


BY  ER  C  S.  HARDV 


With  this  issue  we  introduce  a  market 
page  produced  in  cooperation  with 
Barra,  Inc.,  a  portfolio  manager's 
consultant  in  Berkeley,  Calif.  The 
Barra  All-US  Index,  a  weighted  aver- 
age index  of  roughly  5,000  stocks, 
replaces  the  Wilshire  5000  that 
Forbes  has  tracked  since  1981. 

Barra,  founded  in  1975  by  portfo- 
lio theorist  Barr  Rosenberg  (he  sold 
the  firm  in  I98I),  takes  statistical 
analysis  a  step  beyond  where  Wall 
Street  leaves  off.  In  figuring  the  per- 
formance of  different  industry  sec- 
tors, for  instance  (see  table)  ^  Barra 
allocates  stocks  to  multiple  industries. 
During  the  two  weeks  ended  June  27, 
the  tobacco  industry  was  the  best- 
performing  group.  But  only  about 
half  of  diversified  tobacco  giant  Philip 
Morris'  price  performance  was  attrib- 
utable to  tobacco.  According  to  the 
Barra  model,  the  price  change  of  Phil- 
ip Morris  was  also  influenced  by  three 
other  industries. 


Special  focus 


Is  the  S&P  500  advantage  over? 
During  the  1980s,  according  to 
Barra,  membership  in  the  S&P  500 
had  an  average  annual  extra  return 
of  3.5%.  But  as  early  as  1988,  the 
big-company  advantage  was  falter- 
ing; being  in  the  S&P  cost  you 
4.7%.  Apart  from  size,  the  500 
stocks  had  in  their  favor  the  fact 
that  many  billions  of  dollars  in 
index  funds  were  tied  to  them.  But 
now  other  benchmarks  are  being 
used  for  indexing  purposes. 


S&P  500  membership  factor 

1.50 

Multipler  elfect  ol  being  in  the  S&P  500 
1.40 


■80        '82 
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The  overall  market 


2400 
2200 
2000 
1800 
1600 
1400 

1200 
1000 


The  Barra  All-US  index 

Index  as  of  6/27/91 
Market  value:  $3,296  billion 
Price/book:  2.0 
P/E:  20.7 
Yield:  3.0% 


12-month  closeup 


'85 


■86 


Performance 

Last  4  weeks 
Since  12/31/90 


'87 


Price      Total  return 

-3.5%        -3.1% 
15.0  16.7 


'89 


■90 


'91 
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Closeup  on  the  market 


Index  or  investment 

Barra  All-US  index 

Sharpe/Barra  Growth  index ' 

Sharpe/Barra  Value  index  ^ 

Dow  Jones  industrials 

S&P  500 

NYSE 

Nasdaq 

Amex 

EAFE^ 

CRB  Index '^ 

Gold' 

Yen'' 

OiP 


2-week  change 
^^M      -2.3  % 
I      -0.2 

t^M  -2.2 
WKM  -2.1 
■■i  -2.1 
-3.8 
-2.2 
-1.6 
-2.3 
-0.8 


%  change  from 
1  year             record  high 

4.9% 

-4.3  % 

9.9 

-4.2 

7,0 

-3.9 

2.5 

-3.3 

5.4 

-4,1 

5.7 

-3,9 

4.2 

-6.9 

0.7 

-3,7 

11.7 

10.9 

3.3 

-23,4 

-37,8 

NA 

10.0 

19.5 

NA 
NA 

The  best  and  worst  performing  stocks                                                   1 

Best 

Price 

2-week 
change 

1991 
Eps' 

Worst 

Price 

2-week 
change 

1991 
Eps' 

South  Carolina  National 

30  1/2 

35% 

$2.37 

Columbia  Gas  System 

18 1/4 

-50% 

$1.99 

Fieldcrest  Cannon 

14  1/4 

25 

0.23 

Surgical  Laser  Tech 

6V4 

-49 

0,52 

LaserMaster  Technologies 

y'A 

24 

-0.20 

Eljer  Industries 

13'/8 

-44 

0.45 

SciMed  Life  Systems 

64 

24 

2.33      Archive 

4  1/4 

-35 

0,55 

Caroico  Pictures 

91/4 

23 

0.89 

ICF  International 

103/4 

-32 

0,82 

The  best  and  worst  industry  factors' 


Best 
Tofaacco 

Aluminum 
Aerospace 
Motor  vehicles 
Agriculture/food 


2-week 
change 

Since 
12/31/90 

Worst 

2-week 
change 

Since 
12/31/90 

3.2% 

33,2% 

Real  estate 

-5,7% 

20.6%          1 

3.1 

11.7 

Trucking/freight 

-4.6 

21.2                 y! 

2.8 

11.8 

Thrift  institutions 

-4.6 

11.6              ■'$ 

1.3 

25.4 

Pollution  control 

-4.3 

-0.5            i 

0.9 

18.2 

Gas  utilities 

-4.1 

0.6 

Note:  Data  for  period  ending  6/27/91.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
AORs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
grovrth.  ^  Total  return  of  a  portfolio  of  more  than  300  large  capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.' A  dollar-denominated  capitalization- 
weighted  index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective."  Index  of  21  commodity  futures.  "^  Knight-Ridder 
Financial  Information.  *  During  the  last  two  weeks.  'Institutional  Brokers  Estimate  System,  from  Lynch,  Jones  &  Ryan.  *  Shows  total  return  to  the  industry  factor  after  controlling  for  other  influences  including 
company  size,  value  and  grov^th  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  total  groups.  NA:  Not  available.  Principal  source;  Barra,  Inc.,  Berkeley,  Calif. 
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WHAT  THE  ANALYSTS  THINK 


BY  STEVEN  RAMOS 


S&P  500  P/E*  vs.  Aaa  bondst 


S&P  500  companies 


Aaa  bonds 


'87 


'88 


'89 


'90 


'91 


0.70 


0.50 


0.30 


0.10 


Ratio  of  estimate  increases  to  decreases 


*S&P  500  P/E  is  the  recent  price  of  the  S&P  500 
divided  Dy  estimated  earnings  over  the  next  12 
months,  t Projected  price-to-coupon  ratio  for 
Moody's  Aaa  corporate  bond  index. 


Analysts  are  more  optimistic  about  corporate  profits  than 
they  were  at  the  end  of  March.  Since  the  end  of  the  first 
quarter,  the  Institutional  Brokers  Estimate  System  S&P 
500  revisions  index,  which  measures  the  ratio  of  estimate 
increases  to  decreases  on  the  s&P  500,  has  moved  up 
approximately  19%.  "Regardless  of  what  the  newspapers 
said,  reported  earnings  for  the  first  quarter  came  in  slightly 
above  analyst  expectations,"  says  ibes  Vice  President  Rick 
Pucci.  Pucci  predicts  that  second-quarter  earnings  will  also 
be  slightly  better  than  expected. 


Forecasting  the  S&P  500 


Year 


%  change  Expected 

Estimated  current  year-to-year 

P/E         vs.  3  months  ago      EPS  growth 


1990  15.5                NA 

1991  14.4               -7% 

-7% 
2 

1992        12.3               -3 

24 

1991  estimates  for  industry  groups                      | 

Rising  estimates  Falling  estimates 

financial  svcs 
oil-integrated 


retail-apparel      „^ 

electronics 

retail  stores 


airlines 

steel  y^ 

automobiles       ^ 
heavy  trucks,  parts 
leisure  time 


What  will  the  rest  of  1991  be  like?  Not  spectacular. 
Analysts  expect  only  a  2%  increase  in  profits  for  the  S&P  500 
over  the  1990  total  of  $23.83.  Meanwhile,  Wall  Street  is 
still  cutting  forecasts  for  the  automobile  and  airline  indus- 
tries— two  groups  that  are  often  a  barometer  of  recovery. 
But  for  1992,  analysts  are  looking  for  a  recovery,  with 
profits  up  24%  over  199 1 .  Based  on  that  jump,  the  s&P  500 
is  currently  selling  at  12.3  times  projected  1992  earnings. 
If  this  rosy  forecast  holds,  it  would  be  one  of  the  best  year- 
to-year  gains  since  the  end  of  World  War  11. 


Who's  hot 

Greatest  increase  in  estimates  over  the  past  three  months 

Company/industry 

1990 
EPS 

1991  estimate 

recent     3-month  change 

P/E 

3-month 
price  change 

25% 

Reason 

Higher  commission  revenue  and  underwriting  fees 

Merrill  Lynch/securities  brokerage 

$1.59 

$4.38 

137% 

9 

Data  General/computers 

-2.27 

1.78 

125 

9 

20 

Growing  sales  of  its  Aviion  line  of  computers                      'i 

Valley  National/banking 

0.38 

1.40 

87 

17 

30 

Improved  credit  quality  and  expanded  deposits                  | 

US  Healthcare/healthcare  svcs 

1.08 

1.90 

32 

17 

14 

Increased  enrollments  and  higher  rates                              | 

Amgen/biotech 

1.85 

3.25 

30 

36 

-6 

Higher  sales  of  new  drugs  Neupogen  and  Epogen 

Who's  not                                                                                                                                                 1 

Greatest  decrease  in 

estimates  over 

the  past  three  months 

Company/industry 

1990 
EPS 

1991  estimate 

recent     3-month  change 

P/E 

3-month 
price  change 

Reason 

,' 

AMR/airlines 

$-0.66 

$0.93 

-56% 

65 

10% 

Deep  fare  discounting 

BF  Goodrich/chemical 

3.25 

1.27 

-55 

31 

-6 

Lower  chemical  prices  hurt  profits 

<\ 

Compaq  Computer/computers 

4.93 

2.62 

-55 

12 

-47 

Rising  dollar  and  slowdown  in  orders  from  computer  dealers 

I 

Bank  of  New  York/banking 

3.98 

1.74 

-52 

16 

8 

Increased  loan  loss  reserves 

ii 
i 

Tenneco/gas  utilities 

4.37 

2.15 

-49 

19 

-13 

Production  cuts  and  discounting  at  Jl  Case  subsidiary 

J 

Note:  Companies  listed  have  a  market  capitalization  of  $100  million  or  more.  Earnings  projections  are  Wall  Street  consensus  estimates  data  from  3,000  security  analysts 
compiled  by  the  Institutional  Brokers  Estimate  System,  a  service  of  Lynch,  Jones  &  Ryan  Investment  Services.  Aaa  bond  yield  forecasts  supplied  by  Blue  Chip  Economic  Advisors. 
NA:  Not  available.  NM:  Not  meaningful. 
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ADVERTISEMENT 


Dealerscope  Merchandising  Products  of  the  Month 


Allegro  ALG7008 

Designed  for  all  brands  of  camcorders 
and  accessories,  this  terrific  new  carry- 
all bag  from  Allegro  is  actually  two 
bags  in  one.  The  side  pouch  detaches 
from  the  main  bag  and  turns  into  a  con- 
venient fanny  pack  with  an  adjustable 
belt  ideal  for  batteries  and  tapes.  The 
main  bag  is  constructed  with  thick, 
high  density  walls  for  shock  protection 
and  a  reinforced  carrying  strap.  Avail- 
able in  two  sizes  from  Allegro  ...  a 
Zenith  Product.  For  more  information, 


contact  Zenith  Sales  Company,  1900  N. 
Austin  Avenue,  Chicago,  IL  60639- 
5079,  or  call  (312)  745-5150. 


FUJIX-S 

F60WIDE 

Simn  Camcorder 

Fuji  Photo  Film 
U.S.A.,  Inc.'s  Fujix-8 
F60WIDE  camcor- 
der has  a  built-in 
lens  cap  and  features 
a  6x  power  zoom  lens 
with  one-tough  conversion  to  a  "wide" 
angle  view.  Fuji's  dual-position  Multi- 
Action  Handgrip  provides  stable  hand- 
held recording  and  features  a  built-in 
recording  trigger.  It  also  converts  into 
a  low-profile  tripod  with  remote  control 
sensor.  The  F60WIDE's  Easy  Finder 
viewfinder  can  be  extended  and 
adjusted  for  individual  operators  and 
allows  users  to  see  the  entire  frame 
fi-om  as  far  as  four  inches  from  the  eye- 
piece. The  Fujix-8  F60WIDE  has  a  sug- 
gested retail  price  of  $1,250.  For  more 
information  contact  Customer  Rela- 
tions, Fuji  Photo  Film  U.S.A.,  Inc.,  555 
Taxter  Road,  Elmsford,  NY  10523. 


Murata  Business 
Systems,  Inc.  —  M750 

The  Murata  M750  facsimile  machine 
is  the  first  product  in  the  Murata  fax 
family  designed  specifically  for  home 
use.  The  M750  features  15-second  doc- 
ument transmission  speed,  a  telephone 
answering  device  connection,  a  voice/ 
fax  switch,  and  16-level  grayscale.  Its 
high-tech  black  appearance  enables 
this  compact  fax  model  to  blend  into 
any  home  environment.  The  M750  also 
features  a  convenient  copier  mode  and 
a  full-featured  telephone  with  an  extra 
phone  port.  Murata  Business  Systems 
is  located  in  Piano,  Texas.  For  more 
information  call  Murata  at  1-800-543- 
4636. 


Mita  CC-20 
Personal  Copier 

Mita's  experience  in  making  reliable, 
high-quality  copiers  is  showcased  in 
this  awEird-winning  machine.  Rated  a 


"Best  Buy"  by  a  leading  consiuner  buy- 
ing guide,  the  Mita  CC-20  turns  out  8 
perfect  copies  per  minute.  It  also  offers 
a  100  sheet  paper  tray,  copy  sizes  from 
2"  x  3  V^"  to  8  '//  x  14",  a  choice  of  5 
toner  colors  and  extended  toner  life. 
The  Mita  CC-20  is  perfect  for  all  your 
home  office  copier  needs.  For  more 
information  call  1-800-ABC-MITA, 
or  write  Mita  Copystar  Amer- 
ica, Inc.,  777  Terrace  Ave- 
nue, Hasbrouck  Heights,  NJ 
07604. 


PhoneMate 

"PAM" 

(Private 

Answering 

Machine) 

PhoneMate 
"PAM"  (Private 
Answering  Machine)  brings  voice  mail 
into  the  home/office.  When  linked  with 
any  answering  machine,  PAM  serves 
as  an  extension  module  permitting  per- 
sonalized messages  for  individual  user. 
Callers  simply  dial  the  prescribed 
2-digit  number  to  access  the  desired 
PAM  to  leave  a  message.  Used  as  a  con- 
ventional answerer,  PAM's  advanced 
features  include  one-touch  message 
control,  beeperless  remote,  personal 
memo,  call  screening  and  ring  select 
with  tollsaver.  For  information,  contact 
PhoneMate,  PO  Box  2914,  Torrance, 
CA  90509-2914,  or  call  (213)  783-7620. 


SNK  Home  Entertainment 


NEO  GEO  arrives  as  the  first  TRUE 
ARCADE  system  for  the  home.  SNK 
Home  Entertainment  moves  into  the 
gaming  future  with  24  bit  power  deliv- 
ering over  65,000  colors,  and  real  voice 
stereo  sound,  by  taking  the  exact  same 
hardware  and  software  from  its  popu- 
lar NEO  GEO  arcade  machine  and  put- 
ting it  in  your  living  room.  Two,  8  way- 
4  button  joystick  controllers  finally 
designed  for  the  adult  size  hand,  elim- 
inates tiny  control  pads  for  real  arcade 
action.  A  software  line-up  of  great 
arcade  titles  from  Baseball  Starts 
Professional,  Top  Players  Grold,  Magi- 
cian Lord,  and  many  other  sports, 
action  and  role  playing  games  are 
available.  For  more  information  Ccdl 
SNK  at  1-800-800-NEO  GEO. 
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THE  FUNDS 


While  their  shareholders  scarcely  notice,  many  mutual 
funds  are  raising  fees.  How  can  investors  fight  back?  By 
voting  with  their  feet. 


What  hath 
12b- 1  i^ought: 


» 


By  Suzanne  L.  Oliver 

In  1980  the  Securities  &  Exchange 
Commission  succumbed  to  mutual- 
fijnd  pressure  and  added  rule  12b-l 
to  the  Investment  Company  Act.  The 
rule  permitted  mutual  funds  to  bill 
their  shareholders  for  the  costs  of 
pulling  in  more  assets — that  is,  the 
costs  of  sales  literature,  newspaper 
advertising  and  brokers'  commissions 
on  new  fund  sales. 

Why  should  existing 
shareholders  pay  to  get  new 
shareholders  to  sign  up? 
Good  question.  The  indus- 
try's argument  went  this 
way:  Shareholders  would 
benefit  in  the  long  run,  be- 
cause new  customers  would 
mean  that  fund  operating 
costs  would  be  spread  over 
more  assets.  Thus,  the  ex- 
pense ratio  would  go  down, 
and  everyone  would  bene- 
fit. It  was  a  fiizzy  argument, 
but  the  SEC  bought  it. 

A  typical  I2b-1  plan  is 
the  one  that  the  Quest  for 
Value  Fund  added  in  1989. 
The  plan  calls  for  an  annual 
levy  on  the  fimd  of  50  cents 
for  every  $100  in  fijnd  as- 
sets. The  money  is  used  to 
cover  a  portion  of  the  sales 
commissions  paid  to  bro- 
kers bringing  new  custom- 
ers into  the  fund.  The  12b- 
1  assessment  hits  all  share- 
holders, no  matter  how 
long  they  have  been  there. 
Fifty  cents  per  $100  may 
not  sound  like  much,  but  it 
is  two  months  of  dividend 
income  from  the  typical  eq- 
uity fund. 


It  took  a  while  for  fund  purveyors 
to  discover  what  a  terrific  revenue 
raiser  rule  12b- 1  could  be.  Discover  it 
they  did,  though,  and  by  the  late 
1980s  more  than  half  of  all  funds  had 
these  distribution  fees  in  place.  Ac- 
cording to  Lipper  Analytical  Services, 
1 2b- 1  plans  now  bring  an  annual  $1.2 
billion  in  additional  fees  to  an  already 


prospering  business. 

It  is  time  now  to  ask:  Did  the  system 
work  out  the  way  the  industry  prom- 
iscd}  Were  existing  holders  helped  by 
having  some  of  their  assets  spent  re- 
cruiting new  assets.^ 

In  a  word,  no.  This  is  the  unmistak- 
able conclusion  from  a  review  of  the 
606  stock  and  bond  funds  in  the 
Forbes  database  that  were  around 
five  years  ago  and  have  survived  to  the 
present. 

A  third  of  the  stock  fijnds  had 
installed  12b- 1  fees  as  of  five  years 
ago;  since  then  they  have  averaged  a 
compound  annual  return  of  8.4%,  a 
fijll  percentage  point  worse  than  the 
return  for  the  average  stock  fijnd 
without  a  1 2b- 1 .  Half  the  bond  fijnds 
had  12b- Is  in  1986;  they  have  turned 
in  an  average  6.8%  annual  return,  a 
third  of  a  percentage  point  worse  than 
that  of  their  non-12b-l  competitors. 
The  poorer  results  on  I2b-1  fijnds 
are  no  surprise  when  you  look  at  what 
is  happening  on  the  expense  line. 
These  fees  certainly  aren't 
delivering  the  supposed 
savings  in  expenses.  Last 
year  the  average  expense  ra- 
tio for  equity  fijnds  was 
1.6%,  while  the  average  ex- 
pense ratio  for  equity  funds 
without  12b- 1  plans  was 
1.2%  (see  chart).  Thus, 
whatever  the  benefit  from 
spreading  fixed  costs  like 
auditing  fees  over  more  as- 
sets, it  is  more  than  offset  by 
the  cost  of  the  12b-l  fee 
itself,  which  is  included  in 
the  expense  ratio  and  cuts 
into  the  investor's  return. 

Circumstantial  evidence 
suggests  that  there  are  in- 
deed economies  of  scale  in 
fijnd  management,  but  that 
fijnd  sponsors  are  very  re- 
luctant to  pass  them  along. 
Consider  the  case  of  Frank- 
lin Resources,  a  fund  opera- 
tor that  rarely  uses  12b-l 
assessments  but  nonethe- 
less enjoys  a  large  revenue 
flow  from  several  giant 
fimds.  Franklin's  mutual 
fund  assets  under  manage- 
ment grew  from  $3  billion 
in  1983  to  $44  billion  last 
year;  over  that  same  period 
Franklin's    aftertax    profit 


.r.t^iu/-  ^  -^ 
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margin  more  than  doubled, 
from  13%  to  31%.  To  its 
credit,  Franklin  has 
brought  down  the  average 
expense  ratio  on  its  funds, 
but  that  average  is  still 
much  higher  than  the  aver- 
age ratio  at  Vanguard,  the 
low-cost  hind  family. 
Franklin's  U.S.  Govern- 
ment Securities  Fund,  for 
instance,  costs  shareholders 
0.52%  of  assets  annually, 
while  Vanguard's  govern- 
ment bond  funds  cost 
0.31%. 

Fidelity's  giant  Magellan 
Fund  is  another  example  of 
a  fiind  that  did  not  pass  on 
to  shareholders  any  econo- 
mies of  scale.  Fidelity  rarely 
imposes  separate  12b-l 
fees,  but  it  does  assess  man- 
agement fees  plus  overhead 
costs  that  are  high  enough  to  generate 
huge  revenue  from  its  largest  fijnds. 
In  1984  Magellan,  then  managed  by 
tlie  renowned  Peter  Lynch,  averaged 
$1.4  billion  in  assets  and  had  an  ex- 
pense ratio  of  1.04%,  yielding  $15 
million  of  gross  expense  revenue.  In 
its  last  fiscal  year  the  hand  averaged 
$  1 3  billion  in  assets  and  assessed  $  1 36 
million  in  expenses,  for  an  expense 
ratio  of  1 .06%.  Of  course,  it  could  not 
have  cost  Fidelity  nine  times  as  much 
to  run  Magellan  in  1990  as  it  dici  in 
1984,  but  investors  aren't  complain- 
ing— after  all,  Magellan  has  contin- 


Rising  costs 

Median  expense  ratio,  equity  funds 


1.8% 


1.6 


1.4 


1.2 


1.0 


0.8 


0.6 


0.4 


0.2 


0.0 


Funds  without 
12b-l  plans 


Shareholders 
promised 
economies  of 
scale  through 
12b-l  fees  have 
only  gotten  higher 
expenses. 


'82 


'84 


'90 


Source:  Upper  Analytical  Services,  Inc. 


ued  to  outperform  the  stock  market. 
Adding  a  12b- 1  assessment  is,  of 
course,  just  one  way  to  raise  fees. 
Another  way  is  to  bump  up  the  man- 
agement fee,  the  fee  for  selecting  the 
portfolio.  This  year  mutual  fluid 
groups  T.  Rowe  Price,  ScuddcrTSte- 
vens  &  Clark,  )&w  "SeTigman  and 
Smith  bariTey  iiicreased  management 
fees  on  someTSFtFieTr  funds.  At  Smith 


BarneyT^hianagement  fees  on  four 
funds  were  raised  an  average  of  43%. 
Scudder  raised  the  managemcnj^Jee 
on  its  Development  Fiind^Jrom  0.9%. 
to  i'%,  by  ellminating  the  breakpoint 


at  which  the  management 
fee  scaled  down  as  aj)ercent 
ofassetsT 

So,  far  from  cutting  ex- 
penses as  they  get  more  as- 
sets under  management, 
fund  sponsors  are,  on  aver- 
age, raising  them.  The  aver- 
age expense  ratio  for  equit)' 
funds  has  risen  from  1 .05% 
in  1980  to  1.56%  in  1990. 
For  fixed-income  fiands  the 
increase  has  been  smaller, 
rising  from  0.84%  in  1980 
to  0.91%  in  1990. 

What  can  flindholders  do 
to  protect  themselves.^ 
Switch  from  a  high-fee 
fund  to  a  lower- fee  fund. 
Forbes'  annual  mutual 
hand  surx'ey  is  a  handy 
source  for  information.  It  is 
very  easy  to  switch  out  of  an 
expensive  fund  into  an  eco- 
nomical one. 

What's  a  fair  expense  ratio?  A  good 
guicdeline  is  to  pay  no  more  than  1%  a 
year  for  stock  funds  or  0.75%  for  bond 
fi.mds.  You  might  make  an  exception 
for  a  fund  whose  manager  has  an 
exceptional  record — Magellan  in  the 
Peter  Lynch  days,  for  example.  Also, 
investing  money  overseas  is  a  costly 
proposition,  so  it's  hard  to  find  a  good 
foreign  fund  costing  less  than  1.5%  a 
year.  But  it  is  hard  to  justify'  paying  the 
1 .5%  or  2%  a  year  that  an  awfiil  lot  of 
undistinguished  domestic  funds 
charge  these  days.  IH 


Muni  fund 
recommendations 

A  computer  glitch  pro- 
duced wrong  three-year 
return  numbers  in  the 
table  of  recommended 
single-state  municipal 
bond  fiinds  that  appeared 
in  the  annual  Money 
Guide  (June  24).  Cor- 
rected numbers  appear 
at  right.  The  changes 
do  not  alter  our 
recommendations. 


;  ingle-state  fund 


Franklin  Alabama  Tax-Free  Income  Fund 
Franklin  Arizona  Tax-Free  Income  Fund 
Benham  Calif  Tax-Free-Insured 
Voyageur  Colorado  Tax-Free  Fund 
Premier  State  Municipal-Connecticut 
Franklin  Florida  Tax-Free  Income  Fund 

Flagship  Tax-Exempt-Georgia  Double 
Hawaiian  Tax-Free  Trust 
Flagship  Tax-Exempt-Kentucky  Triple 
Seligman  Tax-Exempt-Louisiana 
Premier  State  Municipal-Maryland 
Fidelity  Mass  Tax-Free-High  Yield 
Fidelity  State  Tax-Free-Mich  High  Yield 

NA:  Not  applicable. 


3-year 
annualized 
return 

8,9% 

9.3 

8.9 

9.0 

9.5 

9.5 


8.3 
9.8 
9.4 
9.9 
9.3 
9.4 


Single-state  fund 


Fidelity  State  Tax-Free-Minn  High  Yield 
Seligman  Tax-Exempt-Missouri 
Vanguard  NJ  Tax  Free-Insured  L-T 
Vanguard  New  York  Insured  Tax-Free 
Franklin  North  Carolina  Tax-Free  Income 
Franklin  Ohio  Insured  Tax-Free  Income 

Franklin  Oregon  Tax-Free  Income  Fund 
Vanguard  Penn  Tax-Free-Insured  L-T 
Seligman  Tax-Exempt-South  Carolina 
Flagship  Tax-Exempt-Tennessee  Double 
Lord  Abbett  Tax- Free-Texas 
Franklin  Virginia  Tax-Free  Income  Fund 
MFS  Managed  M-S  Tax-Exempt-W  Va 


3-year 
annualized 
return 

9.4% 

9.2 

9.8 

9,6 

9.8 

9,5 

9.2 
9.5 
9.6 
9.2 
NA 
9.6 


Forbes  ■  July  22,  1991 


321 


Did  you  hear  the  one  about 

the  Marketing  Director  who  missed 

the  $20  billion  golf  market? 


i 


If  you're  not  using  the  marketing  power  of  golf,  you're  missing  an 
affluent,  highly  influential  market  projected  to  grow  to  30  million 
(U.S.  golfers)  by  the  year  2000.  A  market  that  today  is  generating 
$20  billion  in  annual  sales  and  activities. 

Call  us  today  to  arrange  a  customized  presentation.  We'll  show  you 
12  different  ways  the  marketing  power  of  golf  can  work  for  yoa 


And  that's  no  joke.  (203)373-7017. 


GOLF 

tteest 


THE  GOLF  Company 


■rfil'Ji/illi'iMilN^^,^ 


MONEY  a  INUESTMENTS 


With  money  market  rates  around  5.5%,  securities 
backed  by  pools  of  credit  card  debt,  auto  receivables  and 
home  equity  loans  can  pay  as  much  as  8.5%. 

Gars  and 
cards  bonds 


BY  BEN  WEBERMAN 


Ben  Weberman  is  a  columnist 
for  Forbes  magazine. 


Looking  for  an  extra  3%  or  so  be- 
yond money  market  yields  with  man- 
ageable risk?  Consider  an  asset- 
backed  securit)'  (ABS) — not  one 
backed  by  long-term  mortgage  pools 
such  as  Ginnie  Maes,  but  shorter- 
term  pools  of  credit  card  receivables, 
auto  installment  sales  and  home  equi- 
ty loans. 

For  the  higher  yield  you  give  up 
liquidity  in  favor  of  an  investment  that 
runs  mostly  between  three  and  four 
years.  There  are  other  risks,  too,  in 
credit  and  premature  maturity,  but 
these  are  not  big  problems. 

You  don't  have  to  be  a  big-time 
investor  or  institution  to  buy  an  ABS. 
Most  of  the  big  wire  houses  sell  units 
for  as  litde  investment  as  $1,000. 

Annual  creation  of  these  securities, 
which  originated  in  1985,  reached 
the$l  billion  mark  in  1987  and  nearly 
$42  billion  in  1990.  This  year  looks  to 
be  even  higher.  They  go  by  names 
such  as  MBNA  Credit  Card  Trust 
1991 -A  or  Tandy  Master  Trust.  Se- 
lect Auto  Receivables  Trust  1991-1 
consists  of  auto  receivables  from  the 
books  of  Chrysler  Financial  Corp. 

The  average  MBNA  issue  lasts  four 
years  and  came  to  market  May  29 
yielding  8. 31%.  Tandy  (Radio  Shack), 


marketed  mid- June,  pays  8.1%  for  its 
estimated  average  life  of  four  years. 
Select  Auto  has  a  yield  of  7.4%  for  its 
average  life  of  two  years.  All  three 
issues  carry  ratings  of  triple-A  from 
Moody's  and  Standard  &  Poor's. 

Nelson  Soares,  director  of  asset  fi- 
nance at  First  Boston  Corp.,  explains 
that  auto  receivable  securities  are  typi- 
cally backed  by  four-to-five-year  in- 
stallment loans  with  an  average  life  of 
under  two  years.  They  are  currently 
priced  to  yield  about  85  basis  points 
more  than  two-year  Treasurys,  or 
roughly  7.75%.  Credit-card- backed 
securities  have  average  lives  ranging 
from  two  to  seven  years.  The  three- 
year  issues  carry  yields  abotit  75  basis 
points  over  like-maturity  Treasurys, 
while  the  seven-year  return  is  90  basis 
points  more  than  Treasury  debt. 

The  return  on  an  ABS  increases  rap- 
idly as  maturity  is  extended,  reflecting 
the  steep  ascent  of  the  Treasury  yield 
curve  as  well  as  the  widening  spread 
associated  with  longer  issues.  Yield 
spreads  were  much  wider  earlier  this 
year,  when  the  recession  swelled  cred- 
it delinquencies  and  defaults. 

In  most  cases,  delinquency  and  de- 
fault of  loans  in  the  collateralized 
portfolio  will  not  cause  loss  of  princi- 
pal. Most  deals  are  set  up  with  collat- 
eral and  credit  enhancements  that  ex- 
ceed security'  par  value  by  10%  to  15%, 
to  cushion  against  loss.  This  is  key; 
don't  accept  much  less.  Additional 
principal  insurance  is  gained  from  let- 
ters of  credit  or  credit  insurance. 

Another  cushion  is  automatic  re- 
payment of  principal  once  defaults  hit 
a  certain  level.  Example:  Two  1989 
credit  card  issues  of  Chevy  Chase 
Savings  Bank  in  Maryland  have  passed 
the  point  where  repayment  of  princi- 
pal is  triggered,  here  an  annual  default 


rate  exceeding  6%  for  three  consecu- 
tive months.  However,  investors 
holding  these  issues,  which  would 
have  matured  in  two  to  three  years 
with  yields  of  up  to  8.75%,  will  get 
only  8.5%  if  they  immediately  reinvest 
in  a  similar  new  issue. 

Because  investors  hate  acceleration 
of  principal  repayment,  a  new  form  of 
credit  enhancement  has  been  created, 
known  as  cash  collateral  accounts. 
These  have  been  used  in  credit  card 
and  home  equity  sectors  of  asset- 
backed  securities.  They  provide  for 
cash  on  deposit  available  to  cover 
delinquencies  and  losses  and  work 
similarly  to  a  letter  of  credit.  Because 
the  enhancement  is  an  actual  cash 
deposit  and  not  a  third-party  guaran- 
tee, event  risk  is  avoided.  The  under- 
lying debt  cannot  be  accelerated  for 
early  repayment  and  coverage  should 
remain  adequate. 

Fitch  Investors  says  an  investor 
should  review  data  published  on  the 
Bloomberg  newswire  service  screen  in 
the  broker's  office  before  deciding  on 
the  purchase  of  an  older  issue.  Data 
published  by  Merrill  Lynch  in  a  quar- 
terly publication,  the  ABStract,  show 
credit  enhancements,  net  portfolio 
yield  and  protection,  default  rate  for  a 
recent  three -month  period  and  early 
redemption  trigger  points.  Look  for 
the  default  level  relative  to  the  trigger 
levels,  says  Andrew  Davidson,  man- 
aging director  at  Merrill  Lynch's 
mortgage  capital  unit.  But  be  cau- 
tious, because  some  deals,  such  as 
those  of  Maryland  National  Bank 
(MBNA),  are  structured  to  have  low 
rates  of  default.  Check  how  problems 
might  aftect  credit  enhancement. 

This  stuff  can  get  even  more  com- 
plicated. Sometimes  credit  is  en- 
hanced through  use  of  a  senior/sub- 
ordinated debt  structure.  Most  of  the 
issue  is  senior  in  credit  claim — in  the 
event  of  problems,  that  gets  paid 
first — while  a  small  portion  lines  up 
behind  the  senior  holders.  So  went  a 
recent  Citibank  offering.  Some  63% 
of  the  subordinated  certificates  are 
covered  by  a  cash  collateral  account. 
The  subordinated  portion  was  rated 
only  A,  compared  with  the  triple-A 
granted  the  senior  portion,  but  its 
spread  over  Treasurys  was  a  hefty  145 
basis  points.  In  the  secondary  market 
this  narrowed  to  115  basis  points, 
reflecting  investor  acceptance.        m 
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For  investing  abroad,  stay  away  from  new  closed-end 
funds  and  stick  with  ADRs  or  no-load  mutual  funds. 

How  to 
diversify  abroad 


BY  DAVID  DREMAN 


David  Dreman  is  managing  director 
of  Dreman  Value  Management,  L.P., 
Investment  Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


If  you  ARh;  an  investor  who  hasn't  yet 
gotten  some  international  diversifica- 
tion into  his/her  portfolio,  it's  cer- 
tainly not  too  late.  But  don't  jump  in 
without  knowing  the  peculiar  ins  anci 
outs  of  the  game. 

A  handy  way  is  to  buy  foreign 
companies  traded  here  as  American 
Depositary  Receipts,  ADRs.  The  ADRs 
of  large  firms  are  usually  liquid,  with 
many  listed  on  the  NYSE.  Swiss-based 
Nestle  (bearer  participation  certifi- 
cate, $25)  is  a  good  example  of  an 
underpriced  value  stock  headquar- 
tered abroad.  Nestle  is  the  world's 
largest  food  company,  with  earnings 
growth  in  Swiss  francs  increasing  at  a 
10%  to  12%  a  year  clip.  The  company 
trades  at  a  p/e  of  10  times  1991 
estimated  earnings,  a  substantial  dis- 
count to  the  average  U.S.  food  com- 
pany's r/H  range  of  16  to  17. 

A  second  approach,  used  heavily  by. 
large  pensi(  >n  funds,  is  to  own  a  diver- 
sified portfolio  of  stocks  outside  the 
U.S.  Often  large  institutions  will 
place  10%  or  more  of  their  equity 
basket  in  non-U. S.  stocks,  which  they 
diversify  by  both  country  and  indus- 
try. But  for  the  average  investor,  buy- 
ing stocks  traded  abroad  is  a  fairly 


complex  and  costly  process,  and  it  is 
best  to  stick  with  stocks  that  have 
ADRS.  It's  not  dilBcult  to  purchase  a 
diversified  list  of  ADRs,  and  you  can 
weight  it  either  by  market  or  by  what- 
ever criteria  you  choose.  If  you  chose 
value — low  p/e — you  would  go  light 
on  markets  that  seem  high,  such  as  the 
Japanese,  and  tilt  more  heavily  into 
regions  where  stock  prices  appear 
more  reasonable,  such  as  the  U.K.  and 
Western  Europe. 

Another  way  to  buy  securities 
abroad  is  through  a  no-load  mutual 
fimd  that  invests  solely  in  foreign 
stocks.  There  are  a  number  of  such 
funds  with  varying  investment  objec- 
tives. Consult  the  records  of  these 
fiinds  in  the  Forbes  Annual  Mutual 
Fund  Survey. 

Now  for  the  caveats.  All  foreign 
coimtries  are  not  equally  safe.  I  feel 
more  comfortable  investing  in  West- 
ern Europe  and  Canada  or,  if  the  p/es 
come  down,  in  Japan  and  the  South- 
east Asian  Rim  countries.  I  would  not 
invest  in  South  America  or  other  re- 
gions with  a  record  of  debt  defaults 
and  restructurings.  Our  major  banks 
have  taken  a  whipping  in  these  coun- 
tries, often  losing  more  than  50  cents 
on  the  dollar  on  loans  made  to  their 
governments  or  guaranteed  by  them. 
The  underwriters  of  large  new  issues 
of  ADRS  of  companies  from  these  areas 
assure  us  that  things  are  different 
now.  Maybe,  but  who  can  say  that  a 
government  that  has  defaulted  on 
debt  won't  change  the  rules  again? 

Another  don't:  Don't  buy  closed- 
end  funds  of  countries  considered  to 
have  great  prospects,  trading  at  a  pre- 
mium to  their  net  asset  value.  The 
average  closed-end  fund  normally 
trades  at  a  10%  to  20%  discount  to  the 
underlying  asset  value  of  its  portfolio, 
and  you  should  be  wary  of  a  premium; 


it  probably  won't  last.  When  a  coun- 
try or  sector  fiind  gets  "hot,"  as 
Germany  did  18  months  ago,  enthu- 
siastic folks  push  them  to  premiums  of 
25%  or  more,  before  tliey  eventually 
slide  back  to  a  discount.  Investors 
caught  in  such  a  swing  can  lose  as 
much  as  40%  of  their  assets  after 
underwriting  fees  and  the  swing  from 
premium  to  discount  in  the  market 
price.  And  this  with  little  or  no  move- 
ment in  the  underlying  foreign  mar- 
ket. This  is  another  segment  of  the 
new-issues  game  that  puts  big  bucks 
into  the  underwriter's  pockets  at  the 
expense  of  the  investor. 

Finally,  when  investing  abroad,  re- 
alize that  you  are  taking  an  exchange- 
rate  risk  that  can  gready  add  to  or 
detract  from  your  results.  A  large  part 
of  the  major  returns  of  foreign  portfo- 
lios ballyhooed  by  some  of  the  finan- 
cial media  in  recent  years  resulted  as 
much  from  a  falling  dollar  as  from 
appreciation  of  foreign  markets.  With 
the  stronger  dollar,  foreign  stocks 
have  lagged  our  market  sharply  this 
year.  I  believe  this  enhances  the  good 
value  available  today.  Since  one  of  the 
major  goals  of  domestic  policy  is  to 
stem  the  trade  deficit,  it  is  unlikely 
that  the  dollar  will  rise  much  from 
here,  and  it  could  move  lower. 

Turning  to  individual  stocks,  here 
are  four  additional  companies  tl)at 
offer  first-rate  value  today: 

U.K.-headquartered  B.A.T  Indus- 
tries {1  1 )  is  the  world's  second -largest 
tobacco  company  and  has  interests  in 
retailing,  insurance  and  paper.  Stock 
trades  at  a  p/e  of  10  times  1991 
estimates,  yielding  5.3%. 

Hanson  Pic.  ( 16)  is  a  major  diversi- 
fied company  with  approximately 
50%  of  earnings  derived  from  the  U.S. 
Financially  strong,  Hanson  is  well- 
positioned  to  take  advantage  of  the 
distressed  sales  of  companies  in  the 
aftermath  of  the  LBO  boom.  HAN  has 
a  P/E  of  8,  yielding  7.9%. 

Royal  Dutch  (78),  one  of  the  best 
managed  of  the  internationals,  trades 
at  a  P/E  of  9  and  yields  5.4%. 

Unilever  N.V.  (79),  one  of  the 
largest  international  consumer  com- 
panies, operates  in  over  60  countries. 
With  the  rising  dollar,  UN  is  down 
fractionally  year-to-date  in  the  face  of 
a  strong  U.S.  market.  The  stock 
trades  at  10  times  1991  estimates, 
yielding  3.5%.  ^M 
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Does  the  recent  slump  in  biotechnology  stocks 
make  a  good  buying  opportunity? 
A  top-performing  adviser  says  no. 

Biotech  caution 


BY  MARK  HULBERT 


Mark  Hulbert  is  editor  of  the  Alexandria,  Va.- 
based  Hulbert  Financial  Digest.  His  newest 
book  is  The  Hulbert  Guide  to  Financial 
Newsletters  (New  York  Institute  of  Finance). 


Many  investors  arc  tempted  to  treat 
the  current  weakening  in  biotechnol- 
ogy stocks  as  a  buying  opportunity. 
They  remember  all  too  well  how  they 
were  kicking  themselves  earlier  this 
year  for  not  owning  Amgen,  whose 
price  had  increased  more  than  sixfold 
over  the  previous  12  months.  With 
Amgen  now  trading  some  1 5%  below 
its  peak,  and  with  other  biotechnolo- 
gy stocks  even  ftirther  below  their 
highs,  the  current  correction  would 
seem  to  offer  the  investor  a  second 
chance  to  get  on  board  before  the  bull 
market  takes  off  again. 

But  wait.  James  McCammant,  edi- 
tor of  the  Medical  Technolojjy  Stock 
Letter,  believes  that  a  significant  inter- 
mediate top  is  forming  in  the  biotech- 
nology sector.  And  there's  good 
reason  to  pay  attention  to  him.  His 
advisory  service  is  one  of  the  few 
among  those  whose  performance  is 
monitored  in  the  Hulbert  Financial 
Digest  that  have  beaten  the  market 
over  the  past  6V2  years.  The  two  mod- 
el portfolios  in  McCammant's  letter 
have  gained  at  an  annual  compound 
rate  of  25%,  on  average,  since  the 
beginning  of  1985,  in  contrast  to  the 
s&p500's18%. 

What  have  been  the  keys  to 
McCammant's  success?  One  promi- 
nent feature  of  his  approach  is  the 


belief  that  one  should  be  more  of  a 
buy-and-hold  investor  than  a  trader, 
especially  in  an  industry  associated 
with  emerging  technologies.  The 
investor  in  emerging  technology 
companies  should  construct  a  diversi- 
fied portfolio,  then  stick  with  it. 
Don't  try  to  trade  it. 

McCammant  says  he  reacheci  this 
conclusion  after  researching  any  of  a 
number  of  trading  strategies  for  bio- 
technology companies  and  finding  no 
strategy  that  did  better  than  buying 
and  holding.  What  about  placing 
stop-loss  points  on  these  companies, 
for  example?  McCammant  has  tested 
numerous  such  sell  rules  and  foimd 
that  more  often  than  not  the  investor 
gets  whipsawed  out  of  stocks  he 
should  be  owning.  He  points  out  that 
Amgen  over  the  last  several  years  had 
four  corrections  in  excess  of  30%,  each 
one  of  which  would  have  triggered  a 
sell  according  to  most  mechanical 
trading  systems. 

McCammant's  model  portfolios 
reflect  this  aversion  to  trading.  The 
average  holding  period  of  stocks  in  his 
model  portfolio  is  over  three  years,  for 
example.  And  even  in  his  aggressive 
portfolio,  which  relies  heavily  on  mar- 
gin, McCammant  typically  holds 
stocks  for  a  longer  period  than  do 
some  of  the  so-called  conservative 
portfolios  of  other  letters. 

Not  that  he  never  sells.  McCam- 
mant argued  throughout  1990  that 
Amgen  would  be  fairly  valued  at  55, 
and  he  thus  placed  it  on  his  sell  list  this 
past  December,  when  it  hit  this  target. 
He  still  rates  it  a  sell  today  at  its 
current  price  of  1 17V2. 

Another  feature  of  McCammant's 
approach  is  favoring  fundamental 
over  technical  analysis.  While  he 
doesn't  dismiss  technical  analysis  alto- 
gether, McCammant  believes  it  has 
relatively  little  to  offer  the  investor  in 
emerging  companies  such  as  those  in 
the  biotechnology  sector.  The  way  to 


make  money  in  these  fields  is  to  be 
patient  and  wait  for  the  really  good 
fimdamental  opportunities.  In 
McCammant's  somewhat  hyperbolic 
words,  "we  want  to  create  the  attrac- 
tive chart  pattern,  not  react  to  it" — ^in 
other  words,  buy  a  stock  before  it 
looks  good  on  a  chart. 

The  one  nonfiindamental  factor 
worth  looking  at  in  analyzing  an 
emerging  technology  company,  ac- 
cording to  McCammant,  is  sponsor- 
ship— that  is,  what  holders  own  the 
outstanding  shares  of  a  company  and 
how  likely  they  are  to  support  the 
stock's  price  during  any  declines.  If  a 
relatively  large  proportion  of  share- 
holders are  strong,  longer-term  hold- 
ers, then  the  stock  will  have  lower 
risk — on  the  theor)'  that  these  share- 
holders will  be  less  likely  to  dump  the 
stock  when  it  starts  going  down. 

In  contrast,  if  a  stock  is  less  well 
placed  and  owned  by  traders,  then  it  is 
likely  to  be  much  more  volatile.  While 
such  volatility  can  create  good  long- 
term  opportunities  for  the  savvy  in- 
vestor, it  also  increases  the  risks  of 
investing  in  this  sector.  Despite 
McCammant's  efforts  to  recommend 
strongly  sponsored  companies,  his 
model  portfolios  have  been  quite 
risky — about  twice  as  volatile  as  the 
average  stock,  in  fact. 

Are  there  any  stocks  left  on 
McCammant's  buy  list,  given  his  con- 
viction that  a  top  is  forming  in  the 
biotechnology  sector?  A  few  remain 
(all  of  which  trade  over-the-coimter), 
though  McCammant  recommends 
placing  buy  limits  on  them  below  the 
market  and  patiently  awaiting  their 
execution.  Most  of  his  current  buy 
candidates  are  medical  technology 
companies:  Applied  Biosystems,  Bio 
Technology  General,  Chantal  Phar- 
maceutical, Imre,  ProCyte  and  XOMA. 
The  nonmedical  stocks  on  McCam- 
mant's buy  list  include  Andros  (which 
manufactures  scientific  and  technical 
instruments).  Biotechnology  Devel- 
opment (which  specializes  in  com- 
mercializing a  wide  range  of  new  bio- 
technologies) and  Calgene  (which  is 
an  agricultural  biotechnology  firm). 

Other  than  these'  few  stocks, 
however,  which  he  wouldn't  buy  until 
they  dropped  to  his  buy  limits, 
McCammant  rates  all  the  biotechnol- 
ogy stocks  he  follows  as  "hold"  or 
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Just  when  the  banks  seem  to  be  recovering 
from  the  losses  incurred  in  past 
lending  excesses,  another  blow  looms. 

Plastic  bombs 


A.  Gary  Shilling  is  president  of 

A.  Gary  Shilling  &  Co.,  economic  consultants 

and  investment  advisers.  His  firm  publishes  Insight. 

a  monthly  newsletter  covering  the  business 

outlook  and  investment  strategy. 


In  THKIR  LENDING  activities  of  the  last 
15  years,  U.S.  banks  have  landed  in 
many  fr\'ing  pans:  in  the  late  1970s 
loans  for  farmland  speculation,  loans 
for  energy  and  real  estate  in  oil-pro- 
ducing states,  loans  of  recycled  petro- 
dollars to  Third  World  countries;  in 
the  1980s  loans  for  highly  leveraged 
transactions  and  commercial  real  es- 
tate. With  their  current  rush  into 
credit  card  lending,  the  banks  have 
probably  jumped  into  yet  another 
trying  pan. 

Consumer  borrowing  in  the  1980s 
zoomed  upward  as  those  who  lost 
high-paying  but  low-skilled  jobs  in 
restructuring  basic  industry  bor- 
rowed to  continue  to  enjoy  the  good 
life.  Total  consumer  installment  loans 
rose  10.8%  per  year  in  the  1982-90 
years,  and  revolving  loans  (essentially 
credit  card  borrowing),  probably  the 
easiest  way  for  individuals  to  borrow, 
jumped  16.1%  per  annum. 

Banks  more  than  rode  the  tide  as, 
they  sent  out  offers  of  new  cards  with 
gay  abandon,  and  increased  their 
share  of  revolving  loans  from  52%  in 
1982  to  67%  in  1988.  It  was  a  nice, 
profitable  business  at  a  time  when 
many  other  bank  loans  were  going 
sour.  Interest  charges  rose  as  state 
usury-rate  limits,  to  which  credit  card 


loans  are  usually  tied,  were  lifted.  At- 
the  same  time,  banks'  cost  of  funds  fell 
sharply.  The  spread  between  average 
credit  card  rates  and  three-month  CD 
rates  climbed  from  2%  in  1981  to  12% 
this  year. 

These  oversize  profits  attracted  lots 
of  successful  nonbank  competitors  as 
well,  and  AT&T's  Unixersal  card. 
Sears'  Discovery  card  and  American 
Express'  Optima  card  entered  the 
fray.  Banks  and  other  credit  card  issu- 
ers have  fought  back.  Fee  waivers  for 
the  first  year  arc  now  common  for 
many  Visa  and  MasterCard  issuing 
banks.  Citicorp  and  Chase  Manhattan 
offer  points  on  charges  on  their  cards 
that  are  good  for  merchandise,  and 
Sears  grants  cash  rebates.  Interest  rate 
competition  on  credit  cards  was 
avoided  earlier,  since  issuers  feared 
that  lower  rates  would  attract  less 
creditworthy  borrowers  who  system- 
atically planned  to  build  up  big  bal- 
ances. Now,  however,  competition 
has  broken  this  barrier,  and  issuers  are 
probably  attracting  questionable  bor- 
rowers, resulting  in  higher  delinquen- 
cies and  chargeoffs. 

Profits  are  being  clobbered  by  in- 
tense competition  among  credit  card 
issuers,  and  it  couldn't  come  at  a 
worse  time.  The  recession  and 
mounting  layoffs  are  laying  the  wood 
to  debt-laden  consumers,  and  many 
simply  can't  meet  all  of  their  obliga- 
tions. Guess  which  are  the  big  losers.' 
Not  loans  on  people's  houses,  which 
are  the  first  to  be  paid  on  time.  Then 
come  loan  repayments  on  cars,  the 
next  dearest  possession  of  the  average 
American.  But  credit  card  loans?  Defi- 
nitely last  in  line.  Many  borrowers 
view  credit  cards  as  plastic  in  the  literal 
sense.  Why  worry  about  keeping  up 
payments  when  the  offer  of  another 
card  will  arrive  in  tomorr(w's  mail.' 
Small  wonder  that  credit  card  delin 
quency  rates  leaped  from  3.3%  in  the 
first  quarter  of  1990  to  4.6%  a  year 


later,  and  chargeoffs  are  jumping. 

Problems  for  credit  card  lenders 
will  get  worse.  Consumers  are  scared 
by  layoffs,  their  mountains  of  debt 
and  falling  house  prices,  which  are 
eliminating  what  litde  equity  they 
didn't  pull  out  of  their  houses  via 
home  equit)'  loans.  The  cautious  bor- 
rowing-and-spending  mood  of  con- 
sumers knocked  down  installment 
credit  for  four  months  in  a  row  before 
a  modest  April  uptick,  a  rare  occur- 
rence even  for  a  recession.  Revolving 
credit,  however,  shot  up  at  a  12.4% 
annual  rate  from  January  through 
April,  strongly  suggesting  despera- 
tion borrowing  by  those  with  excruci- 
ating needs  for  cash. 

Since  additional  credit  cards  are 
easy  to  get,  even  for  deadbeats,  the 
quality  of  an  existing  credit  card  loan 
can  deteriorate  at  amazing  speed,  as 
others  are  piled  on  top  of  it.  No 
wonder  personal  bankruptcies  are  at 
stratospheric  levels,  jumping  28%  in 
the  first  quarter  from  a  year  ago. 

Finally,  it  is  getting  harder  and 
more  expensive  to  expand  credit  card 
volume  by  signing  up  new  qualified 
holders.  Creditworthy  borrowers  are 
just  saying  "no"  to  overtures  by  issu- 
ers. At  present,  the  average  American 
adult  has  8  credit  cards,  2.5  of  which 
are  bank  credit  cards,  and  a  recent 
survey  indicates  that  2 1  %  of  them  plan 
to  drop  one  card  soon.  So  banks  and 
other  card  issuers  are  pushing  retailers 
to  accept  their  cards,  but  merchants, 
faced  with  weak  consumer  spending, 
are  demanding  lower  credit  card  fees. 

Whether  the  squeeze  on  credit  card 
profitability  will  sink  major  U.S. 
banks,  already  burdened  with  bad 
loans,  is  uncertain,  but  astute  inves- 
tors will  steer  clear  of  big  credit  card 
lenders  and  even  consider  shorting 
their  stocks.  Avoid  securities  backed 
by  credit  card  debt.  They  have  been 
growing  like  Topsy,  are  almost  entire- 
ly unregulated  and  could  come  to 
grief  if  credit  card  defaults  become 
widespread,  despite  the  AAA  ratings 
that  many  of  them  carry.  Limit  your 
deposits  in  those  banks  to  $100,000 
per  account,  especially  now  that 
Washington  is  considering  junking 
the  "too  big  to  fail"  doctrine  for 
banks.  It  will  be  no  surprise  if  a  num- 
ber of  banks  find  themselves  in  the 
credit  card  loan  fr\'ing  pan,  being 
cooked  to  a  turn.  WM 
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l11  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1  %  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

•Price  subject  to  change  without  notice 


Forbes  Lake  of  the  Os^rks   i 

Box    303,  Fort  Garland,  CO  81 133  ! 


Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name . 


Address. 


City/State/Zip  . 
Telephone  _ 


or  phone  816/438-2801 


10C7 


Obtain  the  Properly  Report  required  by  Federal  law  and  read  it  before  signing  anything  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property.  Equal  Credit  and  Housing 
Opportunity.  A  statement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York,  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or 
lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  ottering  statement  is  available,  upon 'request,  from  Sangre  de 
Cristo  Ranches    NYA88-178 


■rf!lJiMli'iMH:<*t.i 


MONEY  &  INVESTMENTS 


Other  folks'  ignorance  is  bliss  to  those  few 
who  know  how  to  unlock  the  tangled 
mysteries  of  the  muni  "sinkers"  market. 

Avoiding  that 
sinking  feeling 


BY  MAnHEW  WINKLER 


Matthew  Winkler  is  editor-in-chiet 
of  Bloomberg  Business  News. 


Tread  carefully  when  you  buy  mu- 
nicipal bonds  with  sinking  funds. 

"Sinlcers"  are  tax-exempts  where 
the  issuer  has  set  up  a  timd  to  redeem 
them  prior  to  maturity.  Sounds  fairly 
straightforward,  but  they  can  be  a  trap 
for  unwary  investors — who  may  wind 
up  paying  much  more  than  their  bro- 
kers do  for  the  very  same  bond. 

The  problem  is  this:  Until  recendy, 
nobody — brokers  or  investors — had 
the  foggiest  idea  how  to  evaluate  sink- 
ers. That  ignorance  has  created  per- 
petual price  anomalies — overvalu- 
ations and  under\'aluations — in  this 
multibillion-dollar  market. 

Take,  for  example,  Kentucky  Turn- 
pike escrow- to- maturity  6.125% 
bonds,  maturing  in  17  years.  They 
trade  over-the-counter  at  a  price  of 
$95  to  yield  about  6.6%  to  maturity. 

But  this  issue  has  a  sinking-fund 
provision  that  retires  90.6%  of  the 
bonds  beginning  after  about  10  years. 
That  doesn't  mean  the  whole  issue 
will  be  retired  at  the  1 0-year  mark,  but 
many  brokers  look  at  the  bonds  as  if 
they  will  be — and  ignore  the  value  of 
the  sinking-fund  provision.  So  they 
treat  them  as  10-year  bonds  vielding 
6. 1 5% — about  what  an  equivalent  1 0- 
year  maturit}'  would  pay  and  consid- 


erably less  than  a  20-year  bond  would 
yield.  Result.^  The  retail  customer  of- 
ten pays  more  than  he  should. 

This  vvouldn't  happen  if  brokers 
took  the  time  to  analyze  the  impact  of 
the  sinking  fund.  "I  think  people  fly 
somewhat  blind"  when  they  buy 
bonds  with  sinking  hands,  says  Mi- 
chael Holland,  chairman  of  Salomon 
Brothers  Asset  Management. 

But  help  is  on  the  way.  An  analytic 
model  long  used  by  the  pros  in  the 
corporate  and  mortgage -backed  mar- 
kets is  now  beginning  to  be  applied  to 
the  muni  market. 

It's  called  the  option-adjusted 
spread,  or  OAS,  and  is  part  of  the 
evolution  of  something  called  the 
Black-Scholes  option-pricing  model 
developed  by  Fisher  Black,  a  Gold- 
man, Sachs  partner,  and  Myron 
Scholes,  a  professor  at  Stanford. 

Among  other  things,  the  model 
uses  interest  rate  levels  and  the  yield 
volatility  of  the  municipal  market  to 
value  explicitly  the  option  that  the 
issuer  retains  to  call  the  bonds  prior  to 
maturity.  Applied  to  sinking  funds, 
the  model  treats  them  like  options. 

The  option-adjusted  spread  valua- 
tion method  proliferated  among  trad- 
ers and  money  managers  during  the 
1980s  as  a  reliable  tool  to  value  bonds 
with  puts  and  calls.  Salesmen  now 
commonly  say  to  institutional  inves- 
tors; "Here's  the  bond  OAS  .  .  ."  The 
California  retirement  system  uses 
OAS — as  do  most  of  the  big  trading 
and  investment  firms. 

"As  markets  become  more  com- 
plex, the  only  way  to  value  certain 
securities  is  to  put  them  on  an  OAS 
model,"  says  Wayne  D.  Lyski,  a  senior 
vice  president  at  Alliance  Capital 
Management.  Says  Salomon's  Hol- 
land: "The  best  [investors]  already 


are  getting  maximum  use  out  of  this 
thing.  The  rest  will  catch  up  later." 

Individual  investors  can  catch  up 
fast  simply  by  asking  their  brokers  for 
the  option-adjusted  spread  on  any 
muni  sinker.  If  he  or  she  doesn't  know 
what  that  means,  you  should  proba- 
bly get  a  new  bond  broker. 

When  you  ask  for  the  spread,  you 
will  get  a  number  in  basis  points 
representing  an  interest- rate  margin 
above  or  below  the  yield  for  a  group  of 
similar  issues.  This  number  is  adjusted 
for  puts,  calls  and  sinkers — all  of 
which  affect  the  security's  maturity  on 
the  so-called  benchmark  yield  curve. 

All  else  being  equal,  a  higher  OAS 
signifies  a  more  attractive  bond.  Just 
asking  for  such  information  puts  the 
investor  on  a  more  level  playing  field 
with  the  sellers.  OAS  shows  that  some 
similar  bonds  have  different  values. 

Here's  how  the  analysis  works: 
Consider  two  identically  rated  (AAA) 
sales-tax  revenue  bonds  issued  by  the 
San  Diego  County,  Calif  Regional 
Transportation  Community:  the  6% 
bonds,  issued  in  April  and  due  in 
2008,  and  the  7%  bonds,  also  sold  in 
April  and  maturing  in  2006.  Both 
issues  have  identical  call  features,  at 
prices  of  102  in  2001 ,  declining  to  par 
in  2003.  The  6%  bonds  have  a  current 
value  of  90%  to  yield  6.95%;  the  7% 
bonds  have  a  current  value  of  100. 

The  7%  bonds  due  in  2006  have  a 
sinking  fund  retiring  more  than  60% 
of  the  issue  starting  in  2001  and  retire 
about  1 1%  a  year.  The  6%  bonds  due 
in  2008  retire  slightly  more  than  48% 
of  the  issue  entirely  in  2007. 

They  sound  roughly  alike — and 
should  have  a  similar  spread  over  the 
benchmark  of  AAA-rated  general  ob- 
ligation bonds.  In  fact,  OAS  analysis 
shows  they  don't.  The  6%  bonds  due 
in  2008  have  an  OAS  of  34.2  basis 
points,  while  the  7%  bonds  due  in 
2006  have  an  OAS  of  53.8  basis  points. 
Remember  that  the  numbers  repre- 
sent a  spread  above  the  yield  for  a 
group  of  similar  securities.  So  in  this 
case,  the  higher  OAS  value  for  the  7% 
bonds  indicates  they  are  a  better  bar- 
gain than  the  6%  bonds. 

People  "are  just  beginning  to  use 
OAS"  in  the  municipal- bond  market, 
says  Douglas  A.  Darby,  a  muni  spe- 
cialist at  Dillon,  Read,  which  caters  to 
institutional  investors.  "Do  I  use  OAS 
directly?  No.  Should  I?  Yes."         ^ 
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\out 
Company's 

Most  Valuable 

Asset  is  its 


Employees    ^^Bfe^r 


HIMANRESOUKE    October  20-23, 1991 
KSTriX^M^jhe  Ritz-Carlton 

Naples,  FL 


I 


For  a  complete  brochure 
and  registration  information: 

Call  toll  Free  (800)  727-1227 


.n  today's  competitive  marketplace,  a  company's 
survival  depends  upon  not  only  the  quality  of  its  goods 
or  services,  but  also  the  performance  and  productivity 
of  its  employees.  Now,  more  than  ever,  it's  important 
to  keep  and  to  motivate  a  trained  work  force. 

Join  a  select  group  of  C.E.O.s  and  top-level  HR 
professionals  at  the  premier  human  resource  event  of  the 
year— the  third  annual  HUMAN  RESOURCE 
EXECUTIVE  FORUM®— to  discuss  the  strategic  and 
tactical  issues  facing  today's  executives. 

This  year's  keynote  speaker,  James  L.  Broadhead, 
Chairman  and  Chief  Executive  Officer  of  the  FPL  Group, 
Inc.  and  Chairman  and  Chief  Executive  Officer  of  Florida 
Power  &  Light  Co.,  will  address  the  crucial  role  the  HR 
department  should  play  in  corporate  America's  pursuit 
of  total  quality.  At  the  opening-day  luncheon.  Dr.  Michael 
Mescon,  a  founder  and  President  of  The  Mescon  Group, 
Inc.  and  author  of  Showing  Up  for  Work  and  Other  Keys 
to  Business  Success,  will  speak  on  how  human  resources 


can  take  a  leadership  role  in  spreading  excellence  to  every 
level  of  the  organization. 

This  year's  multi-day  program  has  been  expanded  to 
include  a  wider  selection 'of  roundtable  discussions  and 
interactive  workshops  designed  to  help  executives  develop 
strategies  and  practices  for  dealing  with  critical  human 
resource  issues,  such  as: 

•  Strategic  planning  for  HR 

•  Quality  improvement 

•  HR's  effect  on  the  bottom  line 

•  Employee  loyalty 

•  Containing  health-care  costs 
Self-directed  work  teams 
Pay  for  performance 
HR/line  management  relationships 
Legislative  agendas  on  personnel  and  benefits 

Each  session,  as  well  as  the  roundtable  discussions,  will 
allow  you  to  network  and  to  share  ideas  with  other  top 
executives. 


HUMAN  RESOURCE 

Suite  500,  421  King  Street 

P.O.  Box  1905 
Alexandria,  VA  22313-1905 


Sponsored  by:  Human  Resource  Executive  Magazine 

Co-sponsored  by:  The  Alexander  Consulting  Group,  Inc.; 

Jostens,  Inc.;  ODI;  and  Spectrum  Human 

Resource  Systems  Corp. 


FORBES  MARKET 


FINANCIAL  SERVICES 


CORPORATE  ITEl 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 


OMy  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)— including  some 
very  famous  names 
— which  I  believe 
MARTIN  ZWEIG  could  'take  a  bath  " 
I'll  rush  you  the  Performance  Ratings 
tor  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast  I'd  also  like  to  send  you,  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance  of 
my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


"1  IN  PROFITS  for  the  whole  decade 
through  12/90  among  all  advisory 
services  tracked  by 
Hulbert.  (Past  results 
do  not  guarantee 
future  results.)  Call  to- 
day for  bonus  Per- 
formance Ratings  and 
gift  book  with  your 
Zweig  Forecast  trial 
Time  ,s  crucial  EXTRA  BONUS 

Three-Month  Trial  $55. 
One  Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  1 1793-0926 


FINANCIAL  SERVICES 


Introductory  Trial 

Value  Line 
Only  $65 


An  introductory  subscription  to  The 
Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors 
Reference  Service — ^Value  Line's  most 
recent  ratings  and  reports  on  1700 
stocks.  You  will  also  receive  analyses 
of  about  130  stocks  each  week  for  10 
weeks  for  $65.  Available  only  once 
every  two  years  to  any  household.  30 
day  Money-Back  Guarantee.    \asct/' 

Call  ToU-FreeV 
1-800-833-0046 

(Ext.  26«6-I)ept.  :n(iC22) 

American  Express,  MasterCard  or 

Visa.  7  days  week,  24  hrs.  a  day. 


BUY  LOV\/! 


INVESTMENT  CALIBER  STOCKS 
UNDER  $5.00  A  SHARE 

HIGH  POTENTIAL 

For  Sample  Newsletter  Write: 

PENNY  STOCK  ANALYST 

P.O.  Box  333 
Woodstock,  MD  21163-03.^3 


SHARING 


■SCARING 


FRANCHISING 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

rrancorr 

New  York  Chicago         Los  Angeles 

?37  Park  Aiienuf  20200  ''ovfnan  0-ive      6033  W   Ctniurv  BlvO 

MCH  roiK    NT   100W      0\imp\i  fit\0%    >L  60461     lo^  Angeles    CA  9004S 

(212)  922-3600    (708)  401-2900     |213|  338-0600 

1-800-877-1103 


FRANCHISE  YOUR 

BUSINESS  $2,900 


IN  30  DAYS 

1  Year  Free  Consultation 

Top  Franchise  Pros. 


^^ 


J  FRANCHISES 


THAT 
^SELL 
609-662-6446 


CAPITAL  AVAILABLE 


CAPITAL  AVAILABLE 


For  viable  expansion  projects  and  excit- 
ing start-ups  $250,000  USD  and  up 
Brokers  Welcome-  ^ 

INTERCONTINENTAL 
CONSULTANTS 


Save 

50% 


FREE  CERTIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesnnen,  members  and  at  meetings, 
conventions. 

SEND  FOR  FREE  COLOR 
BROCHaRE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NOMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaltxisa,  Alabama  35403 


BUSINESS  OPPORTUNITIES 


Network  Marketing  at  Its  finest-.  _ 

"Ttie  Safe  Way  To  Wealth  ■■  J 

Our  group  prnvibes  comprehensive  executive  ' 

training  and  support  using  professional  in-  I 

house  materials  We  get  predictable  results  of  | 

time  freedom  and  extraordinary  income  We  ■ 

are  looking  tor  sincere  professionals,  seeking  _ 

a  viable  alternative  to  a  franchise  or  ttie  40  J 

year  employment  plan  Financial  retirement  I 

possible  in  2-4  years  | 

Contact  Tony  Musso,  IMS  Inc.  I 

1-800-845-8901  ■ 


INCORPORATE  IN  DELAWARE! 


Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
^lauuw     Ca"'Wf''e  'or  FBEE  KPT: 
P.O.  Box  4e4-FB 


■^try, 


mhtci 


Wilmington,  DE  19699 


800-321-CORP  •  302-652-6532 


$    OVER  ONE  BILLION    $ 

WORTH  OF  BUSINESSES.  FARMS  &  RANCHES 

FOR  SALE  BY  OWNERS 
MANY  OFFERING  OWNER  FINANClNGi 
To  List  or  Buy  Call  Toll  Free  1-800-999-SALE 
_„^    HO  BROKERAGE  FEES 


GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 


wmEimsMa 


MIRACLE  POLISHING  CLOTH 

Cleans/polishes  ANY   surface  like   magic 
Instantly'  Ternlic  10  second  demonstration'  Fast 
$3  49  seller  pays  $2  90  profit'  Big  volume  Cham 
Store  Item  Exclusive  territory 

FREE  SAMPLE  ^"Ir^^fV^r 

QOO      '312-FB      WASHINGTON  AVENUE 
rf  OIO     ST  LOUIS,  MO  63103-1989  USA 

Phone  or  write:  31 4-241 -S464 


(407)  788-6267 


Highly  skilled  and  successful 

Rare  Coin  firm  (Est.  1965)  is  looking 

for  a  major  Investment  Fund/Partner  to 

take  advantage  of  opportunities  in  the 

depressed  U.S.  Coin  market. 

We  will  assume  part  of  the  risk  and 

profit  Only  if  you  do.  Fleply  in 

confidence  to  Box  #32  Forbes  Magazine. 

60  Fifth  Ave.  New  York,  N.Y.  10001 


EDUCATIONAL  SERVICES 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORATE 

For  Worli,  Lile  and  Academic 

Eiperience  •  No  Classroom 

Attendance  Required 

1-800-423-3244 

FAX  (213)  471-6456 

or  send  detailed  resume 

lor  Free  Evaluation 

Pacific  Western  University 

^  600  N  Sepuiveaa  Bivd ,  DepI  185,  Los  Angeles,  CA  90049  ^ 


FREE  COLLEGE  TAPE 


EXTERNAL  DEGREES • 

Business  4  PutJiiC  Administfation 

Cnmmal  Jusrice  Mgt    Theology,  LAW 

Financial  aid  avaii^bia 

FREE  24  hr«.  (800)  759-0009 

LA  SALLE  UNIVERSITY 

Mandeville,  LA  70470  4000 


TOLL 


FORBES  MARKET/ 
CLASSIFIED 

Advertising  closing  date  is 
one  month  preceding  date  of 
issue. 

Frequency  discounts  avail- 
able. Payment  must  accom- 
pany order  unless  from 
accredited  agency. 

FOR  ADDITIONAL 

INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 

FORBES  MARKET/ 

CLASSIFIED 

60  Fifth  Ave.,  N.Y.,  NY  10011 

(212)  620-2440 


FORBES  MARKET 


A 


D 


PERSONAL  CARE 


TICKET  BROKERS 


FINANCIAL  SERVICES 


THE  POKE  BOAT^   I 

ITS  EVETOTHING 

A  CANOE  ISNT- 

It  weighs  only  28      / 

^'\      Call  toll-free 

pounds  For  less     / 

\        1-800- 

than  5800  you       / 
can  buy              / 

more  tt^on      /J 

V     0190. 

a  canoe      ///    ^ 

==-  v\ 

MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemslones  Free  wholesale  catalog  since 
1%7'  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  »-800-62«-«352 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  lo: 

Free  Business  Catalog 

U.S-  Government  Printing  Office 

Office  of  Marlicting — Stop  SM 

Washington.  DC  20401 


FORBES  BINDERS 


CASE 


SAVE  YOUR  COPIES  OF  FORBES 

Ttiese  custom-made  cases 
and  binders  protect  your 
valuable  copies  from  dam- 
age Ttiey  hold  about  tialf  a 
year  s  issues  IVIade  from  re 
inforced  board  covered  witti 
leattier-like  material  m 
red  Title  is  tiot-stamped 
in  gold  Binders  tiave 
special  spring  mectianism 
to  tiold  snap-in  rods  BINDER 

Cases! -$7  95  3-$21  95  6-$39,95 
Binders:  1-$9. 95  3-$27  95  6-$52  95 
ORDER  FROM  Jesse  Jones  Industries  DepI  FB, 
499  East  Erie  Ave ,  Phiia  PA  19134  Enclose 
name  address  (no  P  O  Box)  &  payment  Add  $1  per 
unit  lor  P&H  Outside  USA  S2  50  per  unit  lU  S  funds 
only)  Pa  residents  add  6%  sales  tax  Credit  card 
orders  call  1-800-972.5858  (mm  S15)  Please  allow 
4  to  6  weeks  for  delivery  Satisfaction  Guaranteed. 


STOP  SWEATS 
6  WEEKS 

Drionic'  is    an    in-      .   y^ 
credibly  more  effec-    underarms 
tive  way  to  combat 
excess    sweat    — 
without   chiemicais. 
Electronic  treatment 
gives  6  weeks  dry- 
ness.   Reusable    — 
safe  &  effective  say 
10  medical  books. 
Send  for  free  information. 

GENERAL  MEDICAL  CO    Dept    FOB-46 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


O19MOENUE0CO 


HISTORICAL  DOCUMENTS 


OVmA  PIECE 
Of  HISTORY 

HwciriL  Icueisanil  dmumcnlv 
Mtned  hi  ihc  itcMW  hhlnri 
makers  whoe\i;r  Ined  tree 
Repori,  Hislorv-Makeri" 
>4.1S\  L(retsonWa\.Dt;pi  1^ 
Indpl^ ,  l\  46226 
.117  542-')4W)  Em  12 

CHARITABLE  DONATIONS 


MUSEUM  OF  AMERICAN 
FINANCIAL  HISTORY 

We  solicit  gifts  of  your  financial 

archives  and  other  items,  for 

educational  use.  Fully  deductible  at 

market  value,  in  1991.  Please  write 

before  sending  anything   Publishers 

of  Friends  of  Financial  History, 

quarterly,  $25  US,  $35  elsewhere. 

26  Broadway  NY  10004/908-4519 

New  York  State  Not  For  Profit 


REAL  ESTATE 


Own  Spectacular  Land, 

40  acres  in  the  Colorado 

Rockies.  $30,000  and  up,  1% 

down,  9%  financing.  Write: 

Forbes  Wagon  Creek  Ranch 

Box  303,  Fort  Garland,  CO  81133 
(719)  379-3263 


Preferential  Seating^ 

TONIGHT-EVERY  NIGHT 

•HANTOM^ 


OF  THE  OPERA 


MISS  SAIGON 

Tickets  tor  all  Sold  Out  BROADWAY 
SHOWS,  SPORTING  EVENTS  &  CONCERTS 

y---j,- .-:    Business  Enleitammenl  Consultants 
PlCin  Call  Jaylof 

^MJi.800-SrAGE90 


MAIL  ORDER 


"Elevette" 

Practical 

Luxury. 

Enjoy  the  practical 
luxury  of  "Elev- 
etie",  the  custom- 
built  residential  ele- 
vator that's  ideal 
for  those  who 
can't  or  shouldn't 
climb  stairs.  Write 
today  for  more 
information: 


INCLINATOR 


COMPANY 

Dept  7 
P.O  Box  1557 
Harrisburg,  PA 
17105-1557 


AMERICA 


EXECUTIVE  GIFTS 


•  16   to  22 '  models  are  hond- 
ffohed  from  solid  mahogony  with 
handpainted  madtif>gs  ar\6  deioits 

•  Over  160  models  in  slock 

•  Priced  ffom  $99  50 

•  Sotisfaclion  guoronteed 

Call  1-800-950-9944 


ir^vr.Jific 


wont's  lUDINCMMab 

OfFINI 

UIOSCUlftUBS 

14255  Nw1+i;9lhShe«l 
S<ollidoleA;rp(«t,«  85260 

16021  M-wi  -;^  ^C 


INVEST  IN 
MONOPOLIES! 


if-* 


S 


^ 


Or  near  monop- 
olies. (,onipan- 
ies  that  ha\'e 
zero  or  \ery  lit- 
tle competition: 
are  able  to 
j^row  e\en  during  rec  es- 
sion:  expand  ver\'  fast 
and  are  not  well  know  n 
\et  on  Wall  Street. 

To  receive  reports  on 
the  companies  Andrew 
Laini  believes  ma\'  be- 
( ome  tomorrow's  i)kie 
chips,  call  us  toll-free  at 
1-800-S26-9401. 

rhc  Lanyi  nl\  i.sion  of 

i.aclenburg  Ttialinnnn  &  C^o. 

,'34()  Madison  Asemie 

New  York.  N>  \()U22 


EXECUTIVE  GIFTS 


SAVE  UP  TO  60% 

lake  jilviuiLini-  (if  line  of  ilic  (aslol  uniwjng 
sports  111  iIr-  world  iuid  Ik'Hiii  building  dubs  for 
biisJiK-ss  aiid  pii'iLsure. 

IT  (i«l[  s  yfar>  of  t'X|)criL'iitc  aiid  kiiowkdnf 
providt's  you  a  full  line  of  original  "pro-Une" 
qtialiiy  compont'tiLs  and  (inishi'd  clubs. ..while 
saving  you  up  lo  60%  with  fatiiin  dirccl 

hIioIcs;i1c  pnci'S 

lU'fori'  yuii  "iiivcsi'  iii  a  new  si-i  of  clubs,  lake 
a  look  at  ('["(iolf  ((imponeiiis  rlievil  speak  for 
themselves,  and  yon' 

UT  Golf 

1-800-666-603.? 


^ 


Miviirijrd«\h\jL(;Lpid 


4 


u 


COMPUTERS 


MTmRRYfTlflC 


INDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy*'  Computers 

Radio  Shack  "  phones  .  .  ,  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


Forbes:  Capitalist  Tool 


®  REACH  THE  PEOPLE  WHO  OWN 
AND  RUN  AMERICA'S  BUSINESS 


I 


STREETWALKER 


EDITED  BY  THOMAS  JAFFE 


Good  stocks  follow  bad 

Last  month  oil  and  gas  analyst  Alan 
Gaines  of  New  York's  Gaines,  Berland 
recommended  Transco  Energy  Co., 
the  big  natural  gas  pipeline  operator, 
as  a  deleveraging  play  (Forbes,  June 
24).  Gaines  liked  the  company's  plan 
to  sell  assets  in  order  to  cut  debt.  At 
the  time,  the  NYSE-listed  stock  was 
selling  for  SSVi.  But  that  was  before 
Columbia  Gas  System,  another  big 
pipeline  operator,  announced  that  it 
faces  potential  losses  of  over  $1  billion 
related  to  commitments  it  made  to 
buy  gas  at  prices  much  higher  than 
current  depressed  levels.  Columbia's 
stock  promptly  collapsed,  and  has 
dragged  down  the  shares  of  all  the 
other  pipeline  companies  with  it.  Re- 
cent price  of  Transco:  3OV2. 

Gaines  still  likes  Transco,  but  he's 
too  smart  to  fight  the  tape.  He's 
pulled  his  buy  on  it.  "When  the 
whorehouse  gets  raided,"  he  sighs, 
"even  the  piano  player  is  arrested." 

Long  hot  summer 

Is  IHE  SUMMER  rally  upon  us?  The 
market  ended  the  second  quarter  with 
a  whimper,  but  during  the  first  two 
trading  days  of  July  the  Dow  rose  66 
points,  to  2972.  That  put  the  Dow 
only  about  2%  below  its  alltime  high 
of  3035,  reached  June  3.  But  before 
you  jump  to  any  bullish  conclusions 
about  the  near  term,  listen  to  invest- 
ment strategist  Heiko  Thieme,  who 
runs  the  American  Heritage  Fimd. 

There  has  regularly  been  a  summer 
rally  since  1940,  says  Thieme.  On 
average,  the  gain  has  been  10%.  Only 
once,  in  1981,  did  such  a  rally  fail  to 
materialize.  To  arrive  at  this  conclu- 
sion, Thieme  has  compared  each 
year's  respective  Dow  low  for  May/ 
June  to  the  high  for  August/Sep- 
tember. On  that  basis,  what  can  be 
expected  in  1991?  Using  May  15, 
when  the  Dow  fell  to  2865,  as  the 
base  for  this  year's  calculation,  he 
concludes  there  is  the  potential  for  a 
rally  to  3150. 

But  Thieme  also  remembers  the 
broker's  old  saw,  "Sell  in  May  and  go 
away."  Over  the  last  51  years,  he 
notes,  the  market  has  invariably  see- 
sawed during  the  summer  months  as 
it  struggled  to  make  a  new  high  by  the 
end  of  summer.  The  intra-summer 
corrective    loss    has    averaged    8%. 


Thieme  arri\'es  at  this  by  comparing 
the  highs  of  May/ June  with  the  lows 
reached  between  July  and  September. 
If  there's  to  be  a  summer  correction, 
he  says  the  Dow  has  the  potential  to 
fall  to  just  below  2800. 

Which  will  it  be:  a  rally,  or  a  correc- 
tion, or  both?  Thieme's  prediction: 
first,  a  July  surprise,  with  the  Dow 
hitting  a  high  of,  say,  3050;  then,  an 
August  disappointment,  as  the  Dow 
backs  off  to  2900  or  so. 

"Anybody  who  doesn't  shift  his 
portfolio  to  accommodate  for  this 
kind  of  volatilit)',"  says  Thieme,  "will 
be  a  big  loser."  His  advice:  Focus  on 
stock  picking,  not  on  the  market. 
Thieme's  picks  for  the  next  three  to 
six  months:  IBM  (recent  price  99y8); 
Caterpillar  (493/4);  Citicorp  (M^/s); 
and,  its  controx'ersial  rights  offering 
notwithstanding,  Time  Warner  (88%). 

Russell  to  bustle.^ 

RussELE  Corp.  is  a  leading  producer 
of  sweatshirts,  sweatpants,  polo  shirts, 
T  shirts  and  team  uniforms.  Starting 
next  year,  it  will  be  the  official  supplier 
of  uniforms  to  major  league  baseball. 
But  the  stock  hasn't  been  much  of  a 
sporting  proposition   lately.    Recent 


Athletic  wear  by  Russeil 
Sweat  equity. 


NYSE  price:  23% — dead  on  the  base- 
paths  so  far  this  year.  The  $714  mil- 
lion (sales)  company  had  a  terrible 
first  quarter,  earning  only  8  cents  a 
share,  versus  35  cents  in  1990.  The 
second  quarter  won't  be  pretty,  ei- 
ther. Analyst  Mark  Plummer  of  Little 
Rock's  Stephens  Inc.  estimates  Rus- 


sell will  earn  onlv  $1.37  a  share  in 
1991,  down  17%.' 

But  Plummet's  not  sweating  it;  he's 
put  out  a  buy.  Alexander  City,  Ala.- 
based  Russell  is  a  low-cost,  nonunion, 
vertically  integrated  manufacturer.  In 
addition,  its  plants  have  very  modern 
equipment,  thanks  to  nearly  $600 
million  of  capital  improvements  made 
over  the  last  ten  years. 

Plummer  expects  positive  earnings 
comparisons  in  the  second  half  of 
1991,  and  thinks  the  momentum  will 
earn'  into  1992,  when  he  looks  for 
Russell  to  earn  around  $1.75  a  share. 
At  current  levels  the  stock  sells  for 
about  14  times  next  year's  anticipated 
earnings.  That's  hardly  dirt-cheap, 
but  consider  that  between  1986  and 
1990,  when  earnings  were  consistent- 
ly on  the  rise,  Russell  traded  at  multi- 
ples as  high  as  18  or  19.  There  are  41 
million  shares.  The  Russell  family 
controls  about  40%. 

Crystal-ball  gazing 

Speaking  of  apparel,  the  other  shoe 
recently  dropped  at  $869  million 
(sales)  Cr\'stal  Brands,  Inc.  Spun  off 
by  General  Mills  in  1985,  Crv'stal  has 
some  great  brand  names:  Izod  and 
Izod  Lacoste,  in  sportswear;  Eagle 
and  Gant,  in  shirts;  Evan-Picone,  in 
women's  w  ear;  Palm  Beach  and  John 
Weitz,  in  menswear;  Monet  and  Tri- 
fari,  in  costume  jewelry. 

Between  1986  and  1988  the  stock 
was  stuck  in  the  low  20s.  In  1989  it 
rose  to  nearly  40  on  strong  earnings. 
But  earnings  have  lately  weakened; 
the  stock  made  a  low  around  14  last 
fall  and  is  now  back  in  the  low  20s. 

Like  Russell,  Crystal  reported  a 
lousy  first  quarter.  Then,  on  July  1, 
the  Southport,  Conn. -based  compa- 
ny took  a  $31  million,  or  $3.37  a 
share,  net  writeoff  to  cover  restructur- 
ing costs.  Thanks  to  the  writeoff. 
Crystal  will  report  a  loss  for  the  year. 

But  the  company  says  earnings  for 
the  second  half  of  1991  will  exceed 
the  $2.60  a  share  it  earned  during  the 
second  half  of  1990.  Analyst  C^andace 
Weir  of  Albany's  C.L.  King  &  Asso- 
ciates estimates  that,  excluding  the 
writeoff,  1991  earnings  from  con- 
tinuing operations  will  be  about 
$2.10  a  share.  She  thinks  the  compa- 
ny will  earn  more  than  $3  in  1992. 
Weir  estimates  cash  fiow  will  be  $4.50 
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a  share  this  year  and  nearly  $6  the 
next.  Recent  NYSK  price:  2IV2. 

Weir  acknowledges  that  the  stock 
could  fall  below  20  on  any  general 
market  weakness,  but  thinks  the  pros- 
pect of  improvement  may  help  the 
stock  bounce.  At  a  price  of  30,  say, 
Cr)'stal  Brands  would  be  selling  at  just 
ten  times  anticipated  1992  earnings. 
(There  are  9.1  million  shares  out- 
standing; Forstmann-Leff  Associates 
owns  18%.) 

Making  contact 

Susan  and  Lavvrhnch  Sternk  of 
Stowe,  Vt.'s  Economic  Analysis  Asso- 
ciates monitor  the  spending  patterns 
of  consumers  in  more  than  70  busi- 
ness categories.  Lawrence  also  screens 
the  stocks  of  hundreds  of  companies 
that  can  be  aflPected  by  shifts  in  spend- 
ing momentum.  He'll  suggest  indus- 
tries in  which  to  decrease  or  increase 
investment  exposure,  and  will  pick  a 
handfi-il  of  stocks  to  focus  on. 

Although  the  second-quarter  data 
for  the  Sternes'  most  recent  report 
went  only  through  April,  they  yielded 
some  nuggets.  For  instance,  there  was 
major  improvement  (albeit  at  low  lev- 
els) in  spending  for  ophthalmic  and 
orthopedic  appliances. 

If  this  pattern  holds,  says  Lawrence 
Sterne,  keep  your  eyes  on  Bausch  & 
Lomb,  the  $1.4  billion  (sales)  maker 
of  contact  lenses,  related  solutions 
and  accessories.  The  Rochester,  N.Y.- 
headquartered  company  also  pro- 
duces ophthalmic  drugs,  dental 
plaque  removal  devices,  sunglasses 
and  consumer  optical  items.  Recent 
NYSE  price,  adjusted  for  a  2-for-l  split 
on  July  1:  40%.  Although  the  stock 
has  risen  nearly  50%  from  its  12- 
month  low  last  fall,  it  hasn't  been 
immune  to  profit-taking;  earlier  this 
year  Bausch  &  Lomb  almost  hit  45. 

The  company  will  probably  earn 
$2.50  a  share  this  year,  up  14%  over 
1990.  The  estimates  for  1992  are 
about  $2.90  a  share — a  further  16% 
gain.  So  despite  its  runup,  the  stock 
sells  for  a  market  multiple  of  around 
14  times  anticipated  1992  earnings. 
Note  that  over  the  past  five  years  or  so 
Bausch  &  Lomb  has  commanded  a 
premium  P/E  to  the  market  of  1 7 
times  earnings.  With  any  luck,  some- 
time in  the  next  12  months  Bausch  & 
Lomb  will  be  a  $50  stock.  ■■ 
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A  millionaire'sFiji  JsMbeckons  you 


The  fact  that  millionaires  and 
movie  stars  have  vacationed  on  the 
late  Malcolm  Forbes'  famed  island 
retreat,  Laucala,  doesn't  mean  it's 
expensive. 

For  7  nights  and  8  days,  the  cost 
is  just  $2,600  per  person.  And  that 
includes  everything:  all  activities, 
meals,  drinks,  lodging,  taxes  and 
round-trip  flights  between  Fiji's 
Nadi  International  Airport  on  the 
main  island  and  Laucala. 

Why  do  the  rich  and  famous 
love  Laucala?  It's  the  privacy.  No 
more  than  ten  or  twelve  guests  are 
ever  on  our  island  at  the  same  time. 


and  each  vacationing  couple  or 
family  is  housed  in  their  own  seaside 
cottage. 

Stroll  pristine  beaches.  Swim, 
snorkel  or  scuba  in  azure  waters. 
Fish  for  the  big  ones  from  our  deep 
sea  boat  or  just  unwind  by  the  pool. 

Come  on  down  to  Forbes'  South 
Seas  tropical  paradise  for  the  relax- 
ing and  very  exclusive  vacation  of 
a  lifetime. 

For  information,  please  write: 

Errol  Ryland,  Manager 

Box  303,  Fort  Garland,  CO  81 1 33 

or  call:  719/379-3263  ILD4 


The  Annual 
Oxford  Summit 

Rcvifw   the  liu^iiiiss  cliinalc  ol  a  wiirlil  in  IiuiiicjiI 
in  llir  calm  dI  Oxford 

OCTOBER  2-5,  1991 


We  invite  you  to  the  eighth  annual  International  Business  Outlook 
Conference  at  Oxford. 

The  closing  banquet  at  Blenheim  Palace  will  be  addressed  by  The  Rt  Hon 
Sir  Geoffrey  Howe,  QC,  MP,  formerly  Deputy  Prime  Minister  and  Secretary  of 
State  for  Foreign  and  Commonwealth  Affairs  of  the  United  Kingdom. 

Places  are  still  available.  For  full  conference  details,  please  contact  the 
Conference  Office,  International  Herald  Tribune,  63  Long  Acre,  London 
WC2E  9JH.  Tel:  (44  71)  379  4302.  Fax:  (44  71)  836  0717. 


KcralbcaG&ft^^ribune. 


OXFORD 
ANALYTICA 


The  Global  Newspaper 


A  (pccuSzcd  consulting  firm  which  draw*  rli  project 

tcum  ttwn  morr  Itun  500  wnior  Ucutty  mcmben  it 

Oxford  and  othtr  nujor  unreenitic*, 


Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


The  land  we're  offering  is  far 
from  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  S30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303   1WH6 
Ft.  Garland,  CO  81133. 


Oblain  the  Properly  Reporl  required  by  fedetai  law  and  reaa  it  Deiore  signing  anything  No  t-eOeral  agency  has 
ludged  the  merits  or  value,  if  any,  of  this  properly  Equal  Credit  and  Housing  Opportunity  A  slatemenl  and  offenng 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  liling  does  no!  constitute  approval 
of  the  sale  Or  lease  or  otter  for  sale  or  lease  by  the  Secrelary  of  Slate  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offenng   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo 
Ranches.  NYA86  1 53.  A  stalemenl  of  Record  filed  with  the  New  Jersey  Real  ilstale  Commission  permits  this  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  menis  or  value.  Obtain  the  New  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything  NJA  #60686004  CO;  Florida  AD  20537 


FLASHBACKS       , 


EDIIED  BY  DERO  A.  SAUNDERS 


"The  more  things  change  . . ." 
70  years  ago  in  Forbes 

(From  the  issuk  of  July  23,  1921 ) 
"The  opening  month  of  the  second 
half  of  the  year  has  brought  extremely 
important  and  helpful  developments. 
For  example,  the  government  has  an- 
nounced its  intention  to  pay  some 
$500  million  to  the  railroads.  .  .  . 
Congress  has  passed  a  resolution  ter- 
minating our  state  of  war  with  Ger- 
many. Germany  has  astonished  many 
people  by  her  promptitude  in  meet- 
ing reparation  payments  thus  far. 
President  Harding's  steps  on  disar- 
mament are  full  of  vast  possibilities  for 
the  good  and  solvency  of  the  world." 

"Bethlehem  Steel  has  announced  a 

wage  reduction  in  its  Steelton  (Pa.) 
plant  of  15%  effective  July  16.  All 
salaried  employees  will  be  cut  10% 
effective  August  1.  The  reduction 
brings  down  the  wage  rate  from  32  to 
27  cents  an  hour,  or  one-half  cent 
higher  than  the  rate  paid  on  October 
1,1917.  The  plant  is  now  operating  at 
about  30%  of  capacity." 


60 


years  ago 


(From  THE  ISSUE  OF  July  15,  1931) 
"By  far  the  most  important  event  in 
the  aviation  field  in  the  past  fortnight 
was  the  famous  round  the  world  flight 
of  the  American  aviators  Wiley  Post 
and  Harold  Gatty,  [who]  lowered  the 
previous  alltime  record  from  three 
weeks,  set  by  the  Graf  Zeppelin  several 
years  ago,  to  less  than  nine  days." 

"It  takes  but  one  spark  to  touch  off 
tinder.  But  the  tinder  must  be  there. 
From  despondency,  gloom,  cheer- 
lessness,  the  business  world  reverted 
almost  overnight  to  optimism  when 


the  President  of  the  U.S.  flashed  to 
Europe  the  word  'moratorium.'  In 
ten  days  the  stock  market  made  up  a 
month's  lost  ground  in  prices;  cop- 
per, cotton,  wheat — commodities  the 
world  over — halted  their  long  down- 
hill march;  businessmen  began  saying 
'better'  instead  of 'worse.'  " 


years  ago 


50 

(From  the  issue  of  July  15,  1941  ] 
"Cows  fly  in  Central  America.  So  do 
bags  of  flour  and  massive  mahogany 
logs  and  two -ton  tractors.  Central 
American  airliners  are  primarily  'air- 
freighters,' and  their  passengers  often 
sit  on  bare  wooden  benches  or  even 
kegs  of  nails,  as  befits  their  secondary 
importance." 

"Excluding  Washington,  D.C.,  the 

fastest- growing  city  in  the  U.S.  is 
Akron,  Ohio.  Handling  more  than 
$450  million  in  defense  orders  .  .  . 
Akron  bustles  with  activity.  Employ- 
ment for  the  first  three  months  of  this 
year  was  14%  better  than  in  the  same 
three  months  last  year.  New  car  and 
truck  sales  are  170%  ahead  of  1938. 
Air  express  shipments  are  the  greatest 
in  history.  Akron  is  booming." 


years  ago 


25 

(From  THK  ISSUE  OF  July  15,  1966) 
"It's  always  been  difficult  enough 
for  the  average  investor  to  analyze  the 
average  company's  annual  reports, 
but,  with  increasing  diversification, 
it's  becoming  almost  impossible. 
How  much  of  ge's  profits  come  from 
consumer  products  like  refrigerators 
and  light  bulbs  and  how  much  from 
utility  equipment?  How  much  does 
General  Motors  make  from  Chevrolet 
and  how  much  from  Frigidaire.^  And 
what  about  Textron,  with  some  35 
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separate  businesses.^  .  .  . 

"This  situation  may  soon  change. 
Manuel  F.  Cohen,  chairman  of  the 
Securities  &  Exchange  Commission, 
has  ordered  the  SKC's  accounting  de- 
partment and  its  legal  staff  to  work 
out  a  practical  method  to  require 
corporations  to  report  sales  and  earn- 
ings division  by  division." 

"The  whole  U.S.  steel  industry  is 
spending  money  on  new  plants  and 
equipment  at  the  highest  rate  in  histo- 
ry, a  record  $2.2  billion  this  year,  or 
some  15%  more  than  in  1965. 

"This  time,  however,  the  industry 
promises  to  avoid  the  hangover  that 
followed  the  great  equipment  binge 
of  the  1950s.  Then,  in  what  was 
probably  the  most  massive  mistake 
ever  made  by  a  great  American  indus- 
try, the  steelmakers  spent  their  money 
to  build  more  capacity  employing  ob- 
solescent technology.  ..." 


10 


years  ago 


(From  ihf  issue  of  Iui  y  20,  198 1 ) 
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Farmers,  including  many  former  farm  owners,  at  work  on 
Henry  Ford's  experimental  farm  in  1931.  The  pay:  $5  for  8  hours. 


Ben  Morgan  of  Dairymen,  Inc. 


"Ben  Morgan,  head  of  Dairy'men, 
Inc.,  the  $881  million  Louisville,  Ky.- 
based  farmers'  cooperative,  thinks  he 
has  found  a  way  to  compete  with  soft 
drinks  for  the  beverage  market:  milk 
in  cartons  that  keeps  up  to  three 
months  without  refrigerating.  Euro- 
peans have  been  buying  milk  like  that 
for  10  to  15  years,  but  the  FDA  didn't 
approve  the  process  for  the  U.S.  until 
January;  Morgan  hopes  [to]  be  the 
first  dairy  supplier  to  use  it." 
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THOUGHTS  OH  THE  BUSIHESS  OF  LIFE 
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A  certain  ultra-dignified 
£ientleman  of  unusual 
prominence  carried  himself 
so  stiffly  that  nobody  felt 
free  to  call  him  by  his 
first  nafnc.  He  quarreled 
with  a  friend  of  earlier 
days  and  from  then  on  the 
tivo  never  spoke.  The  day 
the  friend  died  an  associate 
found  the  ultra-dijjnified 
(jentleman  staring  throujjh 
the  window.  When  he  came 
out  of  his  reverie,  he 
soliloquized  with  a  si^h, 
"He  was  the  last  to  call  me 
John. "  Is  any  man  really 
entitled  to  regard  himself 
a  success  who  has  failed  to 
inspire  at  least  a  goodly 
number  of  fellow  mortals  to 
jfreet  him  by  his  first  name? 

-B.C.  FciRBHS 


A  Text ... 

Rejoice  not  when  thine 
enemy  falleth,  and  let 
not  thy  heart  be  glad 
when  he  stumbleth: 
Lest  the  Lord  see  it, 
and  it  displease  him, 
and  he  tiirn  away  his 
wrath  from  him. 
-rROVFRBS  24:17-18 


Sent  in  by  Anthony  L.  Paoiini, 
W.  Henrietta,  N.Y.  What's  your 
favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


Man  seems  to  be  a  rickety 
poor  sort  of  thing,  any  way 
you  take  him;  a  kind  of 
British  Museum  of  infirmities 
and  inferiorities.  He  is 
always  undergoing  repairs. 
A  machine  that  was  as 
unreliable  as  he  is  would 
have  no  market. 
-Mark  Twain 

To  read  without  reflecting 
is  like  eating  without  digesting 
-Edmund  Burke 

Never  face  facts;  if 
you  do,  youMl  never  get 
up  in  the  morning. 

-Marj.o  Thomas 

We  don't  live  in  a  world 
of  reality,  we  live  in 
a  world  of  perceptions. 
-J.  CJkrai  1)  Simmons 

1  don't  care  what  you  say, 
women  make  the  best  wives. 

-DaGVVOOD  BUMSlhAD 


Look  out  how  you  use  proud 
worcis;  when  you  let  proud 
words  go,  it  is  not  easy  to 
call  them  back. 
-Carl  Sandburg 

Freedom  costs  you  a  great  deal. 

-Lillian  Hellman 

What  wisdom,  what  warning  can 
prevail  against  gladness.' 
There  is  no  law  so  strong  that 
a  little  gladness  may 
not  transgress. 
-Hknry  David  Thori-;au 

Husbands  are  like  fires: 

They  go  out  when  unattended. 

-Zsa  Zsa  Gabor 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts,"  Price:  $19.50.  Send 
check  and  order  to:  Forbes  Inc.,  50  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


A  man  must  marr\'  only 
a  very  pretty  woman 
in  case  he  should  ever 
want  some  other  man  to 
take  her  otFhis  hands. 
-Sac;ha  Guitry 

I  make  beanstalks;  I'm  a 
builder,  like  yourself. 
-Edna  St.  Vincent  Millay 

When  shallow  critics  denounce 
the  profit  motive  inherent 
in  our  system  of  free 
enterprise,  they  ignore  the 
fact  that  it  is  the  economic 
support  of  every  human  right 
we  possess  and  without  it 
all  rights  would  soon 
disappear. 
-DwiGHT  D.  Eisenhower 

Genius  is  perseverance 
in  disguise. 

-Mike  Newlin 

Love:  Two  minds  without 
a  single  thought. 
-Philip  Barry 

I  am  myself  so  exceedingly 
Nordic,  as  far  as  physical 
constitution  is  concerned, 
that  I  can  enjoy  almost 
any  weather  except  what  is 
called  glorious  weather. 
At  the  end  of  a  few  days, 
I  am  left  wondering  how 
the  men  of  the  Mediterranean 
ever  managed  to  do  almost 
all  the  most  active  and 
astonishing  things  that 
have  been  done. 
-G.K.  Chesterton 

A  man  is  infinitely  more 
complicated  than  his  thoughts. 
-Paul  Valery 

Power  doesn't  corrupt  people; 
■people  corrupt  power. 

-William  Caddis 

God  is  in  the  details. 

-Mies  Van  Der  Rohk 
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Interstellar  Blacksmithing 

Applied  Metelligence  from 
Fansteel/PSM 
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Sojourning  in  space  demands  the  highest 
apphcation  of  the  metallurgical  sciences. 
Exotic  alloys  must  be  fabricated  into  required 
shapes  by  leading  edge  techniques.  These 
vehicles  require  interstellar  blacksmithing 
from  Fansteel/PSM. 

Fansteel/PSM  developed  the  basic  parameters 
to  fabricate  columbium  alloys  and  perfected 
the  monocoque  nozzle  extension.  This  Ughtened 
the  Apollo  Service  Module  by  520  lbs. 
Fansteel/PSM  developed  the  process  for 

etelligence- 

spinning  the  huge  A12219  dome  caps  for 

the  Space  Shuttle. 

Numerous  challenges  had  to  be  met  in  order 

to  develop  the  large,  highly  visible  Space 

Shuttle  nozzle  extension,  including  bulge  and 

weld  toohng,  the  match  fitting  of  each  weld 

joint  and  the  perfection  of  the  weld  joint  using 

pulse  arc. 

Apphed  MeteUigence  at  Fansteel/PSM  means 

interstellar  blacksmithing.  It  is  one  more 

reason  it  will  pay  you  to  know  more  about  us. 


The  custom  designed  24000  lb  Aronson 
welding  positioner  gives  PSM  versatility 
in  handling  the  large  size  nozzle 
requirements  of  the  aerospace  industry. 


[^ansted 

1  Tantalum  Place 

North  Chicago,  IL  60064 

708-689-4900 


WE  COVER  THE  ^VATERFRONT.  ALL  223,000  MILES  OF  IT. 

World  trade  in  goods  and  services  now  surpasses  $4  trillion  annually,  and  the  importers  and  exporters  for 
whom  the  AIG  Companies  provide  insurance  coverages  touch  virtually  every  coastline  in  the  world.  Our 
global  network  consists  of  people  with  deep  understanding  of  the  laws,  regulations,  customs  and  business 
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Hold  the  egg  rolls. 
I'll  take  a  Big  Mac 
and  some  fries. 
70 


Hot  technology, 
controlled  costs. 


Bill  Simon  was  way  too 
early  on  this  investment. 
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ON  THE  COVER 


"The  Mountains  Are  High, 

The  Emperor  Is  Far  Away"  70 

By  Andrew  Tanzer 

The  tired  old  autocrats  still  rule  in 
Beijing,  but  down  on  China's  south- 
ern coast  a  capitalist  revolution  has 
started.  And  it  is  spreading. 

The  Runner  Stumbles  40 

By  Thomas  Bancroft 

William  E.  Simon  made  a  fortune 
getting  in  early  on  leveraged  buyouts. 
But  here's  a  deal  he  blew. 

Turning  Up  The  Heat 

At  Du  Pont  45 

By  James  R.  Norman 

Edgar  Woolard  is  trying  to  restore  the 
luster  at  asset-rich  E.I.  du  Pont  de 
Nemours  &  Co.  But  will  he  do  it  fast 
enough  to  please  the  Bronfmans.^ 

Computers/Communication.s: 
What's  Good  For  IBM  90 

By  Julie  Pitta 

IBM's  alliance  with  Apple  Computer 
is  only  the  latest  episode  in  the  feud 
between  the  no  longer  gende  com- 
puter giant  and  cocky  Bill  Gates. 


COMPANIES/INDUSTRIES 
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Kaiser  Aluminum 

By  William  P.  Barrett 

The  boom  in  new  issues  is  giving 
dealmakers  a  wonderful  opportunity 
to  cash  in  some  profits.  Few  have 
done  so  as  handsomely  as  Charles 
Hurwitz  at  Kaiser  Aluminum. 


Hewlett-Packard  42 

By  Norm  Alster 

In  a  market  that  has  savaged  comput- 
er stocks,  Hewlett-Packard  has  held 
up  well.  Credit  a  hot  line  of  work- 
stations and  relatively  lean  staffing. 

Toyota  44 

By  Howard  Banks 

Is  the  Japanese  car  giant  about  to 
sprout  wings.^  The  company's  senior 
managers  are  seriously  thinking  about 
building  small  airplanes. 

Up  &  Comers; 

Delaware  Otsego  Corp.  50 

By  Roula  Khalaf 

Dozens  of  little  railroads  have  failed 
over  the  past  decade,  but  Walter  Rich 
has  built  the  Delaware  Otsego  into  a 
pesky  competitor  to  Conrail. 

Up  &  Comers: 

Sanford  Corp.  52 

By  Richard  Phalon 

Hank  Pearsall  has  positioned  the  134- 
year-old  company  for  a  new  round  of 
rapid  growth. 

Bank  Mergers  56 

By  Tatiana  Pouschine 

They  take  time,  skill  and  luck — as 
shareholders  will  discover  when  the 
proposed  Manufacturers/Chemical 
"merger  of  equals"  goes  through. 


INTERNATIONAL 
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The  Gaijins'  Revenge 

By  Richard  L.  Stern 

and  Howard  Rudnitsky 

The  Japanese  brokerage  scandals  spell 

a  great  and  profitable  opportunity  for 

big  U.S.  and  British  brokers. 

Not  So  Risky  Business  76 

By  Richard  C.  Morais 

Lloyd's  of  London  is  having  its  prob- 
lems. Germany's  big  Munich  Re  is  a 
direct  beneficiary. 

The  Merchant  Of  Mexico  80 

By  Joel  [i/lillman 

With  great  success,  Jeronimo  Arango 
has  brought  a  northern  style  of  retail- 
ing to  Mexican  shoppers. 


MONEY  &  INUESTING 


Statistical  Spotlight: 

Fire  Insurance?  60 

By  Steve  Kichen  and  Warren  Midgett 
Gold  is  attracting  attention.  One  way 
to  play  is  through  South  African  com- 
panies with  mining  interests. 

The  Funds: 

Harbor  Growth  Fund  114 

By  Christopher  Palmeri 

Harbor  Growth  Fund's  Bardey  Mad- 
den buys  companies  with  big  research 
and  development  budgets. 
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practices  ojthe  countries  in  which  they  work.  As  well  as  local  insurance  markets  and  needs.  That's  why 
multinational  businesses  can  rely  on  our  people  and  our  services.  In  the  seven  decades  since  our  founding, 
we've  built  a  global  network  in  130  countries  andjurisdictions  that  could  not  be  duplicated  today.  At  any  cost. 


AIG 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

Aniorican  Inlcrniitional  Ciroup.  Inc..  Dept.  A.  7()  I'ine  Street.  New  York.  NY  1()27(). 


Streetwalker  124 

Time  Warner;  Borden;  General  Mo- 
tors; Allied-Signal. 


LAW  AND  ISSUES 


Tell  Them  Anything 

To  Get  The  Loan  58 

By  Laura  Jereski 

How  the  banks  made  Harold  Brown 
Boston's  largest  landlord.  And  why 
the  bankruptcy  system  will  make  sure 
he  keeps  the  title. 

The  Boston  Supply-Side  Party      82 

By  Janet  Novack 

Under  a  forcehil  young  governor, 
Massachusetts  is  rethinking  its  tax- 
and-spend  ways  and  downsizing  the 
scope  of  state  government.  Will  other 
states  follow  suit? 


COMPUTERS/COMMUNICATIONS 


91 


The  Hub  Hubbub 

By  Cav;d  Churbuck 

"Smart  hubs"  help  your  computers 
talk  to  one  another.  But  how  do  you 
get  your  hubs  to  talk  to  one  another? 

Second  Time  Too  Rich  94 

By  Julie  Pitta 

Not  a  few  second  ventures  from  the 
early  titans  of  personal  computing 
■  have  fizzled.  What's  wrong?  The  case 
of  billionaire  Paul  Allen  suggests 
some  answers.  Also:  Commentary  by 
Richard  A.  Shaffer. 


SCIENCE  &  TECHNOLOGY 


Red-Taping  Insurance  99 

By  Peter  Huber 

The  red  tape  and  fine  print  of  insur- 
ance contracts  are  inevitable  respons- 
es to  a  tortuous  legal  system. 


MARKETING 


Forget  The  Sizzle, 

Sell  The  Steak  86 

By  John  Marcom  Jr. 

Unwilling  to  outspend  its  bigger  ri- 
vals on  superficial  image-building 
campaigns,  France's  Clarins  has  suc- 
ceeded by  selling  its  cosmetics  prod- 
ucts the  wav  Volvo  sells  its  cars. 


PERSONAL  AFFAIRS 


100 


Rattraps  And  Snake  W^e 

By  Richard  C.  Morais 

Before  doing  business  in  China,  it 
helps  to  sample  its  fascinating,  if 
sometimes  appalling,  diversity. 

Collectors: 

Heads  I  Win,  Tails  Tou  Lose        104 

By  Christie  Brown  and  Lisa  Gubernick 
Rare-coin  dealer  Bruce  McNall  has 
lost  money  for  the  Hunt  brothers  and 
David  Geffen,  but  he  has  done  very 
nicely  for  himself,  thank  you. 
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By  Linda  Killian 

Dave  Thomas,  founder  of  Wendy's, 

^  •    ^mart  enough  to  know  when  to 

iiis  company  for  others  to  man- 

ieing  a  good  marketer,  he  also 

when  to  come  back. 
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A  mistress  in  Shenzhen 

"Instead  of  China  taking  over  Hong  Kong,  it  looks  from  here  as  if 
Hong  Kong  is  in  the  process  of  taking  over  China."  So  said  Andrew 
Tanzer  when  he  returned  recendy  from  the  last  of  the  reporting  trips 
to  China  that  produced  this  issue's  cover  story.  For  what  is  happen- 
ing in  China's  Guangdong  province  illustrates  better  than  any  other 
recent  event  the  increasing  primacy  of  economics  over  politics  in  the 
late  20th  century. 

The  aging  autocrats  of  Beijing  still  hold  to  a  fairly  hard-line  type  of 
communism  and  repress  freedom.  Yet  within  their  very  borders,  but 
1,200  miles  away,  a  free  market  economy  thrives,  complete  with 
private  property,  private  ex= 

port  deals   and  lots  of  the      «i  r       •  | 

kinds  of  imported  "luxury"  ^ 

goods  that  good  commu- 
nists are  supposed  to  despise. 
These  Marxist- Leninist  no- 
nos  are  spreading  to  Guang- 
dong from  neighboring 
Hong  Kong. 

And  from  Guangdong, 
capitalism  is  spreading  by  os- 
mosis to  adjacent  regions  in 
China.  A  grass-roots  capital- 
ist revolution  is  undermining 
the  old  regime,  just  as  surely 
as  Mao's  undermined  the 
old  order  that  preceded  it. 
Bustling,  entrepreneurial 
Guangdong  produces  jobs 
and  foreign  exchange,  both 
of  which  Beijing  badly  needs. 

Andrew  Tanzer,  our  To- 
kyo-based Pacific  bureau 
manager,  is  a  34-year-old  na- 
tive of  Washington,  D.C. 
When  he  joined  Forbes  in  ^^^h 
1984  he  was  a  veteran  of  four 

years  in  Taiwan  and  Hong  Kong,  first  as  a  student,  later  as  a  writer  for 
a  Hong  Kong  publication.  Whence  came  his  idea  for  writing  about 
remote  Guangdong.'  "1  noticed  something  was  odd,"  he  says. 
"Supposedly  a  lot  of  Hong  Kong  people  are  fi-ightened  about  the 
return  of  the  colony  to  Chinese  control  in  1997.  Yet  many  of  my 
businessmen  sources  have  been  moving  the  manufacturing  arms  of 
their  businesses  from  Hong  Kong  into  communist  territory.  1 
decided  I'd  better  see  what  was  going  on." 

What  he  saw  was  the  same  sort  of  vitality,  entrepreneurship, 
incipient  consumerism  and  breakneck  growth  he  had  observed  in 
Taiwan  more  than  a  decade  ago.  He  reports  that  cost-conscious 
Hong  Kong  businessmen  are  keeping  mistresses  in  apartments  they 
buy  tor  them  in  Shenzhen.  "It  costs  about  one-tenth  as  much  as  in 
Hong  Kong,"  says  Tanzer. 

Forbes  brings  you  a  story  that  the  rest  of  the  U.S.  media,  with 
their  preoccupation  with  politics,  have  missed.  It  starts  on  page  70. 


Andrew  Tanzer 

New  buildings  replacing  the  old 

in  Guangdong's  booming  Shenzhen. 


d/'  9-''LU<.j^ 


Editor 
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MINOLTA  JUST  TAUGHT  CAMERAS 
A  WHOLE  NEW  WAY  TO  THINK. 


Introducing  the  Maxxunf  7x1 . 

If  only  lighting  never  changed,  your 
lubjects  never  moved,  and  backgrounds 
vere  always  constant,  picture-taking  would 
oe  a  snap. 

But  they  do.  And  that's  the  chal- 
enge  and  the  fun  of  photography  It's 
3 1  so  why  you  need  the  first  camera 
[hat  thinks  for  itself 

Suppose  you're  watching 
cyclists  race  from  light  through 
shadow  and  back.  TheMaxxum  7x1 
will  break  from  the  pack  with  its  abil- 
ty  to  adjust  for 
the  most  minute 
lighting  changes 

If  the  cyclists 
speed  up,  slow  down  or 
take  off  in  any  direction, 
Maxxum's  unique  Predictive  Autofocus 
will  freeze  them  in  perfect  clarity  Only  the  7xi 
can  do  it  four  times  a  second. 

And  because  things  happen  fast,  the  7x1 

has  all 
systems 
working  before 
your  eye  meets 
the  viewfinder 

You  see, 
the  new 
Maxxum  7xi 
can  make  your 

Because  Maxxum  analyzes  images  a  whole  new  way, 
photos  are  sharper  and  more  precise  than  ever. 

life  easy  because  it  thinks  with  the  most 
powerful  computer  ever  put  behind  a  lens. 
It's  the  first  computer  which  applies 
"fuzzy  logic"  to  draw  on  the  pre-programmed 
expertise  of  professional  photographers. 

Look  for  valuable  Minolta  USA  2-year  camera/5-year  lens  limited  warranty 
cards  with  your  products.  For  more  information,  see  your  selected  Mmolta 
dealer  or  write;  Minolta  Corp,,  101  Williams  Drive.  Ramsey.  N  J  07446. 
In  Canada:  Minolta  Canada,  Inc  ,  Ontario,  f^?' 1991  Minolta  Corporation. 

NEW  MAXXUM'^Fxi 

ONLY  FROM  THE  MIND  OF  MINOLTA 


Soyou' II  be  guided  to  the  perfect,  subtle  decision 
even  in  the  most  complicated  situation. 
What  more  can  an  SLR  do? 
Well,  in  this  case,  its  4-mode  flash 
reduces         red-eye,  its  compact 
lenses  zoom 
automatically 
and  its 


Creative 

Expansion  Cards 

let  you  really  exercise  your  ingenuity 

Yes,  the  Maxxum  7x1  has  a  new  way  of 
thinking.  But  it's  the  results  that  will  amaze 
you  when  you  take  it  for  a  ride. 


MINOLTA 
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Bulls-tf  Or  bull's-eye? 

Frank  Palumbo,  head  of  penny  stock 
brokerage  J.W.  Gant  Financial,  says 
that  Forbes'  expose  of  his  firm  was 
"bulls -t."  (May  13).  But  regulators 
in  Gant's  home  state  of  Florida  seem 
to  think  the  story  was  a  bull's-eye. 

Last  month  the  state's  comptroller 
filed  a  complaint  seeking  to  close  all 
six  of  Boca  Raton-based  Gant's  Flori- 
da offices.  The  state  wants  to  fine 
Gant  up  to  $5,000  for  each  of  several 
hundred  alleged  violations,  including 
illegal  markups  on  some  stocks  and 


J.W.  Gant's  Frank  Palumbo  at  work 
Florida  wants  him  out. 


warrants.  Markups  above  5%  are  con- 
sidered excessive  by  the  National  As- 
sociation of  Securities  Dealers.  The 
state  cited  two  issues  peddled  by 
Gant — Mega  Group  and  Jack  Carl 
312,  Futures — that  were  marked  up 
by  over  200%  in  some  instances. 

The  last  time  Forbes  met  with  him, 
Palumbo,  34,  talked  for  seven  hours, 
vowing  that  Gant  was  clean.  How 
about  the  recent  charges.''  "Well,  it's 
not  2,000  counts  of  check-kiting,  like 
[E.F.]  Hutton,"  sneered  Palumbo. 
He  hung  up  the  phone  before  Forbes 
could  ask  whether  he  thinks  Gant  will 
survive.  -Seth  Lubove 

On  the  mend 

Nursing  home  operator  Beverly  En- 
terprises is  recovering  nicely.  Loatied 
with  debt  and  often  cited  for  health 
violations  and  negligence,  Beverly 
lost  $159  million  from  1987  through 
1989  (Jtifw  11,  1990).  But  the  prog- 


nosis for  the  Fort  Smith,  Ark. -based 
firm,  and  for  nursing  homes  in  gener- 
al, has  markedly  improved. 

After  a  Supreme  Court  ruling  last 
year  allowing  operators  to  sue  states 
for  reimbursement  on  Medicaid  pa- 
tients, the  states'  bills  have  been  going 
up.  Beverly  has  shut  or  sold  about  150 
troubled  homes  and  is  improving  ser- 
vice at  its  remaining  facilities.  The 
industry's  occupancy  rates  are  rising, 
with  demand  growing  at  100,000 
beds  a  year  industrywide. 

With  90,000  beds,  Beverly  is  the 
leader  in  a  fragmented  industry.  After 
several  secondary  stock  oflferings, 
Beverly's  debt  is  down  to  roughly  half 
of  total  capital.  The  company  earned 
$13  million  last  year  on  sales  of  $2.1 
billion.  Charles  Mangum  of  Fidelity 
Investments,  which  recently  hiked  its 
Beverly  holdings  to  more  than  10%  of 
the  float,  says  the  company  is  attract- 
ing patients  who  pay  out  of  their 
pockets  at  higher  rates  than  Med- 
icaid's. The  NYSE-traded  shares,  which 
sank  to  3%  last  year,  recently  passed 
10.  Mangum  thinks  Beverly  will  earn 
at  least  $32  million  this  year. 

Family  trouble 

Last  year  an  unknown  Texan  named 
Jeft  Reynolds  posed  for  a  brief  time  as 
a  serious  bidder  for  Australian  brew- 
ing conglomerate  Bond  Corp.  After 
his  bid  failed,  Forbes  found  that 
young  Reynolds  was  a  college  drop- 
out with  a  history  of  writing  bad 
checks  (Apr.  16,  1990). 

In  June  the  Securities  &  Exchange 
Commission  sued  Reynolds  and  his 
father,  Dallas  insurance  man  L. 
George  Reynolds,  for  civil  securities 
fraud.  The  agency  alleges  that  the  duo 
and  some  cronies  fraudulently  gained 
control  in  1986  of  Cortez  Interna- 
tional Ltd.,  a  Vancouver  mining  firm 


Self-styled 
corporate  raider 
Jeff  Reynolds 
Mucli  talk, 
no  cash. 
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Tenneco: 

committed  to 

innovation- 


Even   in    a 
down  economy,  Tenneco 
companies  are  putting  new 
ideas  to  work.  Tenneco  Gas: 
building  a  worldscale  facility  to 
produce  MTBE,  an  emission  reducing 
gasoline  additive.  J  I  Case:  patenting  36 
new  farm  and  construction  equipment 
advances.  Tenneco    Automotive: 
deveU)ping  automotive  electronic 
noise  cancellation  systems.  Newport 
News  Shipyard:  using  computers 
to  plan  the  lifecycle  of  a  ship 
before  it  is  built.  Packaging 
Corporation  of  America: 
increasing   production   of 
recycled  paper  products. 
Albright   &  Wilson:  us- 
ing its  own  energy- 
efficient  process  to 
purify  phosphoric  acid. 
Tenneco  Minerals: 
producing  chlorine- 
free  products  for 
industrial  uses. 


The  point  is 

innovative  thinking 

even  in  down  markets. 

That's  why  we're  positive 

about  the  future.  Call 

1-800-345-9027  to 

learn  more. 


Tenneco  Gas  (pipelines)  •  J  I  Case  (farm  and  construction  equipment)  •  Tenneco  Automotive  •  Newport  News  Shipbuilding 
Packaging  Corporation  of  America  •  Albright  &  Wilson  (chemicals)/Tenneco  Minerals. 


Do  more. 


System  7  makes 

Maantosh  computers 

civil  easier  to  use. 


If  it  weren't  for  all  the  work,  we'd  all 
get  a  lot  more  accomplished. 

It  isn't  a  short^e  of 

System  7 1    thinking,  inspiration  or 
motivation  that  prevents 
people  from  achieving 
tlieir  goals. 
It's  the  abundance  of 
organizing  and  coordinating;  processing 
and  procedure;  training,  retraining, 
searching  and  shuffling  that  they  have 
to  do  along  the  way. 

Personal  computers  were  supposed 
to  streamline  the  mundane  chores  and 
monotonous  routines  so  that  we  could 
concentrate  on  solving  problems  and 
moving  aliead.  What  happened? 

The  April  29th  Business  Week  cover 
story  about  product  design  put  it  ^_^ 
quite  bluntly:  "Every  day  across 
America  millions  of . . .  highly 
competent  men  and  women  » system 
are  driven  to  helpless  fmstration  by  the 
products  around  them. . . .  New  systems 
that  were  supposed  to  make  work  more 
efficient . . .  often  do  just  the  reverse." 

At  Apple,  we  couldn't  agree  more.  We 
believe  most  PCs  are  too 
hard  to  set  up.  Too  diffi- 
cult to  use.  And  too 
expensive  to  support 

That's  why  we 
make  the  Apple' 
Macintosh  person 
al  computer 

It's  the  one  per- 
sonal computer  that 
was  designed  from 
very  first  chip  to  work 
that  people  work. 


A  computer  that  has  been  consis- 
tently rated  significantly  higlier  for  user 
productivity  than  other  PCs,  including 
computers  mnning  Windows  3-0.*' 

The  only  computer  to  be  named 
one  of  the  best  designed  products  of 
the  last  decade  by  Time  magazine. 


1  irtual  memory  is  a  System  7  feature  that  gives  our  most 
powerful  Macintosh  computers  the  power  to  do  more. 

Every  Macintosh  has  powerful  built-i 
networking  capabilities.  (The  only  famil 
of  computers  to  do  so.)  Because  people 
get  more  accomplished  when  they  wor! 
together  than  when  they  work  alone. 

And  now^  with  the  introduction  of  th' 
latest  Macintosh  system  software — a 
breakthrough  known  simply  as  System 
—  a  Macintosh  will  do  even  more  for 
you.  With  new  powers  designed  to  turn 


network  into  less  work  and  a 
company  into  more  of  a  tean 

7  Macintosh  can  have  file  sharing,  multitasking  and  other  work-saving  powers.  byStCm  7  alSO  SimplitlCS  31     ^^ 

So  what  makes  Macintosh  different?    refines  the  way  that  a  Macintosh  works    / 
Every  Macintosh  lets  you  mn  more     lb  make  the  computer  that's  famous  fc  / 
than  4,000  programs  that  all  work  in  the    being  easy  to  use  even  easier 


same  consistent,  intuitive  way 
You  learn  one,  you've  learned  the 
basics  of  all  of  them.  And  since 
learning  new  programs 
a  lot  less  work,  you'll 
tend  to  use  your 
computer  to  do 
many  more  things. 
Every  Macintosh 
will  let  you  copy  work 
you've  done  in  one 
program  and  paste  it 
into  thousands  of  other 
programs.  So  you  can 

8< 


Ballcxin  Helpr 
New  with  System  7 
Now  if  you  have  a 
question  about  anything 
on  a  Macintosh  saeen, 
you  can  just  point  at  it.  A 
balloon  like  this  appears 
to  tell  you  what  it  is.  And 
how  to  use  it. 


If  you  would  like  t( 
see  just  how  hard  a 
personal  computer  ca 
work,  see  the  family 
of  affordable  Macintos 
computers  today  at 


your  authorized  Apple  re 
seller  (call  800-538-9696,  ext.  777, 
for  the  location  of  the  one  near  yoi 


And  get  your  hcUids 
you  buy  a  personal  com- 
puter for  in  the  first  place, 
work  out  of  the  work  you  do.    The  power  to  be  your  best; 


Ihvjijiun'Sikmtamu'jromus.  Thtr'refrom  'Tk' Pmt Mi4rui(^ ^hidnfosh  !:lfi\'ltn'tk\'i!'  Sfiuh.    y^il  /W  ' MuaftUvih or  U\-l)CiS^" l)uii;>u>slk  Rmurch  hh  .  March  IWOatuJ  Maanlash or  Uvuhus  iO-'  Duinnoslu' Hesearck  Im..  February  199! 
©!99I  Apple  Computer,  hic  Apple,  the  Apple  lono,  Macintosh  and  "Ih- power  In  hi' your  Iksl  urv  rci^.i-^tirai  tnukmurks  ami  Hiillixm  Help  n  ti  Inuhuurk  oj  {jiph-  <  'onipuhr.  Iiic  Wimhu-s  is  a  tnuiemark  0}  Microsoft  Corp  This  (uiwas  untteti.  (ksigri&l  presented. 

ap{n-o(vd.  produu'J  ami  t}-pi'.\ii  usotji  Maauliish  persotuil  aimpuU-rs  ^c  practice  what  we  preach. 
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Work  less. 
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System  7  for  Macintosh. 
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Management 

Recruiters. 

No  excuses,  no  alibis. 

Just  maximum 

recruiting     i 

performance. 


-'-^   ','       ;/,. 

Performance,  i)ibt'  promise^,  from  the  largest 
recruiting  firjm  in'the  world.  Our  contingency  fee  ''■ 
structure  assures  your  satisfaction.  Look  in  the 
white  pages  for  the  office  nearest  you.  k 


MANAGEMENT 
RECRUITERS 


■^ 


A  THOUSAND  SPARKS  OF  FIGHT 

They're  contentious  and  contagfious.  They're 
The  McLaughlin  Group.  (Clockwise  from  left)  Jack 
Germond,  Eleanor  Clift,  John  McLaughlin,  Fred  Barnes, 
Morton  Kondracke,  and  Pat  Buchanan. 

Made  possible  by  a  grant  from  GE. 

THE  Mclaughlin  group 

Check  your  local  listing  for  station  and  time. 


We  bring  good  things  to  life. 


then  traded  over-the-counter  in  the 
U.S.  The  group  allegedly  inflated 
Cortez's  stock  by  touting  phantom 
mineral  finds,  then  dumped  more 
than  8  million  shares  on  unwitting 
investors.  Cortez,  a  penny  stock,  has 
been  worthless  since  1988. 

The  SEC  suit  seeks  to  bar  the  Reyn- 
oldses  from  serving  as  officers  or  di- 
rectors of  any  public  firm.  This  would 
stymie  young  Jeff's  efforts  to  wheel 
and  deal  in  small,  troubled  compa- 
nies. Father  and  son  deny  any  wrong- 
doing. -William  P.  Barrett 

Steady  hand 

AvEMcc)  CoRT.,  an  underwriter  of 
insurance  for  privately  owned,  small' 
airplanes,  had  its  wings  clipped  when 
a  major  pilots'  association  stopped 
endorsing  it  as  its  exclusive  insurer 
(Mar.  10,  1986).  Still,  Forbes  reck- 
oned Chairman  William  Condon 
could  keep  Avemco  airborne. 

Condon   did   just   that.   Avemco, 


based  in  Frederick,  Md.,  held  on  to 
much  of  the  association's  customer 
base  by  marketing  directly  to  individ- 
ual members.  When  competitors  be- 
gan cutting  premiums  drastically  in 
1987,  Condon  boldly  refused  to  join 
in  the  resulting  rate  wars.  Competi- 
tors have  been  losing  money  on  un- 
derwriting. But  Avemco  has  booked 
underwriting  profits  of  $61  million 
on  gross  premiums  of  $340  million 
over  the  last  four  years.  The  nyse- 
traded  shares  have  almost  tripled  since 
1986,  to  a  split-adjusted  2Wa.  With 
the  aviation  insurance  business  due 
for  a  rebound,  Avemco's  shares,  even 
at  20  times  estimated  1991  earnings, 
may  keep  flying  high. 

-Randall  Lane  ^ 
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The  Skies  ShowA70%  Chance  Of  Citation. 


No  words  could  describe  the  popularity 
if  the  Citation  V  and  Citation  II  as  effec- 
ively  as  these  simple  numbers: 

Out  of  every  ten  business  jets  delivered 
n  their  category  last  year,  more  than  seven 
Arere  Citations.  A  dominating  73  percent 
rf  the  worldwide  market. 

That  means  total  sales  of  these  Citations 
Tiore  than  doubled  the  sales  of  all  other 
manufacturers  combined. 
■  We  cite  those  figures  merely  to  point 
Dut  what  much  of  the  business  world 
already  seems  to  know:  that  no  other 
business  jets  deliver  greater  performance 
at  lower  cost  than  Citations. 

The  Citatum  11  allows  companies  to 
move  well  beyond  slower  turboprop 
navel  -  and  up  to  the  speed,  comfort, 
and  safety  of  a  jet.  Yet,  it's  guaranteed  to 
:ost  Jess  to  operate  than  any  other  full-size 


new  turbine  business  aircraft  -  prop  or  jet. 

With  nearly  200  purchased  since  its  1987 
introduction,  the  Citation  Kis  the  fastest- 
selling  business  jet  of  all  time.  It  may  also 
be  the  best  business  jet  value  of  all  time. 
No  other  aircraft  in  its  price  range  measures 
up  to  the  Citation  V  as  an  all-around  per- 
former. That's  why  flight  departments  of 
major  corporations  -  as  well  as  single  aircraft 
operators  -  have  made  the  Citation  an 
essential  part  of  doing  business. 

And  now,  there  is  more  reason  than  ever 
to  buy  a  Citation.  Because  those  record  sales 
have  led  us  to  increase  production  rates, 
which  has  shortened  delivery  schedules. 
So  you  can  be  operating  a  Citation  V  or 
Citation  II  much  sooner  than  you  may 
have  thought  possible 

Last  year.  Citation  earned  better  than 
70%  of  the  market.  This  year,  we  hope  to 


do  better  -  by  putting  your  company  in  a 
Citation.  To  schedule  a  demonstration,  or 
for  more  information,  call  1-800-4-CESSNA. 
Or  write  to  Roy  H.  Norris,  Senior  Vice 
President  of  Marketing,  Cessna  Aircraft  Co., 
P.O  Box  7706,  Wichita,  KS  67277. 


The  Sensible 

Citations 


Cessna 


a  General  Dynamics 
company 


THE  NFORMtR 
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Another  Drexelite 
resui^aces 

A  lUNK  BOND  TRADER  at  Drexel  Burn- 
ham  Lambert  from  1985  to  1990, 
Terren  Peizer  sat  just  to  Michael  Mil- 
ken's left  at  the  famous  X-shaped  desk 
and  earned  at  least  $3  million  a  year. 
Known  for  his  crude  manners  and  for 
posting  nude  girlie  calendars  at  his 
desk,  Peizer  added  stool  pigeon  to  his 
resume  when  he  testified  against  Mil- 
ken under  a  grant  of  immunity. 

Now  Peizer,  32,  wants  to  be  a 
businessman.  As  head  of  an  outfit 
called  Financial  Group  Holdings,  Inc. 
in  Los  Angeles,  in  the  past  few  months 
Peizer  has  bought  10%  of  unsavon,' 
Integrated  Waste  Serxices  (Forbes, 
June  24)  for  $2.3  million;  31%  of 
Millfeld  Trading  Co.,  a  cash-bleeding 
shoe  manufacturer,  for  $3.5  million; 
and  28%  of  UTi  Chemicals,  Inc.,  a 
moneylosing  plastics  producer,  for  $  1 
million.  He  joined  Millfeld's  board  in 
June  and  has  become  chairman  of  UTi. 

Millfeld  and  Integrated  Waste 
share  a  common  securities  underu'rit- 
er:  Whale  Securities  Co.,  a  Manhat- 
tan-based brokerage  with  a  historv'. 
For  selling  unregistered  securities  and 
operating  without  a  license.  Whale 
has  paid  $40,000  in  fines  and  penal- 
ties in  six  states  over  the  last  two  \'ears, 
according  to  the  North  American  Se- 
curities Administrators  Association. 
Whale's  chairman,  William  Walters, 
ran  a  Canadian  brokerage  that  had  its 
license  suspended  in  1974  for  not 
properly  disclosing  its  source  of 
funds.  Whale's  former  presicient, 
Howard  Harlow,  was  fined  $50,000 
by  the  sec  in  1986  for  insider  trading. 
Peizer  bought  his  Millfeld  stake  in  a 
direct  private  placement  from  Whale. 
Peizer  could  not  be  reached.  But  this 
pigeon  seems  to  home  in  on  dicey 
brokerages.  -Jason  Zweig 

Inside  line 

Is  INSIDER  lending  a  good  warning 
sign  of  impending  trouble  at  a  bank.' 
Analysts  at  Veribanc,  a  research  house 
in  Wakefield,  Mass.,  think  so.  They 
screened  some  900  banks  that  went 
under  between  1986  and  1990,  elimi- 
nated those  with  obviously  shaky  fi- 
nances, and  came  up  with  around  30 
basket-cases-to-be  whose  numbers 
had  looked  solid.  The  common 
thread  in  over  halfof them:  significant 


loans  to  inside  oflTicers,  directors  or 
principal  shareholders. 

Veribanc  will  no  longer  give  top 
rating  to  a  bank  with  insider  loans 
worth  more  than  15%  of  equity,  no 
matter  how  good  the  other  numbers. 
Today  over  1,600  banks  have  that 
much  insider  lending,  with  61  of 
them  sporting  insider  loans  that  actu- 
ally exceed  the  banks'  equity  bases. 
Among  the  banks  at  which  Veribanc 
looks  askance  are  $4  billion  (assets) 
Apple  Bank  for  Savings,  with  insider 
loans  totaling  19%  of  equiU',  and  First 
American  Bank  of  New  York,  a  $1.6 
billion  outfit  where  insider  loans  total 
112%ofequit>'. 

Sayonara,  Mick 

The  Rolling  Stones  are  shopping 
around  for  a  new  record  contract,  and 
it  looks  likely  that  their  current  disk- 


er}%  Sony  Music  Entertainment  (nee 
CBS  Records),  will  allow  the  Stones  to 
roll  away.  Most  likely  new  home? 
PolyGram  Records,  owned  by  Dutch 
electronics  giant  N.V.  Philips,  which 
already  distributes  the  Stones'  early 
catalog. 

The  Japanese  won't  be  sorry  to  see 
the  Stones  go.  When  CBS  Records 
signed  the  group  to  a  four-record, 
$25  million  contract  in  1983,  the  deal 
was  considered  more  prestigious  than 
profitable.  The  Stones'  CBS  albums 
sold  tops  an  average  3  million  to  4 
million  copies  worldwide — respect- 
able, but  no  Thriller.  And  frontmen 
Mick  Jagger  and  Keith  Richards  are 
pushing  50,  a  bit  long  in  the  tooth  for 
pinup  material.  They  don't  rate  the 
same  kind  of  megabucks  as  Michael 
Jackson,  who  re-upped  with  Sony,  or 
Madonna,  currently  dickering  with 
Time  Warner.        -Peter  Newcomb 


The  Rolling  Stones  cranking  it  out  onstage 

You  can't  always  get  what  you  want — from  your  record  company. 
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Wrong  conclusion 

Onk  big  rf.ason  Disney's  stock  re- 
cently ratcheted  up  1 0%,  to  1 2 1 ,  was  a 
buy  recommendation  from  Dean 
Witter  analyst  Alan  Gould  to  the  bro- 
ker's sales  force.  A  key  theme  of 
Gould's  report  was  that  attendance  at 
Disney's  theme  parks  is  finally  on  the 
rebound,  evicienced  by  a  20%  increase 
in  advance  hotel  reservations. 

But  as  Lisbeth  Barron,  an  analyst 
with  S.G.  Warburg,  points  out,  "Not 
only  was  he  looking  at  the  wrong 
data,  he  missed  the  point."  While 
hotel  bookings  are  up,  there  has  also 
been  a  38%  increase  in  the  number  of 
rooms  available;  per-room  revenue  is 
actually  down. 

Moreover,  as  Barron  explains,  ho- 
tel bookings  have  never  been  a  good 
indicator  of  park  attendance.  Reason: 
Only  10%  of  theme  park  visitors,  says 
Barron,  stay  in  Disney  hotels.  Indeed, 
hotel  bookings  have  been  up  for  the 
last  five  months,  but  attendance  at  the 
parks  is  down  some  15%.  Disney  de- 
clined to  comment. 

-Lisa  Gubernick 

Mere  mortals.^ 

Investment  bankers  specializing  in 
bankruptcies  in  New  York  now  have 
to  book  their  time,  just  as  lawyers  and 
other  professionals  do.  And  boy,  have 
they  been  moaning. 

The  new  rules  on  professionals' 
fees,  laid  down  in  June  by  Burton 
Lifland,  chief  bankruptcy  judge  for 
the  Southern  District  of  New  York, 
include  keeping  time  cards  in  6-min- 
ute  increments,  with  detailed  descrip- 
tions of  services  rendered.  Investment 
bankers  are  allowed  to  charge  only  20 
cents  a  page  for  photocopying  and 
$1.25  a  page  for  domestic  faxes.  No 
more  first-class  travel.  Paid  dinner 
only  if  they  work  after  8  p.m.,  and 
keep  it  under  $20,  please.  And  finally, 
Lifland  suggests  that  "because  of  the 
proximity  of  mass  transit  to  the  court 
[at  the  U.S.  Custom  House,  near  Wall 
Street],  mass  transit  should  be  used 
whenever  practicable." 

Outraged,  some  bankers  are  mut- 
tering about  appealing  to  a  higher 
authority.  Says  one  unhappy  banker 
with  only  a  hint  of  self-parody:  "The 
day  we  start  thinking  like  mere  mor-' 
tals,  that's  when  we  deserve  to  be  paid 
like  them." 
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When  a  vision  of  excellence  inspires  a  company . . . 


Everyone  works  harder,  more 
effectively,  and  more  enthusiastically. 
Product  and  service  quality  increase 
enormously.  Relationships  with 
vendors  improve.  Sales  grow.  And  so 
do  profits. 

How  can  you  make  these  things 
happen  in  your  business? 


mm 
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A  practical  guide 

to  creating 

excellence  in  your  organization 

A  successful  entrepreneur  reveals  a  revolutionary  approach  to 
creating  a  nurturing,  incredibly  dynamic  environment  that 
brings  excellence  to  every  area  of  your  company. 

Through  concrete  examples  from  his  own  and  eleven  other 
successful  companies,  Merrill  Oster  demonstrates  the  power  of 
"applied  vision."  More  importantly,  he  provides  specific  "hands 
on"  exercises  and  easy-to-understand  principles  to  lead  you  onto 
the  path  to  greater  profitability  —  and  greater  personal  rewards 
for  everyone  in  your  company. 


212  pages 
$14.95 


Order  your 
copy  today: 

1-800-221-4352, 
Ext.  640 


Also  available  at  Waldenbooks 
and  B.  Dalton  Booksellers 


A  must  read  for  every 
entrepreneur,  business  owner 
and  manager! 

"Merrill  Oster  has  broken  new 
ground  that  could  revolutionize  the 
way  your  organization  leads  people 
toward  greater  effectiveness." 

Joe  D.  Batten,  Author  of 
Tough-Minded  Management 

"I  applaud  Merrill  Oster  for 
bringing  clarity  to  this  topic.  I  hope 
you  gain  from  it  as  much  as  I  have." 

Kenneth  H.  Blanchard,  Ph.D. 
Co-author  of  The  One-Minute  Manager 
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Much  has  been  written  about  various  ways  to 

measure  corporate  performance.  But  over  the  years,  the  odds 

on  favorite  would  have  to  be  earnings. 

We  think  that  a  focus  on  earnings  misses 
a  much  more  relevant  factor 

Free  cash  flow. 

And  once  again,  we  expect  ours  to  remain  strong. 
Extremely  strong.  In  fact,  in  a  year  when  business  has  certainly 

not  been  booming,  our  free  cash  flow  will  run  close  to 

$1  billion.  And  we  expect  that  number  to  average  substantially 

more  in  the  coming  years. 

And  the  point? 

Cash,  not  earnings,  has  put  us  on  the  fast  track  to  debt  reduction. 

In  fact,  between  cash  from  operations  and  the  sales  of 

certain  non-strategic  assets,  we're  well  ahead  of  schedule.  Which 

means  we're  adding  economic  value  to  the  company 

more  quickly  than  many  thought  we  could. 

To  be  sure,  there  are  as  many  opinions  on  the  subject 

of  how  best  to  judge  value  as  there  are  people  to  pen  them. 

But  we  think  we'll  stick  with  cash.  It  sure  works  for  us. 

And  we  think  it  works  for  our  shareholders. 


Georgia-F^ific      ^ 


ONE  OF  THE  BIGGEST  THINGS  WE  EVER  ACCOMPLISHED 
WAS  BECOMING  THIS  SMALL. 
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BP's  Endicott  Field  in  Alaska's  Beaufort  Sea.  Two  tiny, 
man-made  islands,  less  than  60  acres  in  all.  Small,  yet 
so  efficient,  it  produces  over  100,000  barrels  of  oil  every 
day.  In  fact,  what  we've  learned  at  Endicott  will  help  us 
make  every  field  of  the  future  smaller,  more  efficient. 
Which  may  just  make  Endicott  our  biggest  success  story 
yet.  For  more  information,  write:  BP,  Public  Affairs, 
200  Public  Square  36Y,  Cleveland,  Ohio  44114. 


The  Energy  To  Change 


Doctors  mean  business 

Sir:  I  agree  that  patients  should  be 
informed  when  physicians  refer  them 
to  services  or  products  in  which  the 
physician  has  a  financial  interest  (Fact 
and  Comment,  June  10).  Our  current 
health  care  delivery  system  encour- 
ages treating  patients  as  revenue 
sources  and  not  individuals.  There  is 
no  doubt  that  the  practice  of  medi- 
cine is  business.  However,  the  busi- 
ness of  medicine  is  slowly  pushing  the 
ethical  frontiers  of  patient  care  to 
places  where  it  has  never  been. 
-Howard  Burgeson 
San  Marcos,  Calif. 


READERS  SAY 


budget  proposed  for  FY93  would  rise 

by  1 .5%  in  virtually  every  case  dealing 
with  entitlements  that  are  driven  by 
federal  laws  or  regulations. 
-Richard  A.  Swelling 
Governor 
Montpelier,  Vt. 

Alternative  fuels 

Sir:  Re  "Political  greenmaif  (May 
27)  on  ethanol- based  alternative  fij- 
els.  Your  article  came  across  as  a  pro- 
paganda piece  for  the  oil  companies 
and  a  whack  at  businesses  taking  ad- 
vantage of  the  public  policy  incentives 


Student  financial  aid 

Sir:  In  addition  to  the  price 
gouging  cited  by  Thomas 
Sowell  (June  24),  college 
"financial  aid"  has  the  per- 
verse eflfect  of  punishing 
those  parents  who  save  for  f 
their  children's  higher  edu- 
cation. Under  the  present 
system  parents  who  con- 
sume or  hide  their  money  are  reward- 
ed with  financial  aid. 

-OZAN  GUREL 

New  York,  N.Y. 

State  taxes 

Sir:  In  your  article  on  state  tax  in- 
creases aimed  at  "wealthy"  taxpayers 
("Broke  states  soak  the  rich,"  June 
24),  the  only  political  party  identified 
is  the  Democratic  Party.  However, 
the  first  three  states  mentioned,  Ver- 
mont, Minnesota  and  Maine,  have 
Republican  governors.  Is  the  failure 
to  identify  gop  leaders  mere  happen- 
stance in  these  days  of  attacking  all 
Democrats  (never  Republicans)  as 
"tax-and-spend"  politicians? 
-Peter  J.  Henning 
Arlinpfton,  Va. 

Sir:  Your  question — why  didn't  states 
cut  spending,  rather  than  raise  taxes — 
is  one  I  wrestled  with  even  before  I 
officially  took  office  on  Jan.  10.  My 
reply  is  that  we  had  to  do  both. 

The  plan  for  FY92  mixed  short- 
term  tax  increases — legislated  to  ex- 
pire when  the  emergency  ends — and 
budget  reductions  where  they  could 
be  made  without  seriously  afi^ecting 
basic  services  to  the  truly  needy.  The 
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made  available  from  our  Congress. 

Doesn't  every  business  do  the  same.' 

-C.  William  Swank 

E.xecutive  Vice  President 

Ohio  Farm  Bureau  Federation,  Inc. 

Columbus,  Ohio 

You  mae  be  right 

Sir:  Re  the  Administration's  proposal 
to  increase  the  regulatory  controls 
over  Freddie  Mac  and  Fannie  Mac 
(Fact  and  Comment,  May  27).  You 
are  quite  right  that  there  is  no  indica- 
tion that  either  of  these  gses  is  experi- 
encing fiscal  difiiculties.  You  are  also 
probably  right  that  signs  of  misman- 
agement would  be  picked  up  faster  in 
the  financial  markets.  Nevertheless, 
our  responsibilitv'  as  regulators  is  to 
make  sure  that  these  gses  do  not  fail. 
-Alfred  A.  DelliBovi 
Deputy  Secretary 
U.S.  Department  of  Housing  & 

Urban  Development 
Washington,  D.C. 

Private  hedge  funds 

Sir:  Re  private  hedge  funds  ("If  you 
want  a  fiind  of  fimds,  create  your 
own,"  June  24).  Chevrolet  cannot 
make  a  Mercedes  and  readers  cannot 


replicate  what  these  fiands  offer. 

Bankruptcies,  various  arbitrage  dis- 
ciplines, hedged  and  market-neutral 
investments  are  not  for  the  uninitiat- 
ed and  are  not  offered  as  mutual 
fijnds.  That  leaves  your  readers  with 
conventional  stock  and  bond  funds 
and  very  much  at  the  whim  of  the 
markets.  Our  returns  are  purposely 
not  correlated  to  the  market,  perhaps 
the  greatest  attribute  we  offer. 
-Richard  Klitzberg 
General  Partner 
Select  Capital  Strategies,  L.P. 
Princeton,  N.J. 


Working  together 

Sir:  Re  your  article  on  pub- 
lic employee  unions  ("Col- 
lision course,"  May  13). 
Forbes  ignores  profound 
changes  that  put  increasing 
demands  on  public  services 
and  schools — loss  of  manu- 
facturing jobs,  fiight  to  the 
suburbs  by  businesses  and 
homeowners,  latchkey 

kids,  homclcssness. 

Public  employee  unions  are  work- 
ing closely  with  both  government  and 
business  leaders  on  a  broad  range  of 
social,  education  and  economic  is- 
sues— including  the  budget  problems 
facing  many  state  and  local  govern- 
ments. ,The  American  public  is  far 
better  served  by  this  kind  of  interac- 
tion than  by  the  us-versus-them  ap- 
proach you  prescribed. 
-Albert  Shanker 
President 

American  Federation  of  Teachers 
Washinjjton,  D.C. 

The  dead  zone 

Sir:  Re  Arista  Records'  plan  to  donate 
proceeds  from  Deadicated  to  rain  for- 
est groups  ("Dead  effort,"  June  24). 
For  some  reason,  Forbes  gets  its  edi- 
torial nose  out  of  joint  because  Arista 
does  not  offer  the  rain  forest  groups 
firm  information  on  the  amounts  they 
will  receive.  I  respectfliUy  suggest  that 
you  listen  to  the  Dead's  American 
Beauty  album,  preferably  on  a  good 
set  of  headphones,  and  lighten  up! 
-John  T.  McFadden 
Senior  Minister 
First  Conjjreffational  Church 
Appleton,  Wis. 
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If  there  were  a  printer  that  could  give  you  this  kind  of  color, 
would  you  still  make  your  presentations  in  black  and  white? 


Do  your  presentations  go  in  one  eye  and  out  the  other? 
The  Colormate"  PS  40  can  easily  and  affordabiy  give  them 
the  impact  they  deserve,  enhancing  your  work  with  truly 
amazing  color. 

The  Colormate  PS  40  integrates  readily  with  any 
network,  PC  or  Mac.  And  it's  compatible  with 
most  popular  presentation  software.  Of  course, 


\0O\M  I' 1 1 1" ■ Cat!  1-800-NEC-INFO  for  your  Color  Presentations  Guide. 


Adobe"  PostScript*  is  standard,  so  you  can  scale,  rotate  and 
shade  the  17  resident  fonts.  300  DPI  graphics  means  that 
output  is  sharp  and  clear,  whether  paper  or 
transparencies.  And  with  its  small  footprint, 
the  Colormate  PS  40  won't  fill  up  your  desk. 
After  all,  the  world  isn't  black  and  white, 
why  should  your  presentations  be? 


NEC 


'With  all  thy  getting  get  understanding" 


act  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


As  WE'VE  SEEN  in  Yugoslavia  and  the  Soviet  Union, 
communism  also  nurtured  and  exacerbated  ancient 
ethnic  hatreds. 

By  contrast,  look  at  what  40  years  of  democracy  and 
free -market  economics  have  done  in  Western  Europe 
(and  in  Japan).  One  cannot  conceive  today  of  democratic 
Germany  and  France  going  to  war  against  each  other.  Yet 
the  rivalry  between  Teuton  and  Gaul  engulfed  Europe  in 


THE  FAILURE  OF  COMMUNISM  WASN'T  JUST  ECONOMIC 


warfare  for  centuries.  Ditto  the  age-old  animosity  be- 
tween Britain  and  France,  Italy  and  Austria,  Sweden  and 
Denmark,  etc.  True,  once  in  a  while  ethnic  violence  still 
flares  up  in  Western  F>urope,  but  these  incidents  pale 
against  the  intense  animosities  we  see  now  in  the  East. 

Marxists  flattered  themselves  that  they  could  change 
human  nature.  Instead,  their  system  nourished  the  worst 
in  people — hate,  envy,  sloth,  selfishness. 


Rx  FOR  HEALTH-COST  CRISIS 


When  the  demand  for  cars  or  steel  or  computers  or 
clothing  increases,  we  rejoice.  Why  then  do  we  all  cry 
"crisis!"  when  demand  for  health  care  goes  up?  Why  is 
our  unending  appetite  for  better  health  and  longer  life  a 
bane  instead  of  a  boon.'  Because  of  the  way  we  finance  our 
medical  costs.  If  food  or  cars  or  softrw'are  were  sold  the 
way  we  distribute  health  care,  this  economy  would  resem- 
ble the  Soviet  Union's. 

Most  medical  expenses  are  now  paid  by  insurers,  either 
private  or  government.  Consumers  have  little  incentive 
to  comparison  shop,  to  put  pressure 
on  hospitals  and  other  vendors  to 
provide  more  affordable  services. 
Would  you  care  what  your  groceries 
cost  if  the  insurance  company  were 
footing  most  of  the  bill.^ 

With  medical  costs  twice  what  we 
pay  for  defense  and  soon  to  exceed 
what  we  spend  on  housing,  surpris- 
ingly little  attention  is  paid  to  the 
pernicious  role  played  by  the  tax 
code.  Here's  the  rub:  Companies 
get  tax  deductions  for  providing  in- 
surance. But,  in  most  instances,  in- 
dividuals get  none  when  they  try  to 
buy  their  own.  The  system  should 
be  reversed.  Tax  breaks  and  credits  should  go  to  the 
individual,  not  to  the  employer.  With  these  credits,  indi- 
viduals would  buy  their  own  insurance,  tailored  to  their 
own  needs.  The  new  system  could  easily  be  designed  so 
that  almost  everyone  could  afford  minimum  insurance 
and  with  safety  nets  for  the  poor.  Today  millions  of 
people  are  uninsured  and  many  others  are  still  vulnera- 
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"It  looks  like  your  operation  will  break  us,  Wendell— 
unless  of  course  we  get  lucky  and  they  botch  it,  so 
we  get  the  malpractice  money." 


ble  to  financial  ruin  from  catastrophic  illnesses. 

A  handful  of  think  tanks,  such  as  the  Heritage  Founda- 
tion and  the  National  Center  for  Policy  Analvsis,  have 
come  up  with  approaches  based  on  the  principle  of 
consumer- bought  insurance.  The  results  would  be  truly 
miraculous.  Millions  of  people,  instead  of  just  insurers 
and  employers,  would  police  health  costs. 

Pollyannaish?  Consider  thi;*:  One  area  of  medicine  that 
has  not  seen  rapid  inflation  is  cosmetic  surgery.  Why? 
Because  most  of  it  isn't  covered  by  insurance.  Thus 
customers  are  conscious  of  costs. 

Changes  would  be  quick  in  com- 
ing with  market  incentives,  starting 
with  hospital  bills.  Imagine  cus- 
tomer reaction  if  a  hotel  or  restau- 
rant billed  like  that.  Instead  of 
playing  cost-control  games  with  in- 
surers, HMOs  and  employers,  hos- 
pitals would  regear  their  efforts  to 
please  their  new  sources  of  income, 
their  patients. 

You  don't  need  to  be  a  physician 
to  compare  the  baby  delivery  ser- 
vices of  one  hospital  with  those  of 
another,  just  as  you  don't  have  to  be 
a  mechanic  to  buy  an  automobile  or 
a  computer  programmer  to  shop  for  a  Macintosh.  Under 
a  market  system,  health  providers  would  be  bending  over 
backwards  to  educate  the  consumer  as  to  why  their 
services  were  preferable  to  their  competitors'. 

Given  the  hundreds  of  billions  of  clollars  at  stake,  it  is 
truly  remarkable  that  more  thought  hasn't  been  given  to 
a  free-market  alternative. 
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A  COLOSSUS  OF  JOURNALISM 


When  my  father  took  the  helm  in  1964,  he  immersed 
himself  in  all  facets  of  Forbes.  The  one  exception  to  his 
micfoscopic  management  was  the  editorial  department.  I 
asked  why.  Pop  replied  with  feeling, 
"Jim  Michaels  is  brilliant.  He's  a  ge- 
nius at  editing."  This  month,  Jim 
celebrates  his  30th  anniversary'  in  his 
post.  Without  him,  Forbes — and 
American  business  journalism — 
would  be  a  shadow  of  what  it  is  today. 
I  learned  about  that  "genius'"  the 
hard  way:  I  worked  under  him  for 
several  years.  Actually,  no  apprentice 
journalist  could  have  a  finer  master. 
He  never  stints  on  praise  or  criticism. 
He  always  comes  up  with  penetrating 
insights.  The  questions  he  throws  back 
at  you  stimulate,  make  you  think.  He 
has  an  almost  X-ray-like  vision  for  seeing  through  BS.  No 
one  can  cut  or  reshape  copy  faster  or  better  than  he.  Norm 
Pearlstine,  who  briefly  worked  at  Forbes  a  decade  ago  and 
is  Executive  Editor  of  the  Wall  Street  Journal,  has  said. 


Imperfect  student,  superb  master 


"Jim  Michaels  is  the  best  editor  I've  ever  worked  with." 
Like  my  grandfather,  Jim  recognizes  that  the  CEO 
matters  more  than  the  balance  sheet.  A  story  must  have  a 
point  of  view  and  the  reader  should 
feel  he  or  she  learns  something  from 
it.  As  one  subscriber  recently  told  me, 
"Reading  your  articles  is  like  having  a 
stimulating  conversation  with  a  trust- 
ed, knowledgeable  friend." 

Jim  has  never  become  complacent. 
He's  the  magazine's  severest  critic, 
erupting  over  dull,  tired  or  windy 
writing  (as  he  will  with  this).   He 
doesn't  long  tolerate  a  mediocre  per- 
formance  from   anyone.   Being  the 
great  editor  that  he  is,  he  understands 
the  changing  needs  of  his  readers.  Just 
look  at  how  Forbes  has  evolved. 
A  sign  of  Jim's  success  is  a  comment  I  recendy  received: 
"Forbes  has  never  been  better.  You've  really  improved." 
Actually,  we've  been  hearing  that  for  years.  With  Jim  at 
the  editorial  helm,  I  know  we'll  keep  hearing  that. 


THE  TERMINATORS 

The  terror  spree   of  Currency   Comptroller   Robert      in  certain  cases,  lenders  must  reserve  against  loans  that  are 
Clarke   (who   oversees   federally  chartered   commercial      current  in  payment  of  interest  and  principal.  Some  sol- 


banks)  and  other  bank  regulators  has  just 
claimed  its  latest  batch  of  victims,  this  time 
on  the  West  Coast.  Examiners  employed  by 
these  regulatory  Robespierres  have  poleaxed 
the  earnings  of  Wells  Fargo,  Security  Pacific 
and  other  West  Coast  financial  institutions, 
applying  the  same  strong-arm,  arbitrary' 
methods  they  have  to  other  American  banks. 
So-called  high-leveraged  transactions 
have  been  favorite  targets.  These  aren't  your 
normal  junk  bonds.  Many  are  everyday  com- 
panies that  examiners  have  decided  have  too 
much  debt.  Their  formulas  take  no  account  of  a  compa- 
ny's particular  situation  or  the  industry  that  it  is  in.  Thus, 


Clarke:  He  overdid  it 


vent  borrowers  are  no  longer  able  to  get 
adequate  financing  as  a  result. 

This  regulatory  terror  began  as  an  overreac- 
tion  to  the  S&L  debacle  and  provoked  a 
reaction  last  year  among  Washington  policy- 
makers, who  assured  the  public  that  a  calmer, 
saner  approach  would  be  taken.  Despite  the 
soothing  words,  Clarke's  guillotine  never 
stopped.  His  regulatory  overkill  is  one  reason 
the  recovery  will  be  slower  than  it  should  be. 
Inhibited  by  the  publicity  of  the  Keating 
Five,  Congress  never  called  Clarke,  who  was 

the  worst  offender,  to  account.  Neither  did  the  Treasury 

Department  nor  the  White  House. 


MOTHER  OF  ALL  BUTCHERS 


Haig's  Command:  A  Reassessment — by  Denis  Win- 
ter (Viking,  $24.95).  Even  by  the  life-wasting  stan- 
dards of  World  War  I,  Field  Marshal  Sir  Douglas  Haig 
stands  out.  The  commander  of  the  largest 
army  in  British  history  needlessly  sacrificed 
hundreds  of  thousands  of  soldiers  in  poorly 
conceived  ofi^ensives.  In  the  Passchendaele 
push  of  1917,  the  British  army  advanced  five 
muddy  miles  at  a  cost  of  400,000  men.  The 
toll  from  the  batde  of  the  Somme  in  1916 
was  even  worse.  Haig's  reputation  among 
military  historians  ranks  low,  and  this  well- 
researched,  definitive  book  will  drive  it  even 
lower.  There  is  almost  nothing  redeeming  in 
Haig's  war  record  or  in  his  character.  In 
almost  every  major  area  of  command — starting,  strate- 
gy, tactics,  training,  armaments,  promotions,  adjusting 
to  changed  circumstances — the  British  were  inferior  to 


their  French  allies  and  their  German  enemies. 

Why  should  we  be  interested  in  this  grim  tale.'  The 
senseless  slaughter  of  World  War  I  profoundly  aftected 
the  course  of  this  century.  It  led  to  the  Com- 
munist Revolution  in  Russia.  It  made  possible 
the  rise  of  Hitler.  It  demoralized  the  British  and 
French,  leading  to  their  weak  responses  to  the 
advents  of  Communism  and  Naziism.  And  to- 
day, one  of  that  war's  creations,  Yugoslavia,  is 
bloodily  falling  apart. 

Excerpt:  The  philosophy  of  British  preparation 

assumed  ivar  in  the  18th  century  style — or  as  the 

Fourth  Army's  Training  Booklet  put  it  on  the  eve 

of  the  Somme,    '■'The   whole  advance   must  be 

carried  out  as  a  drill. "  TJje  French  sent  as  many 

troops  to  the  Somme  as  the  British  and  took  on  about  the 

same  number  of  German  divisions.  British  casualties  were 

600,000  and  French  casualties,  181,000.  Hi 
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JVestbrook  School  for  Girls,  1991 

"You  never  know  where  your  next 
CEO  will  come  from!' 

—Sandru  Tyla\  Teacher 
Ivight  uou\  as  you  read  this,  students  all  aavss  the  nation  are 
being  readied,  taught  and  trained.  In  places  with  names  like  PS 
212  or  St.  Albans  School.  Here's  your  chance  to  talk  to  them:  inside 
the  classi'oom.  Because  you  don  V  know  where  your  next  job  appli- 
cant is  coviingfiwji,  now  is  the  time  to  engage  and  influence  todays 
youth— before  they  becoine  tomoiTow''s  workforce.  Your  corporate 
sponsorship  of  a  progra??i  in  math,  science  or  in  the  language  aits 
can  empower  kids  to  look  beyond  school  to  their  future.  Call 
Michele  S.  Magazine,  Senior  Vice  President,  at  (212)  505-3401. 

Touch  the  Hves  of  23  miUion  kids  in  school. 


Scholastic 


¥)u  can  bet  that  5  yea^oi 
thrust  levels  will  go  down  an 


You'll  find  better  odds  in  Monte  Carlo. 
The  reality  is,  tomorrow  will  look  a  lot  like 
today — only  harsher 

The  GE90  was  specifically  designed  to  let 
you  face  the  future  with  confidence.  Low 
noise  levels  increase  your  landing  options. 
Reduced  emissions  let  the  world — and  you — 
breathe  easier  hnproved  SFC  fuels  your 
bottom  line. 

And  high  thrust  capability — designed-in 
from  day  one — means  this  is  an  engine  that 
grows  with  you.  Comfortably  Through  every 
version  of  the  new  widebody  twins. 

The  choice  is  yours.  You  can  bet  your 
future  on  wishful  thinking. 

Or  you  can  buy 
this  engine. 


GE  Aircraft  Engines 

"eeping  the  Promise 


flom  now  oil  will  be  cheap, 
^liability  worit  be  an  issue. 


Ofhtr  Comments 


No  Substitute  for  Caring 

Tnt)SH  VVHC1  AiTHMi'T  to  Capture  the 
daily  counseling,  oversight,  common 
sense  and  vision  of  my  grandparents 
in  a  governmental  program  are  en- 
gaging in  sheer  folly.  Government 
cannot  develop  indivitlual  responsi- 
bilitv,  but  it  certainly  can  refrain  from 
preventing  or  hindering  the  develop- 
ment of  this  responsibility. 
-Clarence  Thomas, 

Supreme  Court  nominee, 

in  a  1987  speech 

No  More  Mouthpieces 

[One|  of  the  U.S.  government's 
wisest  overseas  outlays  goes  to  [an] 
organization  not  subject  to  direct 
bureaucratic  control:  the  Board  for 
International  Broadcasting,  which 
runs  Radio  Free  Europe  and  Radio 
Liberty.  The  "radios"  operate  sepa- 
rately from  the  U.S.  government  so 
they  can  broadcast  stories  that  might 
not  be  totally  in  tune  with  White 
House  foreign  policy — such  as  inter- 
views with  Gorbachev's  critics  in  the 
Soviet  Union  and  minute-by-minutc 
coverage  of  the  Soviet  government's 
brutal  crackdown  in  Lithuania  last 
January.  The  U.S.  Information 
Agency  wants  to  take  over  BIB  and 
turn  its  radios  into  mouthpieces  of 
the  U.S.  government.  .  .  .  Instead  of 


closing  down  independent  broad- 
casting, the  U.S.  should  create  a  Ra- 
dio Free  China,  Radio  Free  Africa 
and  Radio  Free  Arabia. 

-Morton  Kondrac:ke, 
New  Republic 

Cowboy's  Paradise 

I  niDN'r  believe  that  my  dead  hus- 
band, a  man  without  a  religious  im- 
pulse, was  hovering  over  the  road  to 
Miles  City  and  listening,  with  Terr\' 
and  me,  to  Willie  Nelson.  I  also  knew 
that  my  kid  brother  Tern,',  now  grown 
up  and  graying,  barrel-chested,  a  cov\ - 
boy,  not  only  believes  in  heaven,  he 
knows  it  looks  just  like  Montana. 
-Rain  or  Shine, 
by  Cyiu  MciFadden 

Ideas,  Not  Aid 

Moscow  Mayor  Gavriil  Popov,  a  re- 
form leader,  has  expressed  opposi- 
tion: "The  aid  package  will  kill  the 
democratic  process.  By  providing  the 
Communist  establishment  with 
monetarv'  salvation,  all  incentive  for 
real  reform  will  be  lost."  By  focusing 
on  the  timing  and  amount  of  aid 
necessar}'  to  prevent  Soviet  economic 
catastrophe  and  political  instability, 
we  are  thinking  about  the  problem  in 
the  wrong  way.  Instead,  we  should 
focus  on  leading  the  Soviets  to  eco- 


"The  stories  are  false.  The  names  are  real  to  stimulate  sales." 


nomic  libert)'.  If  the  devastated  com- 
munist countries  are  to  revive,  it  will 
be  with  our  ideas.  This  will  be  a 
greater  challenge  to  us  than  provid- 
ing aid  because  it  will  force  us  to 
reaffirm  our  own  ideals. 
-Paul  Craig  Roberts, 
Business  Week 


The  black  community  is 
not  monolithic  aiid  need 
not  be  held  captive  to  the 
liberal  plantation.  The 
days  of  blacks  being  po- 
litically aligned  to  the  lib- 
eral [Democratic]  party 
are  about  to  be  ended. 
-Claudia  A.  Burrs, 
Heritage  Foundation 

Keep  Thimking 

One  morning  every  office  at  IBM 
headquarters  bore  the  now-famous 
admonition  on  one  of  its  walls: 
THINK. 

The  next  morning  the  executives 
arrived  to  find,  beneath  the  sign^  the 
addition:  ORTHWIM. 
-Leo  Rest  en 's  Giant  Book 
of  Laujjhter 

Stunning  Statement 

Walking  ahead  of  me  on  Broadway 
the  other  day  was  a  young  woman 
made  up  in  a  style  I  can  only  call 
Punk  Nouveau.  Her  skull  was  bare 
except  for  a  tufted  ridge  of  short  hair 
up  the  middle,  dyed  pink.  Her  upper 
body  was  clothed  in  a  black  leather 
vest  over  a  torn  T  shirt  and  her  denim 
shorts  were  punctured  by  holes  in 
highly  original  cookie  shapes.  I 
couldn't  see  her  face,  but  I  could 
imagine  some  appropriate  makeup. 
(Black  lipstick?  Red  eye  shadow?) 

Walking  the  other  way,  their  eyes 
bugging  at  the  sight  of  her,  were  two 
middle-aged  men.  As  they  passed  her, 
they  looked  at  one  another  and 
smiled.  As  they  passed  me,  I  heard  one 
say,  "Is  this  a  great  countiy  or  what?" 
-Gene  R'VSKIN,  Metropolitan  Diar\', 
New  York  Times  ^M 
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OPEN  IN  CASE  YOU  WANT 

.  THE  KIND  OF  SERVICE  THAT  MAKES 

50%  OF  THE  FORTUNE  500  OUR  CUSTOMERS. 


^ 


At  the  Travelers,  service 
las  35,000  names. 

That's  the  number  of 
Travelers  employees  dedicated  to 
customer  satisfaction. 

And  that's  the  real  Travelers 
difference. 

\  One  that  can  be  measured  in 
Everything  we  do  for  you . . ,  from  24-hour 
toll-free  hotlines  to  an  investment  of  $200 
million  —  last  year  alone  —  to  provide  even 
better  underwriting  skills  and  management 
of  your  claims. 

It's  a  difference  you  will  experience  through 
a  network  of  local  offices  and  a  team  of  experts 
assigned  to  your  account  —  people  whose 
intimate  knowledge  of  your  business  enables 
a  quicker,  smarter  response. 

It's  a  difference  backed  by  $55  billion  in 
assets  and  a  127  year  tradition  of  service. 

Service  The  Travelers  Way. 

The  Travelers  Companies,  Hartford,  Connecticut  06183 

Plhelraveler^ 

You're  better  off  under  the  Umbrella? 


Building  a 

resale  legend  is  simple. 

Just  keep  building 

Mercedes-Benzes. 


Mercedes-Benz  has  earned  a 
stellar  reputation  in  a  very 
straightforward  way:  by 
stressing  strength,  safety,  reli- 
ability and  durability  in  every 
car  it  builds.  Year  after  year 
after  year. 

Your  primary  reward  is 
thecaritself,  of  course— anda 
driving  and  ownership  experi- 
ence unique  in  the  automotive 
world.  But  sticking  to  such 
enduring  values  has  paid  a 
unique  extra  dividend  in  the 
remarkably  enduring  dollar 
value  of  Mercedes-Benz  cars. 


Year  after  year  after  year. 

Over  a  ten-year  period,  in 
fact,  Mercedes-Benz  cars  as  a 
line  have  been  shown  to  retain 
a  higher  percentage  of  original 
value  than  any  other  line  of 
cars  sold  in  America!'' 

And  this  1991  study  shows 
that  while  the  value  of  the 
average  1984  car  declined 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


by  69  percent  in  five  years, 
average  Mercedes-Benz  value 
declined  by  just  46  percent. 

Of  course,  no  one  can  pre- 
dict the  future — or  the  future 
value  of  any  car.  But  one  predic- 
tion can  be  made  with  utter  cer- 
tainty: as  long  as  Mercedes-Benz 
continues  to  stress  strength, 
safety,  reliability  and  durability 
in  every  car  it  builds,  the  future 
will  take  care  of  itself. 

Come  in  and  test-drive  a 
Mercedes-Benz  or  call  our  toll- 
free  number,  1-800-232-7474, 
for  more  information. 


©1991  Mercedes-Benz  of  N.  A.,  Inc.,  Montvale,  N.J.  'Urban  Science  Applications,  Inc.,  1991.  Based  on  analysis  of  resale  data  for  cars  in  continuous  production,  1979-1988. 


Communications:  One  of  tlie  great  strengths 
of  thie  Great  Lalces  region. 


The  Great  Lakes  region  is  home  to  25%  of  America's 
Fortune  500  U.  S.  companies,  is  the  commodities  trading  center 
of  the  world,  and  has  more  newspapers  and  computer  sites  than 
any  other  region  in  the  country.  How  do  more  than  12  million 
businesses  and  homes  in  this  information-intense  region  keep 
communications  flowing?  By  relying  on  Ameritech. 

The  communications  needs  of  the  Great  Lakes  region  are 
among  the  most  demanding  in  the  country.  That's  why  we  always 
stay  a  step  ahead,  anticipating  those  needs  and  creating  better 
ways  to  serve  and  satisfy  our  customers.  We  put  the  first  mobile 
phone  system  in  the  U.S.  into  operation,  we  have  the  largest 
voice  messaging  network  in  the  country,  and  we  currently  have 
two  fiber  optic  tests  in  market  for  new  technology  that  will  lead 
the  way  in  bringing  the  information  age  to  the  home. 

Solutions  that  work:  We  know  it's  our  commitment 
to  successful  innovation  that  has  helped  our  company  reach  $10 
billion  in  revenues.  Since  divestiture,  Ameritech  has  led  all  the 
other  regional  Bell  companies  in  recording  the  highest  return  to 
equity,  16.3%  last  year.  The  Great  Lakes  region  and  Ameritech 
continue  to  thrive  together. 

For  a  copy  of  our  Annual  Report  or  other  information,  call 
Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech: 

Illinois  Bell 

Indiana  Bell 

Michigan  Bell 

Ohio  Bell 

Wisconsin  Bell 

Ameritech  Audiotex  Services 

Ameritech  Credit 

Ameritech  Development 

Ameritech  Information  Systems 

Ameritech  International 

Ameritech  Mobile  Communications 

Ameritech  Publishing 

Ameritech  Services 

The  Tigon  Corporation 

JsMERmTECH 
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Commentairy 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


THE  SUPREME  COURT  IS  NOT  A  LEGISLATURE 


A  nominee  of  undoubted  legal  skills 


Whenever  the  President  has  the  opportuniU'  to  ap- 
point a  Justice  of  the  Supreme  Court,  a  curious  but 
predictable  pattern  occurs.  It  is  based  upon  the  quite 
erroneous  assumption  that  the  Court  is  another  legisla- 
ture. Thus,  a  Senate  confirmation  vote  frequently  turns 
on  whether  the  appointee's  media- fiirnisheci  label  accords 
with  each  senator's  personal  beliefs  or  prejudices. 

This  violates  the  spirit  of  the  Constitution  and  miscon- 
strues the  proper  role  of  the  Supreme  Court.  The  Court  is 
supposed  to  decide  specific  cases  submitted  to  it  in 

accordance  with  the  rules  of  law — a 

body  of  legislation,  rules  and  princi- 
ples built  up  over  the  centuries. 

There  is  no  question  that  the 
Court's  decisions  will  be  guided, 
subconsciously  in  most  cases,  by  each 
Justice's  own  philosophy.  The  im- 
possible ideal,  of  course,  is  a  Court 
that  would  have  no  prejudices  and 
would  therefore  be  free  to  "dis- 
cover" the  proper  rule  of  law  and  the 
proper  interpretation  of  the  Consti- 
tution. Tabula  rasa  is  not  possible  in  our  society',  but  the 
best  Justices  ate  those  who  try  to  exclude  personal  beliefs 
and  try  not  to  be  bound  by  labels  the  media  has  automati- 
cally assigned  to  them.  Justice  Lewis  Powell,  one  of  the 
most  distinguished  members  of  the  Court  in  recent  years, 
is  a  splendid  example  of  that,  as  was  former  Chief  Justice 
Charles  Evans  Hughes.  Fortunately,  many  more  Justices 
like  them  grace,  and  have  graced,  the  high  bench. 

Now  that  the  President  has  chosen,  as  he  has  in  the  past 
and  as  President  Reagan  did  before  him,  a  nominee  of 
undoubted  legal  skills,  scholarly  attainment  and  judicial 
experience,  the  usual  outcry  has  begun.  It  comes  from 
single-issue  activists,  rigid  ideologues  and  those  who  have 
to  prove  by  every  vote  and  press  statement  that  they  are 
broad,  compassionate,  liberal  and  caring  (in  the  current 
trendy  idiom)  persons. 

Some  senators  are  demanding  to  know  how  the  new 
nominee,  Judge  Clarence  Thomas,  will  vote  on  cases  long 
before  they  are  submitted.  Nothing  could  be  a  greater 
violation  of  the  Constitution  and  our  entire  legal  system. 
If  we  want  the  Supreme  Court  to  be>  another  legislature 
and  to  line  up  the  votes  in  advance  on  each  side  before 
any  specific  case  is  heard,  then  we  should  simply  install  an 


electronic  voting  board  in  the  Court  and  dispense  with 
arguments,  briefs,  hearings  or  judicial  consideration. 

What  we  are  hearing  now  are  the  mistaken  and  mostly 
angry  comments  from  those  who  were  prepared  to  dis- 
agree with  any  nomination  President  Bush  might  have 
made  and  who  are  quite  willing  to  reject  anv  nominee 
unless  he  or  she  is  a  certified  politically  correct  liberal  or  is 
unreservedly  favorable  to  some  single  i.ssue-of-the-month. 
What  these  people  arc  really  saying  is  that  they  are  still 
angry  that  the  nation's  voters,  for  the  last  few  years  and  by 
increasingly  large  margins,  have  as- 
signed the  appointing  power  to  the 
Supreme  Court  to  Presidents  of 
whom  those  critics  disapprove.  The 
groups  who  immediately  formed  to 
criticize  Judge  Thomas,  despite  his 
record  of  distinguished  public  service 
and  judicial  achievement,  cannot  for- 
give the  vast  majorit)'  of  the  voters  for 
electing  and  reelecting  President  Rea- 
gan, and  electing  President  Bush. 
Sacily,  too  many  senators  felt  that  way 
in  voting  to  reject  the  nomination  of  Judge  Robert  Bork. 
The  Senate's  right  to  confirm  should  involve  a  careful, 
thoughtfi.ll  examination  of  the  effectiveness  and  the  char- 
acter of  the  nominee  to  determine  whether  he  or  she  is 
qualified  to  apply  the  rule  of  law  impartially  and  fairly  to 
the  hundreds  of  cases  involving  thousands  of  difl'ering 
philosophic,  political  and  legal  questions  that  come  before 
a  Justice.  The  Senate's  power  of  confirmation  should  not 
be  used  to  try  to  reverse  a  presidential  election,  the  results 
of  which  an  individual  senator  might  highly  disapprove. 

Franklin  Roosevelt  became  unhappy  with  the  then 
Supreme  Court's  conclusion  that  his  early  legislation 
violated  the  Constitution.  He  tried  to  increase  the  num- 
ber of  Justices  to  pack  the  Court  with  enough  nominees 
who  would  "vote  right,"  meaning  they  and  thus  the 
Court  would  support  his  legislation.  That  Senate  wisely 
rejected  this  flagrant  violation  of  the  Constitution.  It  is  to 
be  hoped  that  today's  Senate  will  not  reject,  nor  for  that 
matter  confirm,  Judge  Thomas  simply  because  senators 
think  he  will  or  will  not  "vote  right"  on  some  particular 
issue  that  has  not  yet  even  been  presented  to  him. 
Nominees  who  promise  to  "vote  right"  are  not  Jus- 
tices— they  are  political  candidates.  ^ 
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This  is  your  dot  matrix, 
printing. 


This  is  our  new  quiet  2624, 
printing. 


This  is  the  one  youVe  been  waiting  for. 
Panasonic®  presents  the  first  of  a  new 
generation  of  quiet  dot  matrix  printers. 

The  KX-P2624  wide- carriage. 

It  doesn't  scream,  it  whispers.  Through  multi-part  forms, 
those  'industrial  strength'  spreadsheets,  and  your  customer 
correspondence.  And  does  them  all  with  ease,  speed  and  the  superb 
reliability  we've  built  a  reputation  on.  It  has  all  the  features  you've  come  to  expect 
from  the  leader  in  dot  matrix  printing.  And  then  some.  One  super  letter- quality 
and  seven  letter- quality  fonts.  Multiple  paper  paths.  An  LCD  display.  A  top  speed 
of  300  cps  in  draft  mode,  100  cps  in  letter  quality.  A  two-year  limited  warranty  on 
parts  and  labor  *  And  serene  quiet. 


PQ8-F0 


For  more  information  call  us  toll-free: 
1-800  742-8086.  Or,  better  yet,  see  your 
Panasonic  dealer. 

You'll  like  what  you  don't  hear. 

•  See  your  dealer  for  details 


Printers,  Computers,  Peripherals, 
Copiers,  Typewriters  &  Facsimiles 

Panasonic. 

Office  Automation/^''''\^\ 
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EDITED  DY  HDWARD  BANKS 


The  Bundesbank  must  make  the  first  cut 


^^■1  The  newly  reappointed  chairman  of  the 
Federal  Reserve,  Alan  Greenspan,  has  not 
exactly  said  it.  But  his  ability  to  resume  the 
downward  push  on  U.S.  interest  rates — and 
so  boost  the  U.S.'  weak  economic  recov- 
ery— depends  as  much  on  what  his  German 
and  Japanese  counterparts  do  as  it  depends 
on  anything  else.  Greenspan  is  not  about  to 
risk  destabilizing  the  world  economy  with  a 
plunging  dollar. 

The  Japanese  have  already  cut  their  dis- 
count rate  by  half  a  point,  to  5.5%,  to  stabilize 
shaky  financial  markets.  Now  the  ball  is  in  the 
German  Bundesbank's  court.  The  signs  are 
that  for  reasons  of  self-interest,  Germany 
is  likely  to  be  more  cooperative  than  is  general- 
ly believed. 

Germany  faces  a  massive  bill  for  reunifica- 
tion. Partly  as  a  result  of  financial  transfers  to  the 
east,  but  also  to  pay  its  share  of  the  Gulf  war 
costs,  Germany's  current  account  was  $5  billion 
in  deficit  in  the  first  quarter  of  this  year,  a  sharp 
reversal  from  a  $40  billion  surplus  in  1990  and  a 
$58  billion  surplus  the  year  before.  German 
exporters  do  not  need  high  interest  rates  and  a 
surging  mark. 

This  recovery  needs  all  the  help  it 

^^^B  The  U.S.  recovery  from  recession  is  proving 
to  be  more  lackluster  than  many  economists 
expected.  Hence  the  quiet  pressure  being  put 
on  the  Fed  to  lower  interest  rates  to  boost 
growth. 

It  now  turns  out  that  much  of  the  0.8% 
increase  in  consumer  spending  in  May  was  heat- 
related.  The  summer  started  early  this  year,  so 
people  went  out  and  bought  air  conditioners, 
patio  furniture,  summer  clothes  and  the  like. 
Despite  a  small  increase  in  auto  sales,  once  that 
flurry  was  over,  consumer  spending  (two- 
thirds  of  total  demand  in  the  economy)  went 
flat  again. 

Federal  Reserve  economists  are  concerned 
that  consumer  spending  will  not  grow  even  as 
fast  as  personal  income,  as  households  resist 
reducing  their  savings  from  an  already  low  level. 
Savings  normally  increase  during  recessions, 
but  not  this  time,  giving  consumers  less  flexibili- 
ty to  spend.  Consumers  are  also  facing  higher 
state  and  local  taxes  in  many  parts  of  the  coun- 
try. "We're  off  the  bottom,  that's  the  best  we 
can  say,"  says  Douglas  Lee,  chief  economist  of 
County  NatWest.  "We're  in  the  process  of 
crawling  out  of  a  hole." 

It  also  turns  out  that  it  has  been  one  of  the 
smallest  recessionary  holes  on  record,  and  it 
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The  Germans,  of  course,  have  an  ingrained 
fear  of  inflation  and  they  are  concerned  that  the 
economic  stimulus  resulting  from  unification 
might  push  prices  up.  Nevertheless,  if  a  looser 
German  monetary  policy  helps  Greenspan 
(whom  they  respect)  to  push  rates  down  in  the 
dominant  U.S.  market,  that  will  feed  back  into 
European  rates  and  so  reduce  the  German  cost 
of  reunification. 

There  is  also  a  concern  that  the  German 
economy  could  slow  later  this  year  much  more 
than  is  generally  expected.  Mostly  this  could 
result  from  the  higher  taxes  being  imposed  to 
help  pay  for  unification,  including  a  7.5%  sur- 
charge on  all  income  tax  payments  as  well  as 
higher  value  added  tax  on  fiiel. 

These  factors  help  explain  why  in  mid-July 
Karl  Otto  Pohl,  the  outgoing  head  of  the 
Bundesbank,  surprised  the  market  by  not  rais- 
ing rates  as  had  been  anticipated.  Kevin  Logan, 
chief  economist  of  the  Swiss  Bank  Corp.  in 
New  York,  expects  German  rates  will  likely  be  at 
least  50  basis  points  lower  across  the  yield 
curve  by  year's  end.  The  cut  could  come  sooner 
than  later,  in  the  very  early  days  of  incoming 
Bundesbank  President  Helmut  Schlesinger. 

can  get 

lasted  only  nine  months,  says  Adrian  Dillon  of 
Eaton  Corp.  By  his  calculation,  since  1950,  at 
the  worst  point  of  a  recession,  capacity  use  in 
industry  has  averaged  around  73%  and  unem- 
ployment has  averaged  8%.  "This  time,"  says 
Dillon,  "capacity  use  bottomed  at  just  over  77% 
and  unemployment  has  peaked  at  7%."  Just 
refilling  inventories  would  give  growth  of 
around  4%  in  the  second  half  of  this  year,  says 
Dillon  optimistically.  That  should  be  sufficient 
to  bring  unemployment  down  to  6.5%  before 
the  1992  elections. 

By  far  the  best  news  is  that  inflation  is  now 
clearly  no  threat,  despite  a  slight  upward  trend  in 
consumer  prices  during  the  slowdown.  Pro- 
ducer prices,  covering  industry's  raw  and  semi- 
finished materials,  have  been  declining  for 
most  of  this  year.  And  the  Federal  Open  Market 
Committee,  which  sets  Fed  monetary  policy, 
now  expects  inflation  to  be  around  3.5%  in 
1991,  well  down  from  the  6.5%  level  of 
last  year. 

Typically,  long  rates  tend  to  pick  up  a  little 
as  economic  recovery  begins;  in  this  recession, 
rates  troughed  at  7.95%  in  February.  The  big 
question  remains:  When  will  the  bond  bears 
accept  this  and  cut  long  rates,  which  are  still 
running  at  around  8 .4%.'  ^ 
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The  Forbes  Index  (1967=100) 

210 

Current  184.0' 

Previous  183. 5t 
Percent  Change         0.3% 


How  solid  is  the  recovery?  Recent  data  give  conflicting 
signals.  Auto  sales  rose  1.1%  in  June,  but  showroom 
activity  was  not  strong  enough  to  pull  up  the  entire  retail 
sector.  Overall  June  retail  sales  were  of:T0.2%  following  a 
downward  revision  in  the  May  total.  Meanwhile,  strength 
appears  to  be  developing  in  die  manufacturing  sector. 
Industrial  production  posted  its  third  consecutive  month- 
ly gain,  with  a  0.7%  increase  in  June.  And  U.S.  mines, 
factories  and  utilities  operated  at  79.3%  of  total  capacity — 
the  highest  level  since  Januan,'. 


*Preliniinary  tRevised 

77  78  79   '80  '81    '82   '83   '84  '85   '86   '87   '88   '89   '90   '91 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

8.5% 

Auto  sales  year  to  date  vs  1990' 

Ward's  Automotive 

-12.7% 

Index  of  leading  indicators  May  vs  Apr 

Dept  of  Commerce 

0.8% 

Trade  balance  12  months  ended  Apr  1991 
All-commodity  producer  price  index  June  vs  May' 
GNP  1st  quarter  vs.  4th — annualized  growth 

Dept  of  Commerce 
Dept  of  Labor 
Dept  of  Commerce 

-$89  bil 
-0.2% 
-2.8% 

NBER  Experimental  Recession  Probability  Index'      Natl  Bureau  of  Economic  Research      1.0% 

'  U.S. -based  manufacturers,  excludes  imports,  as  of  5/30/91, 
'  Wholesale  goods,  'May  1991, 
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Index  components 


Tiie  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  tiie  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 


Services     •    Total  index 


Inventories      •    New  Orders 


270 


210 


120 


111 


109 


•^ 


100 


75 


Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 


550 


475 


400 


325  ■'^f^--^-    -...^-^-r 

New  unemploynent  claims  average  for  month 
(thousands),  spa-.onally  sd|isted  (Dept  of  Labor) 

MJJASONDJFIVIAMJ 


50 


155 


150 


145 


Consumer  price  indexes  (1982-84  a»erage=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 


IElJ 

New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 


Manufacturers'  new  orders  and  inventories 

(Sbillions),  seasonally  adjusted  (Dept  of  Commerce) 


2820 


2760 


2700 


2640 


Personal  income  ($billions)  wage  and  salary 
disbursements,  seasonally  adjusted  (Dept  of  Commerce) 


140 


UU 


ULfLfUUU 


740 


730 


720 


Retail  sales  ($billions), 

seasonally  adjusted  (Dept  of  Commerce) 


MJJASONDJFIVIAIVIJ 


Consumer  installment  credit  (Sbillions)  total 
seasonally  adjusted  (Federal  Reserve) 
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Success  comes  in  many  varieties. 


With  their  myriad  colors 
and  shapes,  butterflies 
are  among  nature's  most 
richly  varied  species.  Rich 
variety  is  also  found  in 
the  colors,  shapes  and 
patterns  of  "Ceran"  cook- 
top  panels.  A  rangetop 
that's  proved  so  success- 
ful that  over  12  million 
have  been  sold  world- 
wide since  1972. 


It's  hard  to  beat  butterflies 
when  it  comes  to  the  variety  of 
colors  and  shapes.  In  fact, 
some  150,000  distinct  butterfly 
species  are  found  throughout 
the  world. 

While     not     quite     as 

diverse  as  the  butterfly,  variety 
is  also  a  key  to  the  success  of 
"Ceran"  glass-ceramic  cook- 
top  panels. 

Cooktop  manufacturers 

and  customers  can  choose 
from  over  300  different  combi- 
nations of  colors,  shapes  and 
patterns  to  adapt  to  any 
contemporary  kitchen  design. 
"Ceran"  glass-ceramic  panels 


can  be  found  in  over  12  million 
homes  throughout  the  world, 
and  they  provide  a  handsome 
smoothtop  cooking  surface 
that's  as  tough  as  it  is  beautiful. 
Hard,  non  -  porous  "Ceran" 
glass-ceramic  panels  never 
warp,  even  with  abrupt  changes 
in  temperature.  And  they're 
amazingly  easy  to  wipe  clean. 

"Ceran"  glass -ceramic 

panels  for  cooktops,  available 
from  Schott  America,  are  just 
one  example  of  how  Schott's 
innovative  development  re- 
sponds to  specific  needs.  In  to- 
day's world,  special  glass  helps 
keep  technology  advancing. 


Schott  worldwide: 


50,000  products,  50  produc- 
tion facilities,  represented  in 
more  than  100  countries,  with 
over  $  1.5  billion  in  sales. 
Schott  in  North  Amer- 
ica: 11  companies  employing 
more  than  1,800  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  F  39, 3  Odell  Plaza, 
Yonkers,  NY  10701. 

r^ 

ra  SCHOTT 

Nobody  knows  more  about  glass. 


The  Japanese  brokerage  scandals  spell  a  great  and 
profitable  opportunity  for  big  U.S.  and  British  brokers. 

Thegaijins' 
revenge 


By  Richard  L.  Stern  and  Howard  Rudnitsky 


Nobody  likes  to  gloat — at  least  not 
too  openly — but  some  American  bro- 
kerage houses  especially  stand  to  gain 
from  the  major  scandals  involving 
Japan's  four  largest  brokerage  houses. 
The  scandals  could  provide  the  wedge 
for  the  Americans'  flirther  penetra- 
tion of  this  lush  market. 

Even  before  the  scandals  broke 
pubhdy,  the  smartest  of  the  foreign 
brokers  were  making  quiet  inroads 
and  gaining  market  share  in  Japan. 
The  two  biggest  are  U.S.  investment 
bankers  Salomon  Brothers  and  Mor- 
gan Stanley.  But  Goldman,  Sachs, 
J. P.  Morgan  and  Merrill  Lynch  are 
there,  too,  as  is  Baring  Securities  of 
the  U.K. 

The  barbarians  were  trained  in  the 
hard  schools  of  the  New  York  and 
Londoii  i.uernational  finance  mar- 
kets. They  have  wedged  their  way  into 
Japan  using  sophisticated  trading 
techniques  in  futures  and  derivative 
products,  wh;  h  the  local  brokerage 
houses,  shelterci'  and  ingrown,  were 
slow  to  move  on. 

Japan's  big  four  Nomura  Securi- 
ties, Nikko  Securii    s,  Daiwa  Securi- 


ties and  Yamaichi  Securities — had 
long  enjoyed  control  of  the  immense- 
ly profitable  retail  business.  But  the 
collapse  in  Japanese  stock  prices 
frightened  away  many  investors,  in- 
cluding retail  clients.  Trading  volume 
is  now  averaging  300  million  shares  a 
day  versus  around  800  million  shares 
a  day  two  years  ago. 

Today  more  than  70%  of  the  busi- 
ness is  institutional — and  that's  where 
the  Americans,  with  technological 
and  psychological  advantages,  have 
been  developing  important  niches. 
Unlike  the  generally  risk-averse  Japa- 
nese brokers,  the  foreign  firms  were 
willing  to  risk  their  own  capital  to 
facilitate  fijtures  trading  for  the  Japa- 
nese institutions. 

The  market  share  of  the  big  four  on 
the  Tokyo  Stock  Exchange  has 
dropped  from  over  50%  in  the  mid- 
1980s  to  33%  in  1990.  Smaller  Japa- 
nese firms  have  filled  some  of  the  gap. 
But  they,  too,  have  recently  seen  a 
tremendous  decline  in  their  revenues 
and  earnings. 

Now  the  Japanese  tace  formidable 
foreigners,  with  lots  of  street  smarts. 


who  are  willing  to  dig  deep  into  their 
own  pockets  to  service  institutions  by 
using  advanced  trading  techniques. 
In  June  Morgan  Stanley  and  Salo- 
mon Brothers  increased  their  market 
share  on  the  Tokyo  Stock  Exchange 
to  about  4%  each;  that's  up  from 
about  2%  apiece  for  the  first  half  of 
the  year. 

The  Americans  made  these  gains 
by,  among  other  things,  taking  ad- 
vantage of  the  surge  in  Japan's  almost 
three-year-old  fiatures  market,  and 
the  resulting  index  arbitrage  against 
underlying  stocks.  This  innovation 
had  already  been  well  honed  in  Amer- 
ica, and  Americans  took  fijll  advan- 
tage of  it  in  Japan.  Today  volume  on 
the  futures  markets  in  Japan  is  three 
times  greater  than  in  the  underlying 
cash  market.  And  volume  on  Japan's 
key  Nikkei  225  Ritures  market  has 
recently  been  running  ahead  of  the 
volume  in  the  U.S.  on  the  s&P  500 
fiatures  index. 

The  Tokyo  Stock  Exchange  for  the 
first  time  recently  required  members 
to  report  the  volume  of  their  stock 
business  related  to  fiitures-arbitrage 
activity.  For  now,  Morgan  Stanley 
and  Salomon  Brothers  dominate.  In 
late  June  and  early  July  they  shared 
40%  to  50%  of  the  total  business  of 
this  highly  profitable  niche  in  the 
market. 

These  firms  are  getting  a  big  slice  of 
their  fiatures  trading  business  from 
Japanese  trust  banks,  insurance  com- 
panies as  well  as  pension  hands. 
"More  than  half  of  our  business  now 
is  from  Japanese  institutions,"  says  an 
official  of  one  of  the  major  Ainerican 
firms  in  Tokyo. 

For  instance,  the  foreign  firms  use 
their  own  capital  to  buy  and  sell  stock 
futures  for  the  institutions.  They  then 
protect  the  risk  by  hedging  in  the 
underlying  stocks.  Depending  on  the 
kind  of  arbitrage  they  are  doing,  this 
business  can  be  highly  profitable.  Be- 
cause there  are  so  few  players  in  Japan, 
the  yields  are  much  greater  than  in  the 
highly  competitive  American  market. 
And  because  of  their  long  experience 
with  these  instruments,  the  Aineri- 
cans  know  how  to  measure  the  risks 
accurately. 

How  profitable  is  this  Japanese 
business  for  the  top  foreign  players? 
Very.  Japan's  Ministry' of  Finance  reg- 
ularly leaks  foreign   firms'   financial 


38 


Forbes  ■  August  5,  1991 


statements  covering  their  business  in 
Japan.  But  these  reported  numbers 
underestimate  just  how  big  the  profits 
have  been.  One  knowledgeable 
source  says,  "With  a  65%  tax  rate  in 
Japan,  you  report  as  little  as  you  can." 
Meaning,  of  course,  that  the  profit- 
able American  firms  are  probably  lay- 
ing ofi^a  portion  of  their  overheaci  on 
their  Japanese  operations  and  doing 
as  much  Japanese  business  outside  of 
Japan  as  possible. 

Japanese  brokers,  even  before  the 
recent  huge  scandals,  have  been  try- 
ing to  take  control  of  this  lucrative 
foreign  beachhead.  They've  made 
some  inroads,  but  they're  still  behind. 
One  top  U.S.  executive  feels  the 
problem  is  that  the  Japanese  do  not 
have  enough  people  with  the  right 
skills  for  the  job.  Another  says  it's  a 
cultural  difference.  "The  Japanese 
firms  do  everything  from  the  head 
office  and  by  consensus.  That  often 
hampers  traders  from  taking  risks  and 
reacting  instantly,  and  that's  how  this 
game  is  played." 

The  foreign  firms,  especially  the 
U.S.  ones,  are  not  resting  on  their 
laurels.  To  keep  the  Japanese  institu- 
tions sweet,  they  are  providing  much- 
needed  research  into  local  stocks. 
They  have  also  introduced  innovative 
products  such  as  convertible  bonds 
with  warrants,  over-the-counter  op- 
tions and  equity  swaps. 

Akira  Suzuki,  Japanese  strategy 
consultant  for  Morgan  Stanley,  be- 
lieves the  markets  in  Japan  are  going 
through  a  permanent  change.  No 
longer,  he  says,  will  the  big  four  be 
able  to  influence  stock  market  move- 
ments as  in  the  past.  In  other  words, 
the  Japanese  market  will  become  a  lot 
more  efficient — and  honest. 

That's  good  news  for  the  U.S. 
firms,  which  would  like  a  piece  of  the 
big  four's  lucrative  Japanese  equity 
underwriting.  The  Japanese  firms 
have  controlled  that  market  through 
their  ability  to  manipulate  prices  both 
before  and  afi:er  an  offering.  "The 
■Japanese  firms,"  says  one  U.S.  execu- 
tive, "may  now  be  less  likely  to  try  to 
run  up  the  price  of  a  stock  before  an 
offering."  That  way  the  U.S.  firms 
will  be  able  to  bid  for  business  on  a 
level  playing  field. 

This,  clearly,  is  one  business  where  • 
the   phrase   "Japan-bashing"   has   a 
quite  different  connotation.  Hi 


Kaiser  Aluminum  has  new  public  sliareholders.  And 
dealmaker  Charles  Hurwitz  has  cashed  in  big. 


Sucker  play: 


) 


By  William  P.  Barrett 

This  Marc;h  it  seemed  that  Charles 
Hurwitz's  reputation  as  a  wheeler- 
dealer  had  finally  caught  up  with  him. 
Underwriters  had  to  scrap  an  initial 
public  offering  of  Kaiser  Aluminum 
Corp.,  which  Hurwitz's  Maxxam 
Inc.,  a  Houston-based  holding  com- 
pany, had  bought  in  1988.  Maxxam 
had  ended  up  paying  just  $50  million 
in  cash  for  this  remnant  of  the  once 
great  Henry  J.  Kaiser  empire;  Hur- 
witz borrowed  the  rest  of  the  $930 
million  purchase  price,  ultimately  fi- 
nancing much  of  it  through  Drexel 
Burnham  Lambert  junk  bonds. 

In  March  the  generous  Hurwitz 
had  proposed  offering  1 3%  of  Kaiser 
to  the  public  for  $152  million,  or 
about  $21  a  share.  The  price  seemed 
dear  for  a  cyclical  aluminum  industry 
past  a  price  peak.  It  valued  the 
Maxxam  stake  in  Kaiser  at  around  $1 
billion — 20  times  what  Maxxam  had 
effectively  paid,  quite  a  gain  for  barely 
two  years  of  ownership.  It  didn't  help 
that  Hurwitz  carried  considerable 
baggage  through  rumored  ties — de- 
nied— with  tax  evader  and  fijgitive 
Marc  Rich  (Forbks,  Apr.  30,  1990). 


Last  month  Hurwitz  managed  to 
complete  the  Kaiser  offering — at  $14 
a  share,  33%  less  than  the  March 
proposal.  So  did  the  50-year-old 
Houstonian  take  a  beating?  Hardly. 
When  the  dust  settled,  Hurwitz  had 
gotten  his  hands  on  even  more  of 
Kaiser's  cash. 

How  did  this  happen.'  In  Decem- 
ber 1990,  before  either  offering,  Hur- 
witz had  Kaiser  pay  Maxxam  a  $150 
million  "dividend"  in  the  form  of 
notes  payable.  At  least  one  database 
was  actually  fooled  into  writing  that 
the  proceeds  of  the  stock  offering 
would  all  go  toward  paring  third- 
party  debt.  Not  so:  Initially,  50%  of  it 
was  earmarked  for  paying  off  the  note 
to  Maxxam,  the  parent  company.  Af- 
ter the  March  postponement,  Hur- 
witz simply  raised  that  cut  to  more 
than  70%.  Just  before  the  July  offer- 
ing. Kaiser  paid  Maxxam  $37  million 
on  that  note  plus  $36  million  in  "tax 
benefits.," 

This  year  Hurwitz  has  yanked  al- 
most $200  million  of  cash  out  of 
Kaiser  into  Maxxam — which  still 
owns  87%  of  Kaiser's  equity.  That 


Maxxam  Chairman 
Charles  Hurwitz 
Getting  rich  off 
junk  bonds. 
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stake  now  carries  a  market  value  of 
$700  million.  So  even  with  the  lower 
oflfering,  Hurwitz's  return  on  that 
$50  million  still  is  nearly  $900  mil- 
lion. Strange,  isn't  it.'  Drexel  Burn- 
ham,  Hurwitz's  benefactor,  is  history', 
but  he's  still  getting  rich  off  its  past 
services. 

How  will  Kaiser's  new  public  share- 
holders do.''  Tougher  question.  As  an 
operating  company.  Kaiser  went  pub- 
lic at  a  seemingly  cheap  3V4  times  last 
year's  earnings  of  $4.27  a  share — 
clearly  one  reason  investors  rushed 
out  to  buy  in  July.  But  the  capital- 
intensive  aluminum  industry  is  on  a 
steep  price  decline,  with  predictions 
of  sharp  cuts  in  profitability  for  1991 
and  maybe  1992.  Even  after  the  offer- 
ing. Kaiser  has  far  higher  debt  ratios 
than  do  better-positioned  competi- 
tors such  as  Alcoa  and  Alcan  Alumin- 
ium. Kaiser  has  hedged  some  of  its 
fiature  production,  meaning  the  com- 
pany won't  participate  fiilly  in  any 
aluminum-price  upsurge. 

The  otfering  price  was  nearly  dou- 
ble Kaiser's  new  net  tangible  book 
value  of  $7.80,  creating  immediate 
asset  dilution  to  new  investors.  Even 
at  $14  a  share.  Kaiser  was  not  neces- 
sarily a  bargain. 

Why  did  Kaiser  Aluminum  work  for 
Hurwitz.'  In  1988  he  was  able  initially 
to  buy  cheaply  from  a  distressed  seller 
a  31%  block  of  Kaiser  stock,  which 
helped  ward  off  competitors  while  he 
tendered  for  the  balance. 

Hurwitz  is  no  stranger  to  contro- 
versy. The  federal  government  is  su- 
ing him  and  Maxxam  for  raking  off 
part  of  the  pension  plan  assets  of 
Maxxam  subsidiary  Pacific  Lumber 
and  putting  the  rest  into  a  junk  bond 
pool  run  by  First  Executive,  the  Los 
Angeles  insurer  that  just  cratered. 
Hurwitz  denies  any  wrongdoing. 

In  fairness,  the  folks  who  own  stock 
in  Hurwitz's  Amc?rican  Stock  Ex- 
change-listed Maxxam  have  done 
well.  In  three  years  its  shares  have  risen 
from  8  to  a  recent  48V8.  Hurwitz  has 
61%  of  Maxxam's  votes  and  38%  of  its 
equity — a  personal  stake  now  worth 
$170  million.  No  doubt  Hurwitz  will 
use  his  Kaiser  bounty  to  keep  doing 
deals.  It'snot  luirdtofigureoutwhyhc 
would  want  to  let  the  public  in  on  a 
minority  interest  in  Kiiser  Aluminum. 
It's  a  lot  harder  lo  figure  tnit  why  the 
public  would  want  to  take  his  offer.  ■■ 
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William  E.  Simon  made  a  fortune 
getting  in  early  on  leveraged 
buyouts.  But  here's  a  deal  he  blew. 

Simon  stumbles 


By  Thomas  Bancroft 

Former  Treasury  Secretary'  William 
E.  Simon  was  one  of  the  first  people  to 
smell  the  rich  aroma  of  opportunities 
in  leveraged  buyouts.  His  1982 
buyout  of  Gibson  Greeting  became  a 
textbook  triumph,  followed  by  Avis 
Rent-A-Car  in  1986.  The  onetime 
Salomon  partner  amassed  a  fortune 
worth  upwards  of  $300  million. 

Early  in,  early  out.  When  l.BO  prices 
began  to  overripen  in  the  mid-1980s, 
Simon  quit  the  game. 

Then  he  made  a  misstep.  His  eye 
fell  upon  the  ailing  thrifts.  He  figured 
if  he  could  nurse  some  back  to  health, 
he  could  sell  at  a  nice  profit  to  com- 
mercial banks  looking  to  pick  up  de- 
posits on  the  cheap.  He  teamed  with 
Los  Aigeles  lawyer  Gerald  Parsky — 
who  had  worked  with  Simon  at  Trea- 
sury'— in  a  partnership  called  VVSGP 
International.  They  lured  Preston 
Martin,  the  former  vice  chairman  of 
the  Federal  Reserve,  to  serve  as  their 
thrift  expert,  and  recruited  a  host  of 
other  investors,  including  Italy's 
Gianni  Agnelli. 

But  this  smart  trio  miscalculated.  If 
the  partnership  cannot  raise  about 
$50  million  in  fresh  capital  over  the 
next  six  months,  two  of  its  principal 
assets.  Western  Federal  Savings  & 
Loan  and  Southern  California  Sav- 
ings, could  be  seized  by  the  Office  of 
Thrift  Supervision  for  having  inade- 
quate capital. 

Beverly  Hills-based  Southern  Cali- 
fornia Savings  was  insolvent  when 
Simon  and  Parsky  bought  it  from  the 
feds  for  $40  million  in  1987,  with  the 
feds  agreeing  to  inject  an  additional 
$217  million.  Simon  hoped  to  use  the 
bank's  capital  to  bring  in  new  capital 
and  write  fresh  mortgages,  fattening 
the  thrift  so  he  could  later  sell  it.  He 
and  Parskv  planned  to  triple  assets  to 
$5  billion  within  four  years,  but  in  tact 
garnered  only  a  bit  less  than  a  50% 


increase.  Earnings.^  Just  $4.4  million 
last  year,  a  paltry  0.18%  return  on 
assets. 

Simon  and  Parsky,  for  all  their  po- 
litical knowhow,  failed  to  predict  that 
Congress,    having   created    the  s&L 


even 
lliapr 
pad 
Insii 
forc( 
toir 


tt.i 
andi 
capit 
'Savir 
gooc 


tapil 

new 


Forbes 


mess,  would  go  ahead  and  make  it 
even  worse.  Yet  that  is  precisely  what 
happened.  In  1989  Congress  passed  a 
package  of  reforms  called  the  Federal 
Insurance  Reform  &  Recovery  En- 
forcement Act.  The  act  was  supposed 
to  make  thrifts  more  solvent,  but  it 
had  the  opposite  effect.  It  required 
undercapitalized  thrifts  like  the  ones 
WSGP  bought  to  increase  their  capital, 
and  it  also  tightened  the  definition  of 
capital.  wsGP's  Southern  California 
Savings,  which  still  has  $60  million  of 
goodwill  on  its  books,  was  hard  hit, 
because  goodwill  is  being  phased  out 
as  core  capital.  At  the  end  of  March 
the  thrift  had  only  $50  million  in  core 
capital,  $45  million  short  of  what  the 
new  mles  say  it  needs  bv  1992.  Parskv 


says  he  hopes  to  raise  new  capital 
through  asset  sales  and  perhaps  equit)' 
capital  investments.  But  that  won't  be 
easy  in  a  slumping  realty  market. 

Preston  Martin  is  bitter.  ''When 
you  have  a  sound  institution  that  is 
conservative  you  should  let  it  grow  on 
a  conservative  basis.  I  did  when  I  was 
in  Washington."  But  Congress  was 
clearly  more  interested  in  seeming  to 
do  something  about  the  s&L  crisis 
than  it  was  in  sound  banking. 

In  the  same  way  wsGP  came  to  grief 
with  its  plans  for  Western  Federal 
Savings  &  Loan.  It  bought  this 
healthy  California  thrift  in  1988  and 
merged  it  with  failed  Bell  Savings,  in 
San  Mateo,  Calif  wsGP  paid  a  total  of 
$220    million    for    the    two    thrifts. 


WSGP'S 

Gerald  Parsky  (left) 
and  Preston  Martin 
Blindsided 
by  Congress. 
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whose  combined  assets  came  to  $4.5 
billion. 

But  Western  Federal's  abilit>'  to 
grow  assets  and  attract  new  deposits 
was  crimped  by  the  new  law.  After 
taking  large  reserves.  Western  Feder- 
al's earnings  last  year  were  a  meager 
$700,000,  a  0.01%  return  on  assets. 
Western  has  $90  million  of  goodwill 
that  must  be  completely  phased  out  as 
capital  after  1993.  And  as  of  March,  it 
needed  at  least  $20  million  in  rjew 
capital  to  meet  year-end  require- 
ments, though  Martin  says  VVSGP 
shrank  Western's  assets  considerably 
in  the  last  quarter. 

A  relatively  bright  spot  in  Simon's 
ailing  thrift  empire  is  Fionolulu  Fed- 
eral Savings  &  Loan,  since  renamed 


Honfed  Saxings,  which  wsgp  bought 
in  1986  for  $60  million.  When  Simon 
bought  it,  Honfed  had  a  negative  net 
worth  of  roughly  $40  million.  Today 
it  meets  all  capital  reciuirements  and  is 
earning  1.47%  on  assets.  But,  to  get 
capital  to  the  required  level,  Simon 
and  Parsky  had  to  dilute  wSGP's  stake 
by  selling  $50  million  of  stock  to 
Hawaii's  Bishop  estate,  one  of  the 
state's  largest  landowners. 

The  score  to  date:  Forbhs  estimates 
that  Western  Federal  is  currently 
worth  no  more  than  $80  million, 
$140  million  less  than  wsgp  paid; 
SoCal  is  worth  no  more  than  $40 
million,  exactly  what  WSGP  paid  for  it; 
Honfed — the  only  gain — at  $160 
million  is  worth  $50  million  more 
than  the  combined  investments  of 
Bishop  and  wsgp. 

Barring  a  miracle,  Simon  is  going  to 
have  to  give  back  a  good  chunk  of  that 
money  he  made  being  early  in  lever- 
aged buyouts  by  being  too  early  in 
savings  and  loans.  ^M 
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Thanks  to  a  hot  line  of  workstations  and  relatively  lean 
staffing,  Hewlett-Packard  is  doing  well  in  a  tough  market. 

"It's  stiU 
a  difficult 
environment'' 


By  Norm  Alster 

Like  A  LOT  of  people  who  know  com- 
puters, Thomas  Mooney  is  impressed 
with  Hewlett-Packard  Co.'s  new  Se- 
ries 700  workstation  line.  Manager  of 
computer  operations  for  McDonnell 
Aircraft  Co.,  Mooney  recently  or- 
dered about  30  of  the  new  HP  ma- 


chines. But  Mooney  also  ordered  50 
workstations  from  Sun  Microsystems 
and  expects  to  order  some  from  Digi- 
tal Equipment  Corp.,  too. 

Why  use  three  suppliers.^  In  the 
answer  to  that  question  lies  much  of 
the  explanation  of  the  disappointing 


Dean  Morton,  Hewlett-Packard  chief  operating  officer 
Targeting  cuts  with  a  sniper's  precision. 


earnings  reports  issuing  forth  from 
the  nation's  computer  makers.  All  of 
the  workstations  can  run  the  same 
Unix-based  design  software,  explains 
Mooney,  and  hardware  performance 
leads  vanish  quickly.  Besides,  f(e  says 
of  spreading  the  business:  "It  keeps 
the  vendors  cost- competitive." 

Welcome  to  the  brave  new  world  of 
open  systems — where  margins  are 
thin,  incumbency  counts  for  little  and 
even  the  best-built  computers  are  su- 
perannuated with  distressing  speed. 

Why,  then,  is  Hewlett-Packard 
showing  both  better  earnings  and 
better  stock  market  performance  than 
any  of  its  close  rivals?  During  the  last 
two  quarters,  while  IBM,  Apple  and 
Compaq  have  mostly  disappointed 
investors,  HP's  earnings  have  re- 
bounded to  $1.76  a  share,  from 
$1.50  last  year.  For  its  1991  fiscal 
year,  ending  in  October,  analysts  ex- 
pect HP  to  earn  about  $900  million 
($3.60  a  share)  on  revenues  ap- 
proaching $15  billion,  versus  $739 
million  on  $13.2  billion  in  1990. 

In  a  market  that  has  been  merciless 
to  computer  stocks,  Hewlett-Pack- 
ard's shares  have  done  well,  recently 
selling  at  more  than  double  their 
1990  lows,  while  IBM's  were  back  near 
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A  worker 
assembling 
an  HP  Series  700 
workstation 
The  new  "hot 
box"  in  terms  of 
overall  price/ 
performance. 


their  October  lows. 

HP's  new  workstations  deserve  a 
good  part  of  the  credit.  They  are 
leaders  in  "both  raw  desktop  power 
and  overall  price/performance," 
concludes  Vicki  Brown,  a  vice  presi- 
dent with  International  Data  Corp. 

How  did  Hewlett-Packard  develop 
this  lead?  The  critical  first  step  was 
hiring  Joel  Birnbaum  from  IBM  in 
1980.  Birnbaum  had  headed  up  IBM's 
pioneering  Reduced  Instruction  Set 
Computing  (Rise)  architecture  devel- 
opment program,  which  was  then 
mostly  a  subject  of  academic  interest. 

When  he  met  with  HP  executives, 
Birnbaum  recalls,  he  was  told  that 
HP's  principal  problem  was  too  many 
incompatible  computer  architectures. 
"They  wanted  to  know,  'Was  there  a 
way  I  knew  of  to  consolidate  the 
architectures?'  "  says  Birnbaum.  Ex- 
cited by  the  challenge,  Birnbaum 
joined  Hewlett-Packard.  He  quickly 
converted  Chief  Executive  Officer 
John  Young  to  the  idea  of  unifying 
HP's  computer  technology  around 
RISC  architecture. 

It  was  the  right  decision.  Today, 
HP's  Series  700  workstations  are  able 
to  blaze  through  57  million  or  more 
instructions  per  second.  For  numeri- 


cally intensive  applications — ^design- 
ing aircraft,  say — John  Logan,  a  vice 
president  with  the  Aberdeen  Group,  a 
market  research  and  consulting  firm, 
reckons  that  HP's  Model  720  (base 
price:  $12,000)  is  twice  as  fast  as  the 
comparably  priced  IBM  RS/6000 
Model  320 — which  only  months  ago 
was  the  industry's  "hot  box."  Yet 
Hewlett-Packard  still  lacks  a  $10,000 
model  to  compete  in  the  high-vol- 
ume, low-price  end  of  the  worksta- 
tion market  where  rival  Sun  Microsys- 
tems shines. 

Hewlett-Packard's  technical  tour 
de  force  is  backed  up  by  some  unic]ue 
marketing  advantages.  Although  sales 
of  computers,  computer  equipment 
(printers,  most  notably)  and  services 
account  for  roughly  70%  of  its  reve- 
nues, the  company  also  sells  instru- 
ments such  as  oscilloscopes  and  mul- 
timeters to  engineers,  patient-moni- 
toring systems  to  hospitals,  and  gas 
chromatographs  and  mass  spectrom- 
eters to  chemical  labs.  Such  long- 
standing relationships  within  the  sci- 
entific community  "help  open  a  lot  of 
doors"  for  HP  computer  salesmen, 
says  Chief  Operating  Officer  Dean 
Morton. 

E.O.      Knowles,      president      of 


Hughes  Data  Systems,  says  his  outfit 
has  long  bought  HP  production  test 
equipment  for  its  microwave  systems, 
integrated  circuits  and  printed  circuit 
boards.  Satisfied  there,  Hughes  has 
turned  to  Hewlett-Packard  for  work- 
stations, printers  and  other  computer 
equipment.  In  Europe,  adds  Morton, 
HP  has  been  able  to  leverage  its  lab 
equipment  sales  to  chemical  giant 
Bayer  AG  into  computer  business. 

But  HP  executives  are  acutely  aware 
that  Hewlett-Packard's  fortunes 
could  reverse  rapidly.  Vicki  Brown, 
the  same  analyst  who  acknowledges 
the  superior  performance  of  the  Series 
700,  warns  that  HP's  share  of  the 
workstation  market  will  drop  this  year 
to  a  shade  under  1 7%  from  better  than 
20%  in  1990.  One  problem  is  that  the 
company's  new  workstations  pose  as 
much  of  a  threat  to  its  older  products 
as  they  do  to  the  competition.  Thus 
some  of  the  gain  from  the  sale  of  the 
newer  machines  will  come  at  the  ex- 
pense of  HP's  older  desktops. 

A  bigger  threat,  however,  is  the  one 
illustrated  by  McDonnell  Aircraft's 
spread-the-busincss  approach  to 
desktops.  In  the  past,  customers  were 
reluctant  to  obsolete  investments  in 
software  and  training  by  switching 
suppliers,  but  today  they  can  use  soft- 
ware developed  for  any  Unix  comput- 
er on  a  competitor's  faster  or  cheaper 
machine.,  "With  open  systems  based 
on  Unix,"  explains  former  HP  execu- 
tive vice  president  Douglas  Chance — 
now  chief  executive  of  Octel  Com- 
munications— "the  customer  is  buy- 
ing more  on  a  commodity  basis." 

This  is  a  big  reason  why  operating 
margins  have  been  in  steady  decline  at 
nearly  every  established  computer 
manufacturer.  The  customers  are  sim- 
ply in  a  position  to  demand  the  best 
possible  price — or  buy  elsewhere. 
Even  at  Hewlett-Packard,  operating 
margins  have  dropped  from  over  20% 
in  the  early  Eighties  to  13%  last  year. 
Huge  companies  like  HP,  IBM  and  DEC 
must  maintain  costly  sales  organiza- 
tions, customer  support  policies  and 
layers  of  management,  which  puts 
them  at  something  of  a  disadvantage 
when  bidding  for  business  on  a  strict 
price  basis. 

What  this  means  is  that  the  big 
computer  companies  can  no  longer 
afford  the  luxury  of  overstaffmg  and 
have  been  reluctantly  cutting  back. 
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Hewlett-Packard 


Hewlett- Packard's  Morton,  a  native 
Kansan  and  31 -year  HP  veteran,  says: 
"We  intend  to  improve  our  perfor- 
mance with  regard  to  margins." 

In  terms  of  leanness,  Hewlett- 
Packard  already  has  made  some  prog- 
ress. Its  revenue  per  employee  last 
year  was  nearly  $145,000,  up  from 
$113,000  in  fiscal  1988.  The  compa- 
ny has  been  able  to  achieve  these  gains 
without  brutal  mass  layoffs,  instead 
relying  mosdy  on  attrition  and  early 
retirements.  Even  with  its  efficiency 
gains,  however,  HP  still  lags  IBM, 
whose  revenue  per  employee  last  year 
exceeded  $180,000. 

Morton  is  targeting  his  cuts  with  a 
sniper's  precision.  Fair  game  includes 
corporate  overhead  in  such  areas  as 
finance,  accounting,  legal,  communi- 
cations and  lobbying.  HP  has  recently 
eliminated  a  layer  of  management  in 
its  field  sales  organization — a  move 
diat  affected  18  general  manager  po- 
sitions, where  salaries  run  to 
$150,000.  Despite  doing  $1.3  billion 
more  in  business  than  the  year  be- 
fore— up  11% — the  company's  field 
sales  organization  now  makes  do  with 
500,000  fewer  square  feet  of  rental 
space,  a  contraction  of  10%.  Morton 
hopes  to  squeeze  out  another  half- 
million  square  feet  by  the  end  of 
1993.  Morton's  overall  goal:  to  re- 
duce the  ratio  of  business  manage- 
ment costs  to  order  dollar  volume  in 
its  field  sales  organization  by  10%  to 
15%  a  year. 

To  keep  its  earnings  momentum, 
Hewlett-Packard  will  need  all  the  help 
it  can  get  from  the  cost-cutters.  HP 
now  derives  36%  of  its  sales  from 
Europe,  and  after  years  of  export 
strength  based  on  a  weak  dollar,  the 
company  has  had  to  adjust  to  the 
dollar's  recent  gains  by  raising  prices. 
These  price  hikes,  along  with  a  gener- 
al softening  in  European  computer 
buying,  could  begin  to  bite  into  HP's 
earnings  later  this  year  and  early  next. 

Meanwhile,  the  competitive  pres- 
sures mount.  Unless  the  recovery  is 
stronger  than  most  people  expect, 
Hewlett-Packard  could  have  real 
trouble  with  earnings  comparisons 
next  year.  "It's  still  a  difiicult  environ- 
ment," says  Dean  Morton.  But  less 
difficult  for  companies  like  Hewlett- 
Packard  that  can  maintain  a  techno- 
logical edge  while  holding  costs  un 
der  reasonable  control.  WM 


Is  Toyota  about  to  sprout  wings?  The  Japanese 
car  giant's  senior  managers  are  seriously  thinking 
about  building  small  airplanes. 

A  flying  Lexus 


By  Howard  Banks 

What  do  you  do  after  you've  pro- 
duced Lexus,  a  car  so  good  it's  keep- 
ing Mercedes  and  BMW  executives  up 
nights?  If  you're  Toyota  Motor 
Corp.,  you  think  about  maybe  mak- 
ing small  light  aircraft. 

Tovota  confirms  it  is  considering 
converting  one  or  more  of  its  ad- 
vanced car  engines  for  aviation  use. 
But  that's  only  a  start.  "If  we  are 
going  to  make  the  engines  then  we 
would  also  like  to  make  the  vehicle," 
says  Jack  Funsch,  general  manager  of 
Long  Beach,  Calif-based  Toyota 
Aviation. 

Toyota's  first  aviation  product 
could  be  aversion  of  its  all-aluminum, 
260hp  Lexus  V-8  engine.  This  would 
be  suitable  for  an  aircraft  like  the 
ubiquitous  Beech  Bonanza  or  a  high- 
performance  light  twin.  For  an  entr)'- 
level  light  plane  of  the  sort  the  car- 
maker has  in  mind — to  supersede  the 
Cessna  150  series,  say — Toyota 
would  have  to  convert  a  smaller  en- 
gine of  around  120hp  to  130hp. 

Toyota  is  in  no  rush,  which  is  typi- 
cal of  the  way  this  company  goes 
about  developing  new  business.  As  a 
ver)'  first  step,  it  is  investing  $5  million 
to  $10  million  in  what  aviation  people 
call  "fixed-base  operations" — the 
people  who  serx'ice  and  fuel  planes  at 
the  airport  and  buy  and  sell  aircraft. 
What  better  way  to  find  out  what 
makes  the  small-plane  business  tick.^ 

Well-founded  rumors  making  the 
rounds  at  June's  Paris  air  show  sug- 
gest Toyota's  plans  could  shape  up 
something  like  this: 

Design  of  the  plane  would  break 
new  ground  for  a  light  aircraft,  possi- 
bly using  a  designer  like  Burt  Rutan, 
the  chap  who  designed  the  light- 
weight Voyager  plane  that  flew  non- 
stop around  the  world  in  1986.  It 
would  be  done  in  the  U.S.,  but  in  a 
new  factorv,  not  a  defunct  one  taken 


over  from  one  of  the  U.S.'  general 
aviation  manufacturers.  The  product 
would  likely  use  the  very  latest  combi- 
nation of  composites  (high-strength 
fibers  in  a  plastic  matrix),  plus  new 
metal  alloy  structural  elements,  to 
improve  durability. 

The  idea,  of  course,  would  be  to  use 
Toyota's  famed  manufacturing  skills. 
Making  composite  aircraft  today  is 
labor  intensive.  If  Toyota  were  to  do 
it,  it  is  reasonable  to  expect  that  the 
Japanese  would  automate  the  pro- 
cess, especially  the  laying  up  of  the 
fibers.  General  Electric  already  plans 
to  use  this  technique  on  the  giant 
composite  fan  blades  at  the  front  of  its 
newGE  90  engine. 

If  Toyota  should  enter  light-plane 
manufacture,  it  would  breathe  new 
life  into  what  is  now  a  moribund 
business.  The  technology  in  today's 
small  aircraft  has  barelv  changed  in  50 
years.  F],ngines  are  still  air-cooled,  us- 
ing horizontally  opposed  cylinders, 
and  are  little  dift'erent  from  those  in 
Piper  (Albs  from  the  1930s. 

Prices,  however,  ha\'e  sk)Tocketed, 
to  an  average  of  around  $75,000  for  a 
new  single-engine  light  plane.  Partly 
this  is  the  result  of  the  sharp  increase 
in  the  cost  of  legal  liability  claims, 
which  manufacturers  must  reser\'e 
against.  Partly  it  is  because  of  the  extra 
electronics  that  manufacturers  stuft' 
into  today's  cockpits. 

As  a  result  of  high  prices,  light- 
aircraft    sales    have    collapsed,    from 
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[peaks  of  over  14,000  units  a  year  in 
the  mid-1970s  to  barely  1,000  a  year 

[now.  New  manufacturing  tech- 
niques— and  a  breakthrough  in  the 
liability  crisis — would  be  necessar\'  to 
■get  the  average  price  down  to  a  level 
that  would  attract  a  lot  of  orders. 
Market  analysis  in  the  industr)'  says 
this  would  be  around  $50,000  for  a 
well-equipped  entr\'-level  plane. 

If  such  a  plane  can  be  produced  at 
such  a  price,  the  market  should  be 
there.  Around  1995  leaded  hiel  will 
no  longer  be  readily  available  at  an 
economical  price,  seriously  affecting 
about  one-third  of  the  170,000  sin- 
gle-piston-engined  planes  registered 

1  in  the  U.S.  today.  These  will  need  to 
be  replaced.  "This  is  an  important 

{factor  in  our  decision  to  consider 
entering  the  business,"  confirms 
Toyota  Aviation's  Funsch. 

Two  factors  could  inhibit  Toyota's 
taking  to  the  air  anytime  soon.  First  is 
the  need  for  liability  reform.  One 
theory  is  that  until  that  occurs, 
Toyota  would  make  planes  here  but 

j  only  sell  them  abroad.  (How  the  mak- 
er could  prevent  a  plane  sold,  say,  in 

[Brazil  from  finding  its  way  into  U.S. 
skies  is  anyone's  guess.)  Toyota 
would,  however,  have  one  liability 
advantage  over  existing  small-plane 
makers:  As  a  new  entrant,  it  would 
have  no  "tail"  of  existing  aircraft  go- 
ing back  decades,  all  subject  to  outra- 
geous legal  claims.  The  other  is  that 
such  an  aviation  project  would  absorb 
a  lot  of  precious  engineering  talent 
needed  to  cope  with  proliferating  en- 
vironmental laws. 

Why  should  Toyota  want  to  move 
so  far  from  the  business  it  knows  so 
well?  It  has  $25  billion  or  so  in  the 
bank.  This  money  is  crying  out  to  be 
put  to  use.  The  hottest  rumor  of  all  at 
the  Paris  air  show  was  that  Toyota  had 
been  approached  to  invest  in  the  pro- 
posed new  McDonnell  Douglas  MD- 
12  airliner.  The  MD-12  would  cost 
$4  billion  to  $5  billion  to  develop, 
money  that  McDonnell  can't  raise 
alone  but  that  Toyota  could  easily 
produce.  There  have  been  talks  be- 
tween top  Toyota  executives  and 
John  McDonnell,  as  well  as  with  both 
companies'  bankers,  though  they 
have  not  come  to  much  so  far.  But  the 
talks  themselves  are  yet  another  indi- 
cation that  the  carmaker  is  looking 
skyward.  MM 
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Edgar  Woolard  is  trying  to  restore  the  luster  at  asset-rich 
E.I.  du  Pont  de  Nemours  &  Co.  Watching  him  closely  is 
another  Edgar— named  Bronfman. 

Turning  up 
the  heat  at 
Du  Pont 


By  James  B„  Norman 

E.l.  du  Pont  de  Nemours  &  Co. 
Chairman  Edgar  S.  Woolard  Jr.  is 
working  feverishly  to  get  the  $40 
billion  chemical  giant  back  on  track. 
He  has  cut  two  layers  of  vice  presi- 
dents, closed  down  the  aging  Orion 
unit  and  is  selling  oft'  half  the  coal 
company. 

It  doesn't  seem  to  be  enough. 
Earnings  this  year  will  be  down  for  the 
second  year  in  a  row,  to  an  estimated 
$2  billion  ($3.12  a  share)  on  sales  of 
$38  billion.  Once  one  of  the  bluest  of 
blue-chip  stocks,  Du  Pont  has  seen  its 
price/earnings  multiple  drop  from  a 
solid  premium  over  the  market  aver- 
age in  the  early  1970s  to  a  30%  dis- 
count last  year.  Of  course,  chemical 
stocks  as  a  group  sell  at  a  discount  to 
the  market,  but  Du  Pont  has  had  its 
special  setbacks.  Chief  among  these 
were  disappointing  moves  into  phar- 
maceuticals and  electronic  imaging 
that  distracted  senior  managers  from 
their  bread-and-butter  fibers  and 
chemical  business. 

At  57,  Woolard,  a  lanky,  laid-back 
North  Carolinian,  is  cietermined  to 
make  Du  Pont  preeminent  again,  but 
he  faces  an  uphill  battle.  Watching 
over  his  shoulder  is  Canada's  Bronf- 
man family,  led  by  Edgar  and  Charles. 
Their  Seagram  Co.  is  Du  Pont's  larg- 
est stockholder,  owning  just  shy  of 
25%  of  the  670  million  shares  out- 
standing. Seagram  got  its  controlling 
block  almost  by  accident:  It  and  Du 
Pont  were  in  a  bidding  war  for  oil 
major  Conoco  in  1981 .  Du  Pont  won 


but  had  to  swap  20%  of  its  own  shares 
to  get  the  Conoco  shares  Seagram 
had  already  accumulated. 

As  it  turned  out,  Seagram  probably 
got  the  better  deal.  Du  Pont  paid 
nearly  $8  billion  for  Conoco  at  the 

Du  Pont's 
chemical  imbalance 

After  tax  operating  income  ($billions) 

3 


Energy 


'82     '83     '84     '85     '86     '87     '88     '89     '90 
Year 

Conoco  profits  have  proved 

to  be  countercyclical  to  Du  Pont's 

chemicals  earnings,  smoothing 

overall  growth.  But  through 

most  of  the  1980s  the  oil 

business  was  a  lackluster  performer. 
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Du  Pont 


Edgar  S.  Woolard  Jr.,  Du  Pont  chairman  and  chief  executive 
Cracking  the  whip  at  the  tradition-bound  chemicals  giant. 


peak  of  the  oil  boom,  and  let  effective 
control  slip  from  the  now  dispersed 
du  Pont  clan  into  the  hands  of  the  the 
Bronfmans.  A  standstill  pact  gives  Du 
Pont  first  call  if  Seagram  sells,  and  the 
Bronfmans  can't  exceed  25%  unless 
somebody  else  does.  Nevertheless, 
since  Seagram  got  its  big  block,  of 
stock,  the  Bronfmans  have  gone  from 
3  of  31  directors  to  5  of  18;  they  have 
2  of  8  finance  committee  scats.  Their 
stake  has  risen  to  nearly  25%  as  Du 
Pont  bought  back  stock.  The  du  Pont 
heirs'  holdings  now  total  22%. 


The  Bronfmans  profess  to  be 
pleased  with  the  return  they've  seen 
on  their  nearly  $3  billion  investment, 
which  has  almost  tripled  in  value  and 
currently  delivers  about  75%  of  the 
profits  at  Seagram.  It  has  been  a  handy 
counter  to  the  ailing  liquor  business 
and  certainly  was  a  better  deal  than  if 
the  Bronfmans  had  acquired  Conoco. 
Still,  the  Bronfman  family  isn't  infi- 
nitely patient.  One  former  top  Du 
Pont  executive  thinks  that  if  earnings 
falter,  the  company  could  be  vulnera- 
ble   to    takeover — if  not   from    the 


Bronfmans,  from  someone  to  whom 
the  Bronfmans  might  sell  their  stake. 
Says  the  former  executive:  "All  it 
takes  is  for  the  [Bronfman]  children 
to  decide  they  want  to  diversity." 

Which  helps  explain  why  Woolard 
realizes  he  doesn't  have  forever  to 
produce  a  better  return  on  the  com- 
pany's immense  assets.  The  Gulf  war 
produced  a  windfall  for  Conoco:  The 
rise  in  oil  prices  and  refinery  margins 
produced  aftertax  earnings  of  over  $1 
billion  last  year.  But  Conoco  no  lon- 
ger serves  its  original  purpose,  which 


46 


Forbes  ■  August  5,  1991 


Edgar  (left)  and  Charles  Bronfman 
'  For  ten  years 

the  Seagram  owners  have 
:  been  patient  investors. 

But  they're  keeping 

a  close  eye  on  their 
i  Du  Pont  holding. 
*  Will  their  heirs  be  so  satisfied? 


Conoco's  Constantine  Nicandros 
Oil  and  chemicals:  perfect  match. 


was  to  hedge  Du  Font's  petrochemi- 
cal feedstock  costs  in  what  was 
;  thought  to  be  an  oil -short  world. 
Instead,  Conoco  has  become  a  cash- 
hungr}'  division  that  has  to  run  hard 
just  to  keep  replacing  its  reserves  of  oil 
and  gas.  Last  year  Conoco  spent  al- 
most $2  billion  on  capital  expendi- 
tures, diverting  money  that  might 
have  gone  to  more  promising  areas. 
Big  oudays  loom  to  develop  recent 
deep-water  oil  finds  in  the  Gulf  of 
Mexico. 

To  ease  that  burden,  some  analysts 
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suspect  Du  Pont  may  sell  or  spin  off 
part  of  Conoco,  which  could  be 
worth  $18  billion,  or  $26  per  Du 
Pont  share  as  a  stand-alone  integrated 
oil  company.  "Conoco  is  not  a  good 
fit,"  says  Donaldson,  Lufldn  &  Jen- 
rette  analyst  William  R.  Young.  "Two 
parts  would  be  worth  more  than  the 
whole."  But  Conoco  President  Con- 
stantine Nicandros  dismisses  those 
persistent  rumors.  "We're  just  as 
much  a  [Du  Pont]  core  business  as 
chemicals  and  fibers,"  he  insists. 

Nevertheless,  the  breakup  value  of 
chemical  companies  has  become  a  hot 
topic  lately,  with  Hanson  Pic's  un- 
friendly 3%  stake  in  Britain's  Imperial 
Chemical  Industries  Pic,  which  is 
roughly  the  same  size  as  Du  Pont  in 
chemicals. 

Woolard  has  already  shown  a  will- 
ingness to  shed  energy  and  other 
assets — if  the  price  is  right.  In  April  he 
cut  a  deal  to  sell  half  of  Du  Font's 
profitable  but  slowly  growing  Con- 
solidation Coal  Co.,  for  upwards  of 
$1  billion,  to  Germany's  Rheinbraun 
A.G.  Woolard  says  $1  billion  could 
come  in  handy  for  acquisitions  to 
speed  his  main  strategy:  overseas 
growth  of  Du  Font's  stronger  chemi- 
cals businesses,  among  them  titanium 
dioxide,  and  specialty  fibers  like  Ly- 
cra, Kevlar  and  Nomex. 

The  coal  sale  comes  on  the  heels  of 
Woolard's  deal  at  the  beginning  of 
the  year  to  spin  off  Du  Font's  pharma- 
ceuticals assets  into  a  50-50  joint 
venture  with  drug  giant  Merck  & 
Co. — another  move  to  prime  Du 
Font's  jungle  of  cash-eating  business- 
es. Despite  $1  billion  in  research,  Du 
Pont  was  still  years  away  from  turning 
a  profit  on  drugs.  Into  the  new  ven- 
ture Du  Pont  has  put  all  its  drug 
assets — mainly  new  drugs  still  in  the 
approval  pipeline.  Merck  put  in  some 
established  drug  lines,  plus  research 
fiands.  The  result  is  a  $700  million 
(sales)  company  that  will  presumably 
turn  a  modest  profit. 

More  joint  ventures  or  asset  sales 
are  cooking,  but  Woolard  won't  say 
where.  One  area  might  be  in  Du 
Font's  expensive  flirtation  with  elec- 
tronic imaging.  It  has  spent  upwards 
of  $600  million  to  leap  from  conven- 
tional X-ray  and  print-shop  imaging 
to  digital  systems  aimed  at  preserving 
its  substantial  film  market.  But  this 
move  has  been  a  big  loser  so  far. 


Over  the  past  decade  Du  Font  has 
sold  or  closed  underpcrforming  oper- 
ations with  $3  billion  of  sales.  More 
pruning  lies  ahead.  Woolard  concedes 
that  fully  25%  of  the  company's  $22 
billion  of  nonenergy  sales  comes  from 
assets  that  aren't  earning  their  cost  of 
capital.  Among  the  looming  prob- 
lems: nylon,  a  50-year-old  mainstay 
business.  Du  Font  still  has  about  half 
the  U.S.  textile  and  carpet  markets  for 
nylon,  but  faces  increasing  price  com- 
petition and  a  shrinking  cost  edge. 

The  earnings  drag  from  these  mod- 
estly profitable  businesses  is  com- 
pounded by  the  environmental  ex- 
penses Du  Pont  faces  as  one  of  the 
country's  largest  air  polluters.  Last 
year's  Clean  Air  Act  amendments  will 
cost  Du  Pont  up  to  $1  billion  in 
capital  expenditures  over  the  next  de- 
cade. That's  on  top  of  the  $1  billion 
Du  Pont  is  spending  to  replace  its 
huge  chlorofluorocarbon  business 
with  less  ozone-damaging  substi- 
tutes, though  these  may  have  toxic 
problems  of  their  own. 

Like  chief  executives  of  many  big 
companies,  Woolard  has  been 
obliged  to  eliminate  tens  of  thou- 
sands of  jobs — not  easy  at  paternalis- 
tic Du  Font.  One  longtime  colleague 
recalls  planning  a  round  of  layoffs 
with  Woolard  in  the  early  1970s.  "He 
sat  there,"  says  the  colleague,  "with 
tears  in  l"^is  eyes." 

Painful  or  not,  the  cost-cutting  has 
made  a  big  difference.  In  the  past 
decade  Du  Font's  sales  have  nearly 
doubled,  to  $40  billion;  the  payroll 
shrank  from  177,000  workers  to 
141,000  in  1986,  before  creeping 
back  up  to  144,000  last  year.  Profits 
per  worker  have  increased  from 
$6,000  in  1981  to  $16,000  last  year. 

Woolard,  building  on  the  efibrts  of 
his  predecessor  Richard  Heckert,  has 
pushed  hard  to  improve  Du  Font's 
productivity.  Recent  examples:  By  fo- 
cusing on  cycle  time,  one  Du  Pont 
plant  cut  the  70-day  order  process  for 
Kalrez  synthetic  rubber  to  16  days, 
boosted  capacity  45%  and  raised  earn- 
ings 36%  in  two  years.  A  Remington 
Arms  ammunition  plant  cut  its  pro- 
duction cycle  to  14  days  from  42  and 
boosted  labor  output  by  over  25%. 
Get  enough  of  this  kind  of  improve- 
ment and  throw  in  a  nice  economic 
recovery  and  Du  Pont  could  become  a 
very  blue-chip  stock  once  again.     ^M 


47 


< 


«# 
^ 

41 

■ 

If  you  find  it  difficult 
to  talk  about,  write: 


How  to  talk  about  AIDS 

EO.  Box  303 

Hartford,  CT  06141 


/Etna 


A  poHcy  to  do  more. 


)  1991  Aetna  Life  and  Casualty  Company 


UPSTARTS 


UP  &  COMERS 


While  dozens  of  little  railroads  have  fallen 

by  the  way  over  the  past  decade,  Walter  Rich  has  built 

the  Delaware  Otsego  into  a  pesky  competitor  to  Conrail. 


^Walter  was  veiry  creative'^ 


By  Roula  Khalaf 

Walter  Rich  is  a  train  nut.  In  1966, 
during  the  summer  of  his  junior  year 
at  Syracuse  Universit)',  he  took  a  job 
in  the  gift  shop  of  the  Delaware  Ot- 
sego train  museum,  where  he  sold 
souvenirs  and  postcards  to  tourists 
who  came  to  Oneonta,  N.Y.  to  ride  a 
steam-driven  train.  By  the  end  of  that 
summer,  Rich,  the  grandson  of  a  rail- 


road   conductor,    was    running    the 
whole  operation. 

Though  he  earned  his  law  degree 
from  Syracuse  in  1971  and  passed  the 
bar  exam.  Rich  has  never  practiced 
law.  Instead,  he's  spent  the  last  25 
years  transforming  the  little  tourist 
steam  train  ride  into  Cooperstown, 
N.Y. -based  Delaware  (Otsego  Corp.,  a 


230-mile  regional  railroad  in  New 
York  and  New  Jersey  that  competes 
head -to- head  with  rail  giant  Consol- 
idated Rail  Corp.  "I  guess  railroading 
must  be  in  the  blood,"  says  Rich. 
"From  the  time  I  was  a  baby,  I  was 
fascinated  with  trains." 

Opportunity  came  in  1971,  when 
the  state  of  New  York  condemned  the 


Delaware  Otsego's  Walter  Ricti 

"I  guess  railroading  must  be  in  tlie  blood.  From  the 

time  I  was  a  baby,  I  was  fascinated  with  trains." 
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little  rail  line  in  order  to  build  a 
highway  across  its  tracks.  Walter  Rich 
took  the  $200,000  the  company  re- 
ceived for  selling  the  property  and 
bought  a  16-mile  short-line  railroad 
that  linked  Cooperstown  Junction 
with  Cooperstown. 

Rich  bv  then  owned  a  10%  stake  in 
the  little  railway,  having  put  up 
$5,000  in  dribs  and  drabs  since  1966. 
Altogether,  the  cc:)mpany  had  raised 
$110,000  by  selling  shares  locally. 
Though  there  was  never  an  official 
public  offering,  the  shares  began  trad- 
ing over-the-counter  in  1985. 

Slowly  but  surely,  relying  partly  on 
government-subsidized  low-interest 
loans.  Rich  acquired  four  other  small, 
unconnected  railroads,  including  the 
bankrupt  New  York  Susquehanna  & 
Western  in  1982.  Known  as  the  Susie 
Q,  its  tracks  ran  from  Sparta  Junction, 


connected  at  Binghamton.  As  part  of 
the  deal  Conrail  agreed  to  haul  Rich's 
merchandise  from  Binghamton  to 
New  Jersey. 

But  Rich  had  bigger  ideas.  He 
turned  around  and  began  to  haul, 
from  Binghamton  to  New  Jersey,  the 
Delaware  &  Hudson  Railways  freight 
from  Buffalo,  where  the  freight  con- 
nected with  the  big  Western  railroads. 

Look  at  what  Rich  had  done:  Ship- 
pers now  had  the  option  of  complete- 
ly bypassing  Conrail  when  shipping 
freight  from  the  West  Coast  to  New 
York — an  option  Conrail  executives 
hadn't  expected  when  they  sold  Rich 
the  upstate  rail  lines. 

"Walter  was  very  creative,"  admits 
one  Conrail  official,  with  grudging 
admiration. 

Rich  then  went  looking  for  busi- 
ness.   Again    Conrail    gave    him    an 


Outfoxing 
Conrail 


To  Chicago 


Shippers  looking 
for  an  alternative 
to  Conrail  can 
connect  with  the 
Delaware  & 
Hudson  at 
Buffalo,  then 
take  Delaware  Ot- 
sego over 
Conrail's  tracks 
from  Binghamton 
to  New  Jersey, 
where  they  hook 
into  Rich's  line. 


N.J.  to  Jersey  City.  And  the  Susie  Q's 
70-acre  train  yard  in  Little  Ferry,  N.J. 
brought  him  access  to  the  lucrative 
New  York  market.  It  also  brought 
him  the  space  to  build  a  terminal — 
where  goods  coming  in  by  rail  could 
be  stored  for  redistribution  by  truck. 
Rich  was  set  to  compete  with  Conrail. 

When  the  railroad  industry  was  de- 
regulated in  the  early  Eighties,  Con- 
rail was  under  pressure  to  allow  com- 
petition into  the  New  York  area.  Liv- 
ing up  to  the  letter,  if  not  the  spirit,  of 
the  law,  the  big  railroad  went  looking 
for  the  least  formidable  competitor  it 
could  find.  It  wrongly  decided  that 
Rich  was  that  competitor. 

In  1982  Conrail  sold  Rich  two 
small  upstate  New  York  lines  that 
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opening.  Sea-Land  Service,  Inc., 
which  was  using  Conrail  to  ship  its 
containeri7x"d  freight  between  Chica- 
go and  New  York,  wanted  to  build  its 
own  terminal  in  the  New  Jersey  area. 
In  1985,  when  Sea-Land  and  Conrail 
couldn't  reach  an  agreement.  Rich 
quickly  offered  Sea- Land  the  yard  in 
Little  Ferry. 

Miffed  at  losing  Sea-Land's  busi- 
ness, Conrail  demanded  higher  rates 
from  Rich  for  hauling  goods  from 
Binghamton  to  New  Jersey.  Rich  re- 
fused. His  gambit:  A  clause  in  the 
agreement  with  Conrail  allowed  Del- 
aware Otsego  to  run  its  own  trains 
and  crews  on  Conrail  tracks  if  Conrail 
discontinued  the  haulage  agreement, 
as  it  subsequently  did. 


I'here  was  only  one  problem. 
Rich's  rights  to  haul  freight  over  (Con- 
rail's tracks  didn't  go  all  the  way  to  the 
Sea- Land  terminal  in  Little  Ferry.  The 
Delaware  Otsego's  tracks  did  extend 
that  final  70  miles,  but  they  were  in 
miserable  shape.  Rich  figured  he 
needed  $6  million  to  fix  them  up. 

Ever  resourceful.  Rich  approached 
big  rail  allies  like  csx  (which  later 
acquired  Sea- Land)  and  Delaware  & 
Hudson.  They  agreed  to  support  him 
by  ceding  Delaware  Otsego  a  larger 
chunk  of  overall  freight  revenues — 
worth  $10  million  in  additional  in- 
come over  four  years.  Rich  also  court- 
ed politicians  like  New  Jersey  Senator 
Frank  Lautenberg  and  New  York  Sen- 
ators Daniel  Moynihan  and  Alphonse 
D'Amato.  Another  $11  million  in 
federal  and  state  assistance  was  ear- 
marked to  rehabilitate  Rich's  track. 

Rich's  struggle  was  still  not  over. 
Before  he  completed  the  track  reha- 
bilitation project — which  ended  up 
costing  a  balance-sheet-straining  $24 
million — Delaware  &  Hudson  went 
broke.  Rich's  connection  from  Buffa- 
lo to  Binghamton  was  in  jeopardy. 

Rich  used  his  political  clout  again. 
The  Interstate  Commerce  ('ommis- 
sion  agreed  to  let  Rich  run  the  D&H, 
which  was  three  times  the  size  of  his 
operation,  until  a  more  "suitable" 
buyer  came  along.  In  January  the  n&H 
was  S0I4  to  C'anadian  Pacific  Rail, 
Inc.,  which  signed  a  ten-year  contract 
with  Rich  to  haul  his  cars  from  Buffalo 
to  Binghamton. 

"Today  we're  ready,"  says  I^ch, 
who,  with  the  Conrail  battle  behind 
him  is  focusing  on  marketing  the 
railroad.  He's  already  building  anoth- 
er terminal  and  bringing  in  new  cus- 
tomers like  ConAgra  and  Hyundai. 

Still,  he  has  his  work  cut  out  for 
him.  Excluding  real  estate  sales,  Dela- 
ware Otsego  barely  broke  even  last 
year.  Overall,  the  company  earned 
slighdy  over  $800,000  on  sales  of  $27 
million.  There  are  1.3  million  shares 
outstanding.  (Recent  price:  9%.) 

Rich  makes  no  apologies.  "1  could 
have  made  a  lot  of  money  in  the  last 
ten  years  by  not  putting  money  back 
into  the  railroad  and  pocketing  the 
real  estate  sales  instead,"  he  says.  But 
he  didn't  get  into  the  railroad  busi- 
ness for  a  quick  buck.  He  isn't  staying 
in  it  for  one,  either.  "We're  in  it  for 
the  long  haul."  ^M 
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STARS 


UP  &  COMERS 


After  working  for  his  demanding  father-in-law,  Sanford 
Corp.'s  Hank  Pearsall  bought  him  out  and  positioned  the 
134-year-old  company  for  a  new  round  of  rapid  growth. 

"It  was  a 
friendly  deal^' 


By  Richard  Phalon 

Thhre  is  only  one  way  to  color  San- 
ford Corp.,  one  of  the  U.S.'  biggest 
producers  of  highlighters  and  mark- 
ers, and  that  is  green — as  in  money 
machine  green.  The  Bellwood,  111. 
company's  brilliantly  marketed  line  of 


porous-tip  writing  instruments — m- 
cluding  brand  names  like  Sharpie  and 
Rub-a-Dub — generates  numbers  that 
are  the  stuff  of  a  stock  picker's  dream: 
24%  return  on  et]uity;  operating  prof- 
its of  27  cents  on  the  dollar;  sales 


Sanford  Corp.  Chdirman  Henry  Pearsall 
Sanford,  which  once  lived  and  died  by 
fountain  pen  ink,  has  cleverly  broadened  its 
market  with  dozens  of  niche  products. 


growth  of  better  than  14%  a  year  (to 
$  1 39  million  last  year)  for  the  past  five 
years.  Cash  flow  from  operations  is 
running  at  $25  million.  "It's  fair  to 
say,"  deadpans  Chairman  Henry 
Pearsall,  '''that  we  have  a  strong  cash 
flow." 

Investors  have  been  jumping  all 
over  Sanford.  In  a  dull  market,  its 
shares  are  selling  at  27%,  valuing  the 
little  company  at  over  $400  million, 
17  times  earnings. 

If  you  grew  up  in  the  age  of  foun- 
tain pens,  you'll  remember  Sanford. 
Founded  in  1857,  the  company  pro- 
duced writing  ink  and  filled  the  ink- 
wells on  grammar  school  desks.  Grad- 
uation fountain  pen  gift  sets  were 
filled  from  distinctively  shaped  San- 
ford bottles. 

For  most  of  its  recent  history,  San- 
ford was  privately  owned  by  five  fam- 
ilies, including  that  of  Charles  Lof- 
gren,  Pearsall's  father-in-law  and  his 
predecessor  as  chairman.  Pearsall 
married  Lofgren's  daughter  when  he 
was  23. 

Pearsall's  demanding  father-in-law 
put  him  to  work  in  Sanford's  purchas- 
ing department.  "It's  one  of  the  best 
places  to  learn,"  says  Pearsall.  "You 
have  to  learn  the  parts  of  the  business, 
how  much  they  cost,  and  how  they  fit 
together."  A  decade  later,  in  1979, 
Pearsall  became  president. 

Unlike  a  lot  of  sons-in-law,  Pearsall 
was  a  worthy  successor.  He  helped  to 
extend  Sanford's  reach  into  the  writ- 
ing instrument  market.  Sanford  has 
been  wonderfijlly  clever  at  broaden- 
ing its  overall  market  by  segmenting  it 
with  dozens  of  niche  products. 

For  example,  when  fax  machines 
first  became  popular,  Sanford  intro- 
duced a  nonsmearing  fax-paper  mark- 
er. For  the  acetate  film  used  in  over- 
head projectors,  the  company  created 
a  marker  whose  line  doesn't  smudge 
under  heat.  When  salesmen  reported 
that  people  were  using  a  fine-pointed 
stylus  to  laundry-mark  clothing,  sud- 
denly the  Sharpie  had  a  no-bleed 
washroom  mate  called  the  Rub-a- 
Dub.  Sanford  has  also  introduced 
scented  watercolor  markers  for  doo- 
dlers  of  cver\'  age. 

In  1984  Pearsall  put  his  under- 
standing of  Sanford  and  its  potential 
to  the  test.  He  and  some  other  insid- 
ers bought  out  his  in-laws  and  San- 
ford's other  four  owning  families  in  a 
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$66  million  leveraged  buyout — not  a 
bad  price  for  a  company  now  worth 
over  six  times  as  much. 

"It  was  a  friendly  deal,"  says  Pear- 
sail.  "The  families  had  married  out, 
and  felt  the  company  would  be  better 
off  in  the  hands  of  active  manage- 
ment." Pearsall  took  the  company 
public  in  1985;  as  Sanford's  biggest 
individual  holder,  he  owns  some 
675,000  shares  (4.6%  of  the  compa- 
ny), worth  around  $19  million  at  the 
current  market. 

In  Sanford  can  be  seen  a  paradox 
that  Pearsall  shares  with  managers  of 
other  smaller  companies  rich  in  cash 
flow.  Hang  on  to  too  much  of  the 
cash,  and  you  get  over- comfortable. 
Leverage  it  too  aggressively,  and  you 
spend  your  way  into  trouble.  Cash,  in 
short,  carries  its  own  risks. 

Pearsall  has  tried  his  hand  at  acqui- 
sition, and  nearly  burned  his  fingers. 
Seeking  better  utilization  of  Sanford's 
strong  distribution  ties  to  the  statio- 
nery trade,  Pearsall  in  1988  paid  Bor- 
den, Inc.  $31  million,  in  cash,  for 
Borden's  $22  million  (1987  sales) 
Sterling  Plastics  Co.  division,  a  pro- 
ducer of  filing  storage  boxes  and  desk 
accessories. 


Making  markers 

Because  Sanford  makes  its  own  ink,  it 

has  a  quality  edge  over  competitors. 


While  it  is  not  a  disaster,  no  one 
would  call  Sterling  a  smashing  suc- 
cess. Sanford's  14%  net  profit  mar- 
gins, though  still  more  than  respect- 
able, have  been  crimped  this  year  by 
the  continuing  drag  of  Sterling  and 
accelerating  changes  in  the  way  office 
supplies  are  sold. 

As  recently  as  five  years  ago,  San- 
ford's sales  forces  dealt  mainly  with 
wholesalers,  who  in  turn  worked  prin- 
cipally through  mom-and-pop  statio- 
nery stores.  "There  was  a  lot  of  distri- 
bution profit  in  the  system,"   says 


Pearsall.  But  today  that  profit  is  being 
wrung  out  as  big-volume  discount 
marketers  such  as  Wal-Mart,  Kmart 
and  Staples  drive  tough  bargains  with 
suppliers  like  Sanford.  Pearsall  says 
that  his  lower  margins  reflect  both 
direct  price  pressures  and  the  addi- 
tional upfront  tracking  and  distribu- 
tion costs  needed  to  keep  pace  with 
the  low  inventories  and  fast  reorders 
that  are  part  of  the  discounters'  bed- 
rock strategy. 

To  get  the  most  and  best  mileage 
from  Sanford's  growing  cash  flow, 
Pearsall  has  been  paying  down  San- 
ford's debt,  buying  in  common  stock, 
plowing  more  money  back  into  new 
plant  to  make  Sanford  still  more  effi- 
cient. One  of  Sanford's  great 
strengths  is  that  less  than  5%  of  the  ink 
going  into  its  felt-tip  pens  comes  from 
outside  sources;  this  gives  Sanford  a 
distinct  quality  edge  over  some  of  its 
low-cost  competitors. 

As  the  fountain  pen  was  dying  40 
years  ago,  few  would  have  thought 
that  Sanford  would  survive  into  the 
1990s.  Fewer  still  would  have  predict- 
ed that  the  market  would  price  it  like  a 
growth  stock.  Impressive  job.  Hank 
Pearsall.  HI 
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everly  Hills  has  seen  many  opening  nights.  But  none  that  have  promised  as 
many  command  performances.   Now  you   can   SHAKE   THE  EXPERIENCE. 


THE     PENINSULA 

BEVERLY      HILLS 

An  oasis  of  intimacy  at  Wilshire  and  Santa  Monica  Boulevards. 

The  Peninsula  Beverly  Hills.  9882  Santa  Monica  Boulevard,  Beverly  Hills.  California  90212. 

Telephone  .  (213)  273  4888    Fax:  (213)  858  6663     Toll  Free:  (800)  462  7899  (USA  &  Canada) 

'feip*  Preferred  Hotels  &  Resorts  Worldwide  Toll  Free:  (800)  323  7500 
'^  Steigenberger  Reservation  Service  Toll  Free:  (800)  223  5652,  or  contact  your  travel  professional . 
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Being  an  Acura  engineer  requires  a  very  strong  mind.  A  very  vivid  imagination.  And,  perhaps  most  important,  a  very 
short  memory  After  all,  had  our  engineers  dwelled  on  all  the  praise  given  to  the  first-generation  Legend-  making  Car 
and  DriverX  Ten  Best  list  three  straight  years  and  being  named  Motor  Trends  1987  Import  Car  of  the  Year- they  might 
have  been  content  to  give  the  1991  Legend  just  a  few  minor  improvements.  Instead,  they  started  from  scratch.  And  gave 
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jih  Motor  Co.,  Inc.  Acimt  ami  U'-^ctui  an-  traiirnuuh  of  I  lomLi  Motor  Ca,  Ltd. 
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FORGET  EVERYTHING 

YOU'VE  HEARD 

ABOUT  THE  ACURA  LEGEND. 

OUR  ENGINEERS  DID 


^^^ 


new  Legend  a  longitudinally  mounted,  200-horsepower, 3.2-liter  V-6.  A  redesigned  double-wishbone  suspension  that 

1  proves  handling  and  road  feel.  And  a  more  ergonomic  interior,  with  driver's  side  and  available  passenger's  side  air  bags. 

provements  that,  along  with  hundreds  of  others,  make  the  new  Legend  more  mem- 

ible  than  ever.  Call  1-800-TO-AGJRA  for  more  information  and  the  nearest  dealer 
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As  quick  cures  for  banking's  woes,  mergers  don't  work. 
They  take  time,  skill  and  luck— as  shareholders  will 
discover  when  the  proposed  Manufacturers/Chemical 
"merger  of  equals"  goes  through.  • 

Dangerous 
medicine 

By  Tatiana  Pouschine 


A  LOT  OF  PEOPLE  think  mergers  are  the 
cure  for  what  ails  the  nation's  banks. 
The  boards  of  Manufacturers  Hano- 
ver and  Chemical  Banking  are  appar- 
endy  among  the  believers,  having  just 
announced  their  intendon  to  com- 
bine the  two  money  center  banks. 
The  believers  are  not  a  lonely  group. 
In  late  June  Wachovia  Corp.  an- 
nounced an  agreement  to  purchase 
South  Carolina  National  Corp.  for 
$835  million  in  stock.  At  about  the 
same  time,  ncnb  began  merger  dis- 
cussions with  Virginia- based 
C&s/Sovran.  In  April  Fleet/Norstar 
and  Kohlberg  Kravis  Roberts  took 
over  the  Bank  of  New  England's  as- 
sets. Rumors  continue  to  swirl  around 
other  big  banks. 

In  theory,  bank  mergers  diversify 
assets,  increase  market  share  and  al- 
low for  economies  of  scale.  That's  in 
theory.  In  practice,  the  road  to  merg- 
er is  strewn  with  roadblocks  and 
wreckage.  Bad  loans  suddenly  surface 
in  the  pool  of  acquired  assets.  Econo- 
mies of  scale  often  prove  illusory  or 
very  expensive. 

The  proposed  Chemical/Manu- 
facturers combine  will  put  the  merger 
theory  to  one  of  its  toughest  tests. 
With  duplicate  branches  throughout 
the  New  York  metropolitan  area,  the 
expanded  Chemical  Banking  will  have 
to  close  80  New  York  branches.  It  will 
have  to  mesh  different  computer  sys- 
tems and  manage  the  expense  of  elim- 
inating 6,200  positions.  While  doing 
all  this,  die  merged  bank's  manage- 
ment will  have  to  be  careful  that 
customers,  annoyed  at  the  upheaval, 
don't  depart  to  rival  banks. 

The  planned  merger  of  Manufac- 
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turers  and  Chemical  has  avoided  one 
problem  that  has  plagued  bank  merg- 
ers: Expectation  of  merger  savings  is 
often  built  into  the  price  paid  by  the 
acquiring  bank.  By  treating  this  merg- 
er as  a  pooling  and  basing  the  share 
exchange  on  relative  market  prices, 
the  Chemical/Manufacturers  merger 
plan  avoids  giving  shareholders  of 
either  bank  a  premium  over  book 
value.  Such  premiums  have  proved 
costiy  to  acquiring  banks. 

From  1985  to  the  present,  banks 
have  paid  on  average  1.5  to  2  times 
book  value  to  acquire  other  banks, 
basing  the  premium  over  book  on  the 
expected  savings  and  on  the  supposed 
value  of  the  acquired  franchise. 

But  can  a  bank  really  be  worth 
much  more  than  book  value?  Some 
skeptical  investors  doubt  it.  After  all, 
loans  are  never  paid  off  at  more  than 
100  cents  on  the  dollar  and  are  often 
paid  oft  at  much  less.  As  for  the  value 
of  the  franchise,  this  has  been  greatly 
lessened  by  the  increase  in  competi- 
tion from  outside  the  traditional 
banking  system:  commercial  paper 
and  money  market  mutual  fiinds  and 


outfits  like  GE  Credit,  Sears  and  Ford 
Motor  Credit. 

While  avoiding  the  problem  of  pay- 
ing a  premium,  the  Chemical/Manu- 
facturers proposal  raises  another 
question:  Are  the  banks  in  equally 
sound  condition?  The  merger  terms 
assume  they  are,  since  the  distribution 
of  stock  between  shareholders  of  the 
two  banks  is  in  rough  approximation 
to  the  common  equity  capital  each  is 
contributing.  But  some  analysts  think 
Manufacturers  has  not  recognized 
bad  debts  as  assiduously  as  Chemical 
has.  For  example.  Manufacturers  has  a 
$4.4  billion  exposure  in  loans  to  less- 
developed  countries  against  which  it 
has  reserved  51%.  Chemical  has  re-  , 
served  77%  against  a  less-developed- 
country  loan  total  one-third  the  size 
of  Manufacturers'.  On  loans  for  high- 
ly leveraged  takeovers.  Manufacturers 
has  reported  a  13%  nonperformance 
rate,  while  Chemical's  nonperfor- 
mance rate  on  these  loans  is  only  5%. 
This  much  is  undeniable:  On  the  day 
the  merger  was  announced.  Manufac- 
turers' shares  jumped  twice  as  much 
as  Chemical's,  suggesting  that  the 
market  felt  Manufacturers  was  getting 
a  good  deal. 

All  this  is  not  to  say  that  bank 
mergers  are  no  good.  Wells  Fargo's 
purchase  of  the  Crocker  bank  for  $1 .1 
billion  in  1986  worked  out  beautifiil- 
ly.  Why?  Because  the  price  was  right: 
Carl  Reichardt,  Wells  Fargo's  chief 
executive,  acquired  Crocker  for  close 
to  net  asset  value.  He  then  cut  costs 
ruthlessly.  Wells  Fargo's  noninterest 
expense,  as  a  percentage  of  revenues, 
was  53%  last  year,  down  from  62% 
in  1986. 

Chemical  Banking  Corp.'s  take- 
over in  1987  of  Texas  Commerce 
Bancshares  and  its  $17  billion  of  as- 
sets did  not  go  so  smoothly.  Walter 
Shipley,  Chemical's  chief  executive, 
paid  roughly  book  value  in  a  cash  and 
stock  transaction  valued  at  $1.1  bil- 
lion. That  seemed  cheap  enough,  but 
it  was  probably  too  high.  In  less  than 
two  years  Texas  Commerce's  cumula- 
tive losses  mounted  close  to  $500 
million. 

Chemical  earned  $100  million  in 
Texas  last  year,  but  the  merger  is  still 
in  the  red  on  a  cumulative  basis  and 
the  return  on  Chemical's  investment 
after  four  years  is  zero  to  date. 

Chemical  had  yet  another  bad  ex- 
Forbes  ■  August  5,  1991 
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Do  bank  acquisitions  pay  off? 


Acquiring  bank 


Money  centers 

Bank  of  New  York 
Chemical  Bank 


Price/book      Return  on  assets  Overhead  ratio' 
1985     recent     1985     1990     1985     1990 


0.8 
0.6 


0.70% 
0.68 


0.68% 
0.40 


52.8% 
62.3 


61.1% 
73.6 


Regional 

Bank  One 

2.4 

1.2 

1.20 

1.40 

53.0 

56.0 

Bank  of  New  England 

1.4 

NA 

0.90 

NA 

61.7 

NA 

Citizens  &  Southern 

2.4 

NA 

1.03 

NA 

NA 

NA 

Sovran 

1.5 

NA 

1.03 

NA 

NA 

NA 

C&S/Sovran' 

NA 

0.9 

NA 

0.45 

63.4 

67.3 

CoreState  Financial 

1.4 

1.7 

0.87 

0.48 

60.6 

64.6 

First  Union 

1.5 

1.0 

1.05 

0.75 

56.7 

64.5 

Fleet/Norstar 

1.73 

1.4 

1.15 

def 

55.2 

64.2 

NCNB 

1.9 

1.3 

0.83 

0.56 

57.8 

68.2 

PNC  Financial 

1.6 

1.3 

1.00 

0.16 

55.9 

58.6 

SunTrust 

2.1 

1.7 

0.86 

1.05 

63.3 

61.7 

Wachovia 

1.9 

1.8 

1.01 

1.13 

55.9 

57.7 

Wells  Fargo 

1.0 

1.2 

0.65 

1.14 

58.7 

52.9 

Average  of  acquirers         1.6  1.3        0.94        0.75 

Average:  U.S.  banks  0.70       0.50 

money  centers    10         10 
regional  0.9         1.3 

'Noninterest  expense  as  a  percentage  of  revenues.  ^C&S  merged  with  Sovran  in  1990, 
forming  C&S/Sovran.  ^Figure  is  for  Fleet,  prior  to  1988  merger.  NA:  Not  applicable, 
def:  Deficit.  Sources:  Standard  &  Poor's  for  average  market  to  book  value  comparisons: 
FDIC  for  data  on  ROA  comparison  for  U.S.  bank  averages. 


If  the  past 
repeats,  bank 
acquisitions  will 
deliver  less 
than  promised. 
Market  multi- 
ples for  the  ave^ 
age  bank  have 
stayed  even  or 
gone  up  since 
1985.  Just  before 
the  Chemical/ 
Manufacturers 
announcement, 
only  2  among  the 
acquirers  were 
trading  at  higher 
multiples  than  in 
1985.  All  but  2 
showed  above- 
average  returns  in 
1985;  in  1990, 5 
out  of  11  operated 
below  national 
averages. 


perience.  In  May  1986  it  offered  to 
buy  Horizon  Bancorp,  the  fifth-larg- 
est bank,  holding  company  in  New 
Jersey,  for  $660  million  in  cash.  That 
was  roughly  2V2  times  book.  Again, 
Chemical  got  more  bad  loans  than  it 
had  bargained  for. 

Chemical  is  not  alone  in  experienc- 
ing painfiil  mergers.  In  1985  Trust 
Co.  merged  with  Sun  Bank  Inc.  in 
Florida  to  form  SunTrust.  A  year  later 
SunTrust  bought  Tennessee-based 
Third  National  Bank  Corp.  From  $6 
billion  in  1984,  the  merged  entity's 
assets  jumped  to  $33.4  billion.  Since 
the  mergers,  SunTrust's  nonperform- 
ing  loans  rose  to  3%  of  total  loans,  up 
from  0.83%  at  die  end  of  1986.  A 
good  portion  of  the  problem  loans  are 
for  real  estate  in  Tennessee,  the  result 
of  the  third  acquisition. 

Many  other  banks  have  experi- 
enced the  difiiculty  of  evaluating  a 
large  pool  of  assets  in  a  relatively  short 
period  of  time.  First  Union  Corp.  had 
to  charge  off  an  unexpected  $60  mil- 
lion in  bad  loans  after  its  acquisition  of 
First  Railroad  &  Banking  Co.  of 
Georgia  in  1986. 


That's  why  it's  so  important  not  to 
overpay:  Too  many  surprises  are  pos- 
sible. NCNB  avoided  that  problem 
when  it  bought  the  failed  First  Re- 
public Banks  of  Texas  from  the  FDic, 
getting  roughly  $20  billion  in  assets 
with  little  risk  because  the  hdk,  agreed 
to  swallow  the  bad  loans. 

The  deal  worked  out  well  for  NCNB. 
In  1990  it  earned  over  $300  million 
on  its  $1.3  billion  investment,  but 
only  because  the  government  agency 
took  roughly  one-quarter,  or  $6  bil- 
lion, of  First  Republic's  weakest  as- 
sets. Without  the  government  bailout 
of  First  Republic,  NCNB  would  have 
had  to  absorb  $1.5  billion  in  losses 
related  to  First  Republic  between  the 
end  of  1988  and  1990. 

Even  then  NCNB  was  somewhat 
lucky.  The  fdic  protection  extended 
on  the  acquired  portfolio  to  greater  or 
lesser  degrees  only  through  1990.  If 
the  Texas  economy  hadn't  started  to 
rebound  late  last  year,  it  is  possible 
that  many  more  of  those  assets  would 
have  turned  into  problems  and  the 
government  wouldn't  have  been 
there  to  help.  This  point  is  worth 


remembering  for  banks  doing  merg- 
ers in  the  Northeast,  where  a  real 
turnaround  in  the  economy  may  be 
many  years  in  the  future. 

The  danger  of  finding  booby  traps 
in  an  acquired  bank's  portfolio  aside, 
those  vaunted  merger  savings  are 
harder  to  come  by  than  a  lot  of  people 
think.  "Due  diligence,"  says  Stan- 
dard &  Poor's  bank  rating  analyst 
Tanya  Azarchs,  "is  a  very  tricky 
thing."  First  Republic,  acquired  by 
NCNB,  was  itself  a  product  of  a  giant 
merger  that  was  supposed  to  yield 
tremendous  savings  but  fell  short  of 
expectations. 

In  the  Chemical/Manufacturers 
deal,  it  is  stated  that  the  new  Chemical 
will  be  able  to  cut  $650  million  a 
year — about  $4  a  share  on  the  new 
stock  before  taxes — by  cutting  over- 
head. But  this  will  take  time — and 
luck:  Only  two  banks  involved  in  ma- 
jor mergers  between  1985  and  1990 
show  improved  operating  productivi- 
ty as  measured  by  ratio  of  noninterest 
expenses  to  revenues  (see  table). 

Why?  To  cut  costs,  a  bank  has  to 
buy  out  dismissed  employees  and  get 
rid  of  surplus  oftice  space.  Even  efti- 
ciently  run  First  Wachovia  took  four 
years  to  integrate  First  Atlanta's  sys- 
tem into  its  own. 

Or  take  First  Union  Corp.,  which 
more  than  doubled  in  size  to  $41 
billion  )ast  year  from  $17  billion  in 
1985.  It  took  First  Union  three  years 
to  convert  First  Railroad  &  Banking's 
18  separate  banks  and  154  branches 
to  one  new  system.  In  the  meantime, 
disgruntled  customers  were  walking 
their  deposits  out  the  door.  At  the  end 
of  1985  First  Union's  noninterest 
expenses  were  running  at  57%  of  its 
revenues;  in  1990,  when  the  merger 
was  four  years  old,  they  had  gone  up 
to  65%.  Savings? 

Bank  mergers  do  make  good  sense 
in  a  nation  that  has  15,000  banks, 
many  of  them  competing  furiously 
with  nonbanks  with  far  lower  costs. 
That's  why  the  Federal  Deposit  Insur- 
ance Corp.  encourages  them,  and 
why  the  Chemical/Manufacturers 
union  will  undoubtedly  receive  feder- 
al blessing.  But  the  mergers  make 
sense  only  when  the  price  is  right — 
meaning  cheap.  Banks  should  learn 
from  junk  bond  buyers.  Junk  bonds 
have  been  good  buys  recently,  but 
only  if  the  price  is  right.  Hi 
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The  banks  made  Harold  Brown  Boston's  largest  landlord. 
The  bankruptcy  system  will  make  sure  he  keeps  the  title. 

Tell  them  anything 
to  get  the  loan 


By  Laura  Jereski 

Q.  Do  you  recall  what  you  told  the 
bank  about  your  plans? 
A.  I  probably  told  them  it  was  a 
fabulous  thing.  You  tell  them  any- 
thing to  get  the  loan. 

Thus  did  Boston  landlord  Harold 
Brown  explain  his  real  estate  develop- 
ment philosophy  during  a  deposition 
nearly  a  decade  ago.  His  method  bore 
impressive  results.  Thanks  to  his 
banks,  Brown  built  a  real  estate  em- 
pire of  some  3,000  apartments  and 
over  10  million  square  feet  of  com- 
mercial space,  mainly  in  the  heart  of 
Boston. 

The  banks — Chase  Manhattan, 
Bank  of  Boston,  Fleet/Norstar 
among  them — scrambled  for  his  busi- 
ness, convincing  themselves  that 
Brown's  holdings  were  worth  vastly 
more  than  the  $650  million  they  col- 
lectively lent  him. 

Then,  on  the  evening  of  Mar.  12, 
Harold  Brown  filed  for  personal 
bankruptcy.  The  end  for  Harold 
Brown?  Far  from  it.  By  the  time  he's 
done  negotiating  with  his  banks. 
Brown  will  control  most  of  those 
properties  again. 

And  the  banks  will  have  invested 
more  money  in  maintaining  and  fix- 
ing up  the  properties.  Brown  will  get 
the  lion's  share  of  any  profits  if  prop- 
erties are  sold.  Until  then,  he  will 
collect  rich  management  and  refi- 
nancing fees. 

"To  Harold,  real  estate  is  just  a  big 
Monopoly  game,"  says  Richard  Co- 
hen, who  has  worked  with  Brown  in 
the  past.  "•Bankruptcy  is  just  another 
part  of  the  game." 

It's  a  game  Brown,  66,  has  been 
playing  for  a  long  time.  Alter  graduat- 
ing from  MIT  with  a  degree  in  metal 
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lurg\',  he  was  a  foundry'  engineer  with 
Deere  &  Co.  and  ran  a  small  chain  of 
doughnut  shops.  By  1959  he  was 
investing  in  and  managing  apart- 
ments fiill  time,  and  he  became  Bos- 
ton's largest  residential  landlord. 

By  the  mid-1980s  Brown  had  sold 
some  of  his  residential  units  to  buy  up 
commercial  real  estate.  On  paper,  he 
was  becoming  big  rich.  In  1986 
Brown  first  appeared  among  the 
Forbes  Four  Hundred  wealthiest 
Americans. 

Brown's  strategy  was  taken  from 
the  pages  of  those  how-to-get-rich- 
in-real-estate  books.  He  would  buy 
rundown  buildings  cheaply,  fix  them 
up  with  money  from  the  banks,  slap 
new  mortgages  on  them  and  use  the 
proceeds  to  buy  more  properties. 
With  every  uptick  in  values,  he  could 
borrow  more.  To  maximize  his  con- 
trol over  his  properties,  he  kept  his 
leases  as  short  as  three  years. 

Case  in  point:  45 1  D  Street,  a  huge 
converted  warehouse  bought  in  1983 
for  $4.7  million,  or  $10.60  per  square 
foot.  Fixed  up,  it  could  rent  for  up  to 
$12  a  foot.  Brown  played  musical 
mortgages,  refinancing  ever  increas- 
ing amounts — from  Chase,  Bank  of 
Boston  and  finally  Bank  of  Nova  Sco- 
tia, which  lent  him  $28  million  in 
April  1989 — two  years  after  the  mar- 
ket peak.  Today,  the  building,  not  yet 
fi.illy  renovated,  is  at  most  worth  $20 
million. 

Once  Brown  had  borrowed  all  he 
could  from  small  local  banks,  he 
turned  to  big- league  lenders,  which 
responded  by  rushing  in  with  huge, 
cheap  blanket  mortgages — mort- 
gages that  financed  not  one  but  a 
series  of  buildings.  The  banks  felt 
privileged  to  get  the  business.  Chase 
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retained  some  $86  million  of  $173 
million  in  loans  it  made  to  Brown. 
Bank  of  Boston,  which  exceeded  its 
lending  limit  to  cater  to  Brown,  kept 
on  its  books  about  $70  million  of  the 
$112  million  it  underwrote.  If  Bank 
of  Boston  and  Brown's  other  bankers 
knew  about  Brown's  1986  conviction 
for  bribing  a  Boston  building  inspec- 
tor, they  were  untroubled  by  it. 

The    banks'   credit   analysts   grew 
progressively  sloppier.  Former  asso- 
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ciates  of  Brown's  describe  loans  made 
without  an  appraisal,  based  on  the 
figures  they  provided.  At  times,  they 
say,  the  banks  accepted  values  deter- 
mined by  an  appraiser  who  held  a 
stake  in  the  property'  itself.  But  the 
banks  were  not  the  only  ones  to  take 
comfort  in  the  optimistic  appraisals. 
Forbes,  too,  relied  on  appraised  val- 
ues to  peg  his  worth  at  $500  million* 
last  year;  on  the  basis  of  cash  flow,  at 
his  peak  Brown  was  perhaps  worth 


$100  million. 

By  December  1989  cracks  began  to 
show  in  Brown's  portfolio.  An  ap- 
praisal pointed  to  declining  values  in  7 
of  the  19  properties  surveyed,  despite 
minimal  \acancy.  Bad  news  for 
Brown;  credit  was  so  tight  that  he 
could  no  longer  refinance.  To  stay 
current  he  was  spending  $2  million  a 
month  of  his  own  money.  Finally,  in 
early  1990  he  stopped  paying. 

The  banks'  reaction?  Let's  call  it 
delayed.  It  was  late  in  the  summer  of 
1990  before  the  Bank  of  Boston  real- 
ized that  income  from  properties  on 
which  it  held  mortgages  had  slipped 
below  the  debt  service  ratio  specified 
in  the  lentiing  agreements.  Senior 
bank  officers  rushed  to  secure  Bank  of 
Boston's  claim  and  forced  Brov\'n  to 
hire  a  financial  officer,  Ross  Honig. 

When  Brown  was  forced  to  con- 
vene his  35  banks  in  Boston's  Logan 
Airport  Hilton  last  fall,  the  sparks 
began  to  fly.  The  smaller  banks, 
whose  loans  were  secured  by  better 
properties,  resented  Chase's  and 
Bank  of  Boston's  eagerness  to  cut  a 
favorable  deal  with  Brown.  The  big 
banks,  which  had  financed  more  re- 
cent, higher-priced  purchases  and  had 


more  to  lose,  countered  by  threaten- 
ing to  ram  through  a  plan  at  the 
expense  of  the  smaller  banks. 

Brown  played  this  ill  will  and  chaos 
among  the  bankers  like  a  maestro.  In 
the  midst  of  negotiations,  he  distrib- 
uted financial  statements  on  each 
property.  But  instead  of  actual  num- 
bers, he  handed  out  estimates  by 
Honig  that  made  e\'en  the  relatively 
healthy  properties  look  sicker.  He  re- 
Rised  to  provide  even  a  net  worth 
statement,  which  might  help  the 
banks  understand  where  they  stood. 
The  apparent  goal  in  all  this:  to  con- 
vince the  bankers  that  they  were  bet- 
ter off  with  Brown  than  without  him. 

To  placate  Brown,  the  banks  were 
willing  to  let  him  keep  assets  worth  as 
much  as  $10  million.  By  early  March 
the  banks  realized  they  couldn't  fore- 
close on  their  security  or  force  Brown 
to  sell  assets  because  he  could  shelter 
the  properties  under  bankruptcy 
when  he  pleased.  And  that's  what 
happened.  When  the  Bank  of  New 
England  won  the  right  to  attach  addi- 
tional assets,  on  Mar.  12  Brown 
flushed  bne's  properties — and  others 
that  banks  had  been  trying  to  fore- 
close on — into  bankruptcy.  To  re- 
porters at  the  Boston  Globe,  Brown 
blamed  bne  for  his  predicament. 

The  banks  are  now  ready  to  cut  the 
deal  Brown  wants.  The  bankers  argue 
that  a  deal  is  cheaper  than  full-fledged 
bankruptcy. The  model  is  the  agree- 
ment reached  with  Bank  of  Boston  for 
89  Broad  Street.  The  bank  lent  $27 
million  on  the  building,  which  is  now 
worth  maybe  $16  million.  Rather 
than  repossessing  it,  the  bank  is  put- 
ting up  $9  million  more  to  fix  up 
essentials  like  the  lobby.  The  bank 
won't  get  much  interest  for  four 
years,  although  interest  will  accrue — 
the  problem,  in  short,  has  been 
pushed  into  the  fi.iture.  Meanwhile, 
the  main  tenant  is  moving  out,  leav- 
ing the  building  half  empty. 

Brown  still  owns  the  property  and 
collects  management  fees.  Should  the 
building  be  sold  at  a  profit,  he  collects 
three-quarters. 

An  old  maxim  among  bankers 
holds  that  lending  money  is  only  half 
of  their  business;  the  other  half  is 
getting  the  money  back.  The  maxim 
has  been  forgotten  in  recent  years,  but 
operators  like  Harold  Brown  are  help- 
ing to  make  it  current  again.  ^M 
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Having  disappointed  even  its  most 
ardent  fans,  gold  is  attracting 
attention  again.  One  way  to  play 
is  through  shares  of  the  South  African 
companies  listed  below. 


Fire 


insurance: 


s 


By  Steve  Kichen  and  Warren  Midgett 

Since  President  Bush  lifted  sanc- 
tions against  South  Africa  last  month, 
Harry  Schwarz,  South  Africa's  ambas- 
sador to  the  U.S.,  reports  that  there 
has  been  a  surge  of  interest  in  South 
African  issues  from  investors  in  the 
U.S.,  Europe  and  Johannesburg.  His- 
torically, most  of  the  interest  has  been 
focused  on  South  Africa's  big  gold 
mining  companies. 

As  the  table  shows,  the  shares  of 
these  mining  firms  and  conglomer- 
ates with  substantial  mining  interests 
are  not  particularly  cheap  on  the  basis 
of  price/earnings  ratios,  but  you 
don't  buy  these  shares  for  earnings. 
Wesley  A.  Stanger  Jr.,  chairman  of  ASA 
Ltd.,  the  closed-end  fund  that  special- 


izes in  gold  stocks,  explains:  "The 
P/Es  don't  mean  a  darn  thing.  The 
trick  is  how  much  gold  you  are  going 
to  get  out,  and  at  what  price." 

In  other  words,  you  pay  for  the 
probable  eventual  value  of  the  gold 
still  in  the  ground,  which  is  partly 
determined  by  the  cost  of  getting  it 
out  and  partly  by  the  world  price  ot 
gold.  For  example,  Stanger  points  out 
that  Stilfontein  Gold  Mining  Co.  re- 
cently shut  its  mine  because  it  could 
no  longer  profitably  mine  gold,  given 
the  current  world  price  ($368  an 
ounce)  and  the  company's  high  cost 
of  extraction.  By  contrast,  says 
Stanger,  the  nine  companies  listed  in 
the  table  all  have  adequate  reserves 


Gold,  fingered 


Company 


Recent  —Estimated  EPS—     P/E 
price        1991       1992       1991 
estimated 


Yield 


Angio  American 

$37.84 

$3.07 

NA 

12 

2.7% 

Anglo  American  Gold  Inv 

77.10 

2.97 

NA 

26 

3.2 

Driefontein  Consol 

13.48 

0.46 

$0.49 

29 

4.4 

Gencor 

4.50 

0.37 

0.37 

12 

3.9 

Johannesburg  Consol 

16.90 

1.02 

1.18 

17 

3.3 

Kloof 

11.22 

0.15 

0.33 

75 

3.2 

Southvaal  Holdings 

34.13 

1.10 

1.40 

31 

4.0 

Vaal  Reefs 

77.26 

3.23 

3.92 

24 

5.7 

Western  Deep  Levels 

42.18 

0.92 

1.19 

46 

3.1 

In  an  uncertain 
world,  there's 
something  to 
be  said  for  hold- 
ing some  gold- 
related  invest- 
ments. These 
South  African 
gold  mining  firms 
(or  industrial 
holding  companies 
with  significant 
interests  in  gold) 
are  producing  a 
lot  of  the  yellow 
metal. 


NA:  Not  available. 

Source:  The  International  Summary  of  the  Institutional  Brokers  Estimate  System  via 

Randall-Helms  DataScreen  II. 


Refining  South  African  gold 
"To  its  ultimate  credit,  gold  is 
a  monetary  outcast.  It  doesn't  go 
to  the  G-7  meetings." 


that  can  be  economically  mined  even 
at  today's  world  price. 

Note  that  some  of  the  companies 
offer  attractive  dividend  yields — a 
kind  of  payment  while  waiting  for 
gold  to  recover.  But  Stanger  eyes  the 
high  yields  cautiously.  "The  better 
mines  have  lower  yields,  the  dogs  are 
paying  out  their  last  nickel,"  counsels 
Stanger,  whose  favorite  South  African 
stock  is  Sir  Harry  Oppenheimer's  big 
Anglo  American  Corp.  of  South  Afri- 
ca Ltd.  This  holding  company's  yield 
is  just  2.7%. 

Gold  has  been  a  poor  hedge  this 
year,  following  the  crisis  in  the  Persian 
Gulf,  and  has  disappointed  even  its 
staunchest  supporters  in  recent  years. 
But  trends  change  when  people  least 
expect  them  to.  James  Grant,  of 
Grant's  Interest  Rate  Observer^  has 
turned  bullish  on  gold  because  it  rep- 
resents a  haven  from  the  excesses  of  the 
1980s.  Says  Grant:  "To  its  ultimate 
credit,  gold  is  a  monetary  outcast.  It 
doesn't  go  to  the  G-7  meetings." 

asa's  Stanger  is  optimistic  about 
the  price  of  gold  because  he  thinks  the 
world  is  heading  toward  economic 
trouble.  Says  he:  "We  see  this  morn- 
ing, for  example,  that  Mutual  Benefit 
Life  has  troubles.  If  you  look  around 
the  world,  you  see  it  is  on  fire,  and  the 
fire  is  not  going  out."  ^ 


60 


Forbes  ■  August  5,  1991 


even 


iRies 


There 

must  be  a 

reason  why 

a  company 

grows  by  100% 

in  just 
4  years. 


There  must  be 

a  reason  why 

MCl's  800  Service 

grew  from 

0  customers 

four  years  ago, 

to  more  than 

100,000  today. 

Customers  seem  to  like  how  quickly  we  respond, 
as  much  as  they  like  the  quality  of  the  response.  And  the 
fact  that  before  we  do  anything,  we  listen.  Listen  to  what 
the  problems  are. 

MCI  ®  has  one  of  the  world's  most  modern  tele- 
communications networks,  but  the  big  reason  we  grew  so 
far,  so  fast,  is  how  we  put  it  to  work.  For  each  customer. 

MCI  800  Service'""  is  always  tailored  to  your 
company  not  simply  sold  off  the  shelf  or  in  packages  that 
don't  fit  your  needs. 

Those  needs  can  range  from  customer  service  to 
sales  and  marketing  to  internal  communications.  MCI  800 
Services  can  be  tailored  to  route  calls  to  the  right  people 
and  places,  quickly.  Either  automatically  or  by  menu. 

Peak  loads  can  be  planned  for,  overflow  calls 
can  be  shifted  automatically  to  other  locations. 


Calls  can  be  managed  by  time  of  day  geography 
product  lines,  zip  codes,  etc.  I 

Your  customers  get  their  problems  solved  and 
your  employees  get  the  information  they  need  quickly 
and  easily  And  changes  in  service  can  be  quickly  made 
on  line-on  yourown  orwith  MCI  help. 

We  can  help  with  fast  installation  when  you  need 
it  as  well.  This  can  mean  having  MCI  800  Service  up  in 
under  24  hours.  i 

And  if  things  go  wrong-power  failures,  person- 
nel shortages-emergency  plans  can  be  standing  by  We 
know  how  critical  your  800  service  is  to  your  business. 
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Ifyouhaveintemational  customers  (orwould 
ke  to),  MCI  can  make  your  connections  with  28  coun- 
ies,  and  more  are  on  the  way.  Toll-free  calling  can 


MCI  800  Service 

24-hourinstallationforlast  minute  needs. 

Emergency  backup  and  on-line  control  available. 

Flexible  call  routing  by  time,  geography,  menu,  department,  zip  code. 

Significant  cost  saving/controls,  along  with  unsurpassed  quality. 

International,  national,  regional,  local. 
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ttract  new  customers,  keep  suppliers  plugged  in,  and 
'aveling  employees  in  contact. 


Beyond  fast  service  from  MCI,  you  can  also 
look  forcomprehensive  management  reporting.  Informa- 
tion that  helps  you  control  costs,  bui Id  lead  lists,  track 
responses,  and  more. 

MCl's  spectacular  growth  has  been  based  on 
delivering  the  value,  the  products,  and  the  responsive 
people  of  MCI.  And  the  quality  and  reliability  of  the  entire 
worldwide  MCI  network.  No  wonder  more  than  100,000 
companies  have  signed  up  with  MCI  800  Service. 

Call  usand  find  out  I      j^ 

how  fast  we  can  move  for  JlHt^i 

you.  Call  1-800-888-0800.    300  Service 
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There  must  be 

a  reason  why 

MCrs  Vnet  business 

is  3  times  bigger 

than  it  was 

2  years  ago. 

Instead  of  "take-it-or-leave-it,"  instead 
of  "that's  the  way  we  do  it,"  there's  another  way 
of  treating  customers.  The  MCr  way.  A  real 
alternative.  Including  MG's  Vnet,®  where  we  can 
show  you  the  advantages  of  virtual  networking. 
In  short,  the  benefits  of  a  private  network  without 
the  cost  of  a  private  network. 

In  justa  short  time,  MCI  has  built  the 
capability  to  handle  whatever  you  come  up  with. 
Voice,  data,  video  and  fax.  Vnet  is  provided 
over  MCl's  predominantly  digital  network,  with 
a  robust  advanced  signaling  system,  along  with 
the  superior  network  intelligence  and  control 
you're  looking  for 


i— Maybe  it's 

^>ecause  ourgi 

V  customers     r 

don't  get  the  "^ 

same  old  line,  i^ 
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It's  State-of-the-art,  and  building.  And 
that  goes  from  building  to  building,  continent  to 
continent,  end  to  end. 

So,  we  have  what  you  need,  and  we'll  work 
with  you  to  put  together  a  network  that  fits  those 
needs.  Like:  flexible  dialing  plans,  customized 
routing  and  screening,  on-line  database  manage- 
ment, switched  data  services,  traveling  employee 
access  and  network  management. 

In  short,  we  have  the  features  you  want, 
and  we  can  deliver  them  in  short  order 

And  right  on  the  money. 


'stei 
m 


i\u 


I 


le- 


In  fact,  we've  got  an  invoicing  and  reporting 
stem  that's  tlie  best  in  the  industry.  With  the 
xuracy,  flexibility,  not  to  mention  the  timeliness. 


MCI  Vnet  Service 

MCI  Vnet  is  a  predominantly  digital  international  network. 

Superior  network  intelligence,  with  robust  advanced  signaling. 

Full  capability,  efficiency  and  flexibility. 

On-line  database  management. 

Superiorinvoicingand  customized  call  reporting. 
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Du  need.  Plus  you're  able  to  choose  exactly  where 
le  information  goes. 

From  minute  detail  to  executive  summary 


everyonecan  get  just  the  information  they  need  to 
geta  handle  on  costs. 

All  this  on  top  of  the  fundamental  quality 
reliability  and  value  of  the  MCI  network  itself.  All 
brought  home  to  you  by  the  very  responsive  sales, 
support  and  service  people  who  simply  won't  give 
you  the  same  old  line. 

No  wonder  MCl's  Vnet  has  made  virtually 
hundreds  of  virtual  network  customers  very 
satisfied.  Why  not  I     ^,^~. 

join  them?  Call  AllCrl 


-800-888-0800. 


Vnet 


There  must  be 

a  reason  why 

MCrs  data 

customers  have 

tripled  their 

business  with 

us  since  1986. 

First  MCr  shook  up  the  industry  in  voice,  and 
now-data.  Along  with  an  attitude  that  sets  us  apart 
from  the  other  guys:  we're  easy  on  our  customers,  but 
mean  to  our  competitors. 

We're  beating  them  to  the  punch  by  delivering 
high-speed  Switched  T-1  and  Switched  T-3  bandwidth 
on  demand,  wheneveryou  need  it. 

But  that's  just  the  latest  example  of  us  work- 
ing with  our  customers  to  develop  flexible,  high-speed, 
cost-effective  communication  services. 

In  fact,  every  day  we  handle  everything 
from  disaster  recovery  to  time-sensitive  fund  trans- 
fers, to  interconnecting  LANs.  All  the  while  push- 
ing for  higher  quality  and  lowercosts.  Like  developing 
switched  high  quality  video  conferencing  that's  so 


Maybe  it's 
because 
we  give  the 
competition 
^   such  a 
tough  time. 


1 


affordable,  it's  actually  useable. 

We'realsothefirsttoinstallSONET-for 
even  higher  bandwidth  and  higher  speeds.  Operat- 
ing at  2.4  gigabits  per  second,  and  carrying  32,000 
simultaneous  two-way  data  circuits  on  one  fiber  pair, 
MCI  again  is  leading  the  way  to  new  transmission 
pathways  for  data,  voice  and  imaging  applications. 

Another  MCI  innovation  is  our  Digital  Recon- 
figuration Servicer  so  you  can  easily  reconfigure 
your  network  or  even  add  capacity  quickly  and  easily 
as  traffic  demands  change. 

No  matter  what,  MCI  people  work  with  you 


SO 


.^■^IJJj^g^' 


i^J^ 


Si-TC-   -A- 


)  put  togetherthe  right  technology,  services.and 
'eative  solutions  to  meet  specific  applications. 
And  so  that  you're  not  trapped  by  techno- 


MCI  Data  Service 

High  speed,  high  quality  high  tech. 

Switched  56,  Switched  T-1  and  Switched  T-5. 

SONET  multi-gbps/52,000  simultaneous  2-way  channels. 

Full  capability  and  flexibility-worldwide. 
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3gy  or  investments,  these  solutions  can  be  adapted 
nd  modified  as  needs  and  times  change,  adding 


to  their  efficiency  and  value. 

And  this  extends  around  the  world.  Because 
the  MCI  data  network extendsinternationally  to 
connect  the  U.S.  to  more  than  250  countries.  So  you 
can  make  use  of  MCl's  data  network  quality  and 
reliability-worldwide. 

And  to  continue  to  give  the  competition  a 
hard  time,  we're  keeping  the  pressure  on  them  (and 
ourselves)  to  come  up  with  more  innovations. 

Keepyourleft         «'jr^^|W® 
up,  guys.  Give  us  a  AA^^I 

call.  1-800-888-0800.    Data  Services 


There  must  be  a  reason  why  MCr  has 
grown  so  much.  Maybe  it's  our  more  than 
one  million  business  customers. 

They  discovered  "the  right  choice"  wasn't 
the  only  choice.  Much  less  the  best  choice. 

They  called  MCI. 

For  Data,  Vnet  and  800  Services.  And  more. 

They  found  MCI  had  the  products  and 
services  they  needed. 

They  also  found  MCI  people  ready 
willing  and  able  to  help  meet  their  unique 
telecommunications  challenges. 

With  answers  that  weren't  off  the  shelf  or 
off  the  cuff. 

For  more  reasons  why  MCI  could  be 
the  answer  foryour  company  maybe  you 
should  call  1-800-888-0800. 


MCI 


® 


"The  right  choice"  isa  service  marts  of  American  Telephone  and  Telegraph  Company. 


OBSERVATIONS 


nt  is  not  ethnic  or  cultural  differences  which 
cause  strife,  whether  in  the  U.S.  or  in  Yugoslavia. 
It  is  the  politicization  of  those  differences. 

The  high  cost 
of  "identity" 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif. 


One  of  the  reasons  for  the  civil  war 
in  Yugoslavia  is  that  there  are  really 
very  few  Yugoslavs.  There  are  Serbs, 
Croatians,  Slovenes  and  others,  but 
too  few  consider  themselves  Yugo- 
slavs. Even  in  far-off  Australia,  there 
are  more  Serbian  and  Croatian  orga- 
nizations than  there  are  Yugoslavian 
organizations. 

If  anyone  is  looking  for  a  model  of 
"multicultural  diversity,"  Yugoslavia 
is  a  good  candidate.  So  are  Lebanon, 
Northern  Ireland,  Sri  Lanka  and  all 
too  many  other  countries  where 
merely  belonging  to  the  wrong  ethnic 
group  is  enough  to  make  you  a  target 
for  the  murderous  onslaughts  of 
other  groups.  Yet  few  of  those  who 
are  beating  the  drums  for  "multicul- 
tural diversity"  pay  the  slightest  at- 
tention to  what  it  means  in  practice,  as 
distinguished  from  the  rosy  theory. 

The  "multicultural  diversity"  zeal- 
ots are  like  the  Marxist  zealots  in  one 
important  way:  No  matter  how  much 
suffering  plagues  how  many  millions 
of  flesh-and- blood  human  beings,  all 
over  this  planet,  as  a  result  of  the 
ideology  they  are  promoting,  it  still- 
remains  for  them  a  good  idea  in 
principle — just  carried  out  wrong  by 


people  not  as  wise  or  as  noble  as 
themselves. 

"Multicultural  diversity"  does  not 
mean  the  simple  fact  that  different 
races  or  cultures  inhabit  the  same 
country.  That  has  long  been  known  in 
the  U.S.  and  reflected  in  everything 
from  the  motto  of  the  country — E 
Pluribus  Unum — to  plays  like  Abie's 
Irish  Rose  to  phrases  like  "melting 
pot,"  "salad  bowl"  and  the  like.  Nor 
does  "multicultural  diversity"  mean 
simply  that  some  groups  retain  ele- 
ments of  their  own  distinctive  culture. 

Merely  retaining  elements  of  one's 
own  distinctive  culture  does  not  re- 
quire politicized  bombast  or  fijU-time 
activists  or — the  key  ingredient — 
government  involvement.  It  does  not 
require  laws,  regulations,  court  deci- 
sions or  administrative  guidelines.  As 
long  as  the  decision  as  to  how  much  of 
one's  own  cultural  inheritance  to  re- 
tain and  how  much  of  a  surrounding 
culture  to  adopt  remain  an  individual 
decision,  it  tends  to  sort  itself  out 
without  the  strife  or  bloodshed  all  too 
common  in  countries  where  this  has 
been  turned  into  a  collectivized  deci- 
sion, made  and  enforced  by  organized 
movements  and  governments. 

It  is  not  the  ethnic  or  cultural  differ- 
ences which  cause  the  problem.  It  is 
the  politicization  of  those  differences. 
There  have  long  been  groups  speak- 
ing different  languages  and  practicing 
different  religions  on  the  island  of 
Ceylon,  in  more  recent  times  re- 
named Sri  Lanka.  But  the  relation- 
ships of  these  groups  to  one  another 
were  once  widely  held  up  as  a  model 
of  harmonious  intergroup  relations. 
It  was  only  after  organized  and  politi- 
cized movements  arose  to  promote 
"identity,"  and  to  use  the  govern- 
ment to  create  group  entitiements 
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and  preferences  that  Sri  Lanka  degen- 
erated into  some  of  the  ugliest  mob 
violence,  and  then  outright  civil  war, 
to  be  seen  anywhere  on  this  planet. 

Variations  on  this  pattern  can  be 
found  all  around  the  world.  Jews  were 
certainly  different  from  Christians  in 
the  first  1 ,000  years  of  the  Christian 
era,  but  they  were  not  as  persecuted  as 
they  have  been  in  the  second  millen- 
nium, when  those  differences  have 
tended  to  be  less.  Many  organized 
and  politicized  promotions  of  group 
"identity,"  from  the  Crusades  of 
medieval  Europe  to  the  secular  racism 
of  more  recent  anti-Semites,  have 
made  the  difference.  Other  racial, 
ethnic  or  cultural  minorities  have 
lived  peacefiiUy  for  generations,  or 
even  centuries,  in  various  countries 
of  Asia,  Africa  or  the  Western  Hemi- 
sphere— imtil  someone  with  the  req- 
uisite demagogic  skills  arose  to  politi- 
cize the  differences. 

Today's  multicultural  identity  zeal- 
ots may  protest  that  their  intentions 
are  just  the  opposite,  to  promote 
greater  harmony  and  mutual  respect 
among  different  groups.  But  we  all 
know  what  road  is  paved  with  good 
intentions.  Government-promoted 
programs  of  forced  assimilation,  such 
as  "Russification"  under  the  czars, 
have  proclaimed  exacdy  the  same  no- 
ble goals — and  have  had  similarly 
counterproductive  effects.  Group 
hype  has  a  terrible  track  record, 
whether  the  group  in  question  has 
been  a  majority  or  a  minority,  and 
regardless  of  what  color  of  the  rain- 
bow they  have  been.  Moreover, 
today's  hypesters  have  often  been 
pushing  separatism  and  grievance - 
mongering,  even  when  they  have 
claimed  to  be  promoting  a  brave  new 
world  of  mutual  acceptance. 

What  has  enabled  the  U.S.  to  es- 
cape the  fate  of  such  strife-torn  multi- 
ethnic societies  as  Yugoslavia  or  Sri 
Lanka  is  that  the  people  of  this  coun- 
try still  think  of  themselves  as  Ameri- 
cans. Even  persecuted  minorities  have 
demanded  their  rights  as  Ameri- 
cans— and  the  resonance  of  such  de- 
mands in  the  larger  society  has  been  a 
key  ingredient  in  their  success. 

If  we  throw  away  that  organic 
reality  in  favor  of  a  Utopian  vision, 
we  will  once  more  have  abandoned 
what  works  in  favor  of  what  sounds 
good.  ^ 
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The  tired  old  autocrats  still  rule  in  Beijing,  but  down  on 
China's  southern  coasta  capitalist  revolution  has  started, 
Without  a  shot  being  fired,  it  is  spreading  throughout 
the  vast  country. 

^^The  mountains 


aire  high, 
the  emperor 
is  far  away'^ 


By  Andrew  Tanzer 

That  venerable  Chinese  saying — 
"The  mountains  are  high,  the  emper- 
or is  far  away" — applies  neatly  to  the 
situation  today  in  Guangdong  prov- 
ince, 82,000  square  miles  and  60 
million  people,  1,200  miles  away 
from  Beijing.  While  Beijing's  octoge- 
narian communist  hard-liners  remain 
stuck  in  a  time  warp,  Guangdong 
province  is  firmly  set  on  a  road  to 
capitalist  prosperity. 

A  $1  billion  six-lane  toll-levying 
superhighway,  scheduled  for  comple- 
tion in  mid- 1994,  will  tie  Guangdong 
closer  to  adjacent,  free -enterprise 
Hong  Kong  and  fiarther  integrate  the 
two  economies.  When  it  is  finished, 
Guangdong  will  be  far  closer  ideolog- 
ically as  well  as  geographically  to 
Hong  Kong  than  to  Beijing.  The 
highway  is  being  constructed  by  a 
Hong  Kong  civil  engineering  firm, 
Hopewell  Holdings,  in  a  joint  venture 
between  Hopewell  and  a  Guangdong 
provincial  corporation. 

In  Hong  Kong's  teeming  Wanchai 
district,  Gordon  Wu,  the  irreverent 
managing     director     of    Hopewell, 

tes  on  a  map  the  road  thrcmgh  the 
heart  of  the  Pearl  River  Deha  (see 
map,  p.  72),  already  probably  \co- 
nomically  the  fastest-growing  region 
in  the  world.  Wu  says  the  T^nile 
freeway  was  inspired  by  hi^/^^veling 


on  the  New  Jersey  Turnpike  during 
his  college  days  at  Princeton  in  the 
1950s.  "What  1  see  in  Guangdong 
today  is  another  Taiwan  in  the  mak- 
ing," says  Wu.  "Guangdong  will  have 
a  profound  impact  on  China.  It's  an 
economic  revolution." 

This  isn't  the  sort  of  revolution  that 
Chairman  Mao  Zedong  had  in  mind. 
Ignoring  the  repressive,  stubbornly 
communist  autocracy  in  Beijing, 
Guangdong's  businessmen  and  poli- 
ticians are  moving  rapidly  from  a 
planned  to  a  market-  and  incentive- 
based  economy.  Says  John  Kamm,  an 
American  chemical  company  execu- 
tive who  has  done  business  with  the 
province  for  19  years:  "Old-style 
communism  is  dead  in  Guangdong." 

As  recently  as  1984,  Guangdong 
ranked  fifi:h  among  provinces  in  Chi- 
na in  exports,  but  that  was  before 
economic  reforms  and  a  massive  mi- 
gration of  industry  from  Hong  Kong 
transformed  the  economy.  Now  the 
province  ranks  first  in  exports  ($10.5 
billion  in  1990,  up  from  $3  billion  in 
1985),  industrial  production,  foreign 
investment  and  retail  sales. 

As  in  Korea  and  Taiwan  in  the 
1960s  and  1970s,  Guangdong's  ex- 
ports apemelin^a  blaze  of  growth. 
Vi^it'the  Pearl  Riyer  Delta,  a  region 
million/people  that  radiates 


150  miles  out  from  the  capitalist  en- 
claves of  Hong  Kong  and  Macao. 
Over  the  past  decade,  the  province's 
economy  has  grown  12%  a  year  and 
the  Delta's  over  20% — rates  that  ex- 
ceed even  those  of  newly  industrializ- 
ing economies  such  as  Taiwan  and 
South  Korea  during  peak  growth 
years.  Economists  put  per  capita  out- 
put in  the  Delta  at  over  $1,500,  four 
times  the  national  average. 

Drive  around  the  Delta  and  the 
signs  of  economic  boom  and  prosper- 
ity are  everywhere.  Banana  planta- 
tions and  rice  paddies  worked  with 
water  buffalo  are  being  bulldozed  to 
make  way  for  roads,  apartment  build- 
ings and  thousands  of  factories. 
(Guangdong  is  already  one  of  the 
world's  largest  exporters  of  such 
things  as  toys,  electric  fans,  down 
jackets,  footwear  and  watch  parts.) 
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McDonald's  in 
Guangdong's 
Shenzhen 
economic  zone 
The  first  outlet 
in  Cliina  was 
an  overnight 
success. 


Shenzhen,  the  special  economic 
one  in  Guangdong  just  across  the 
order  from  Hong  Kong,  has  the  look 
nd  feel  of  a  cowboy  boomtown. 
'rostitutes,  mainly  comely  girls  from 
hanghai  and  farther  north,  lure 
long  Kong  businessmen  in  the  city's 
leek  new  hotels  and  Japanese -style 
araoke  bars.  The  girls  don't  come 
heap:  They  typically  charge  $40  a 
rick,  or  almost  two  months'  average 
/ages  in  most  of  China.  Shenzhen's 
oung  stock  and  property  markets 
lave  become  almost  as  volatile  as 
iong  ^Kang'snx)cal  businessmen 
e  phones  and 
Shenzhen's/  population  has 
nushr'lgomed  fronr50,000  in  1980  to 
of  thousands  of 
habbily  clad-migrants  from  the  rest  of 
];hina  flje^k^m  looking  for  lucrative 
v^ork./Shenzhen'^  industrial  output 
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has  surgedjrom  $  1 1  tttiiik 

Hon,  80%  of  it  exported,  and  the^ 
zone  is  still  growing  40%  a  year. 

_Manyj)fihe-''it^^'s  hntel-tewers  are 
topped  with  revolving  restaurants. 
The  first  McDonald's  oudet  in  China 
is  here,  packed  with  brightly  dressed 
locals  paying  for  their  Big  Macs  with 
Hong  Kong  dollars,  instead  of  with 
the  local  renminbi.  So  pervasive  is  the 
trading  in  Hong  Kong  currency  that 
Hong  Kong  dollars  fetch  a  mere  7% 
premium  on  the  black  market. 

In  Guangzhou  (Canton),  the  pro- 
vincial capital  of  Guangdong,  across 
the  street  from  the  train  station  there 
are  giant  billboards.  Maoist  slogans.'' 
No,  advertisements  for  Head  & 
Shoulders  shampoo,  Levi's  and  7UP. 
Take  a  stroll  down  Guangzhou's  Lib- 
eration Avenue,  a  main  thoroughfare 
clogged  with  buses,  taxis  and  motor- 


bikes, and  you'll  find  shops  stuffed 
with  goods  like  Johnson  roach  killer, 
Remy  Martin  cognac.  Rejoice  sham- 
poo, Parker  pens,  Sony  CD  players  and 
Barbie  dolls,  purchasable  in  either 
local  or  hard  currencies.  In  a  develop- 
ment that  must  have  Mao  turning  in 
his  grave,  late  last  year  thousands  of 
commission-earning  Avon  ladies  be- 
gan peddling  cosmetics  door-to-door 
in  Guangzhou,  the  first  direct  selling 
in  China  since  the  communist  revolu- 
tion in  1949. 

Every  evening,  speedboats  laden 
with  VCRS,  stereo  equipment  and 
Marlboro  cigarettes  race  from  Hong 
Kong  to  the  Guangdong  coast.  Legal? 
No,  but  nobody  much  cares  or  inter- 
feres. Each  month  hundreds  of  cars 
are  stolen  in  Hong  Kong  and  smug- 
gled to  Guangdong  in  six-engine  jet- 
foils.     Favorite     makes:     Mercedes- 
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South  China's  revolution 

Benz,  BMW,  Toyota. 

Ironically,  this  runaway  capitalism 
was  started  by  the  communist  panjan- 
drums in  Beijing  themselves,  hi  1978, 
when  Deng  Xiaoping  launched  his 
open-door  policy,  they  picked 
Guangdong  as  the  main  laborator\' 
for  testing  economic  reforms.  Three 
of  the  four  original  special  economic 
zones,  which  were  intended  to  attract 
foreign  investment  and  to  allow  the 
study  of  capitalistic  practices,  were 
situated  in  Guangdong. 

An  immediate  result  of  the  reforms 
was  the  disappearance  of  the  political 
commissars  from  Guangdong  fac- 
tories. "In  1980-84  there  was  always 
the  political  hack  who  ruined  deals," 
says  Robert  Theleen,  an  American 
venture  capitalist  with  long  experi- 
ence in  the  Delta.  "Suddenly,  in 
1985,  the  political  cadres  began  to 
disappear  from  factories." 

Foreign  investors  were  given  the 
freedom  to  hire,  fire  and  train  workers 
without  political  interference.  Patrick 
Wang,  for  instance,  managing  direc- 
tor of  Johnson  Electric,  a  big  Hong 
Kong  micromotor  maker,  says  he 
shuns  workers  from  the  grotesquely 
featherbedded  state  corporations. 
They  grew  up  under  "so- 
cialist laziness"  and  are 
used  to  working  two- hour 
days.  Instead,  he  prefers 
fresh  high  school  gradu- 
ates: "We  brainwash  the 
workers  to  do  it  right  the 
first  time." 

Foreign  investors  were 
allowed  to  devise  incentive 
systems  for  workers  to 
boost  productivity.  Hong 
Kong  investors  typically 
pay  workers  bonuses  and 
overtime  in  Hong  Kong 
dollars.  In  a  toy  or  garment 
factory,  for  instance,  bo- 
nuses, which  can  easily 
double  a  worker's  income, 
are  paid  according  to  piece 
rates.  Female  workers 
might  be  showered  with 
gifts  such  as  imported 
stockings,  cosmetics  and 
soap  as  part  of  their  incen- 
tive payments. 

While  other  parts  of  Chi- 
na still  discourage  foreign 
investment  in  low- tech, 
wholly    owned    consumer 
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ventures,  Guangdong  welcomes  any 
foceign  investment  that  creates  jobs 
ancrforeign  exchange  earnings.  Thus 
does  Heiozproduce  baby  food,,Gcn 
eral  Foods  make~Maxweif  House  cof- 
fee, American  Standard  manufacture 
toilets  and  Procter  &  Gamble  turn 
out  Head  &  Shoulders  shampoo  and 
Oil  of  Olay  skin  cream  in  Guangdong. 

Once  capitalism  had  its  foot  in  the 
door,  communism  was  doomed.  Bei- 
jing overestimated  its  ability  to  con- 
trol things.  Cantonese  society  (the 
population  of  Guangdong)  is  deeply 
pragmatic,  materialistic,  entrepre- 
neurial. Nearly  four  decades  of  com- 
munism did  nothing  to  eradicate 
these  deep  impulses,  which  bubbled 
over  once  repression  was  lifted.  "The 
central  government  realizes  it's  im- 
possible to  change  Guangdong 
now,"  commerrtrSHTfOrvTo,  manage 
ing  director  <5f  Hutchison  China 
Trade,  "^u  can't  turn  the  clcxJc" 
back."         ^~~---~>.^^  ^^...-^ 

The  great  catalyst~^bfaiange  in 
Guangdong  has  been  the  stunningly 
swift  migration  of  manufacturing 
from  Hong  Kong  across  the  border 
into  the  Delta  since  the  mid-1980s. 
This  marriage  made  in  heaven  com- 
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5ines  the  business  acumen,  technol- 
ogy and  capital  of  Hong  Kong  indus- 
ry  with  the  bottomless  pool  of  cheap 
Chinese  labor.  Essentially,  Guang- 
long  has  become  Hong-Keftf 
ory,  while  the  BrifisE~?colony  is  in- 
':reasingly  a  semce  center. 

An  estimated  3  million  factory 
A^orkers  in  Gusmgdong  toil  in  30,000 
slants  owned  bybt^ubcontracting  fc 
Hong  Kong  manufacturers. 
;ompares  with  just  715,000  faciory 
kvorkers  in  Hong  Kong's  rapic 
shrinking  industrial  work  force.  At^ 
ieast  80%  of  Hong  Kong  producers, 
>uch  as  toy,  watch,  garment  and  elec- 
tronics makers,  have  moved  some 
production  to  Guangdong.  Taiwan- 
ese industrialists  have  also  moved  pro- 
duction of  labor-intensive  products 
like  umbrellas,  footwear  and  hand- 
bags to  Guangdong.  In  a  typical  sub- 
contracting relationship,  the  Hong 
Kong  side  brings  in  capital  equip- 
ment, components  and  raw  materials 
and  sends  factory  managers  and  su- 
pervisors to  the  satellite  factories.  An 
estimated  50,000  Hong  Kong  man- 
agers commute  regularly  by  car,  train 
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or  ferry  across  the  border. 

Hong  Kong  industrialists  pay  in 
foreign  exchange  for  land,  labor  and 
utilities,  hence  that  growing  volume 
of  convertible  currency  behind  the 
rotting  bamboo  curtain.  Here's  how 
the  deals  work:  If  it's  a  subcontracting 
deal,  the  Hong  Kong  company  typi- 
cally pays  the  Chinese  partner  a  pro- 
cessing fee  based  on  a  volume  of 
production.  After  processing,  most  of 
le  goods  are  brought  back  to  Hong 
Kong  and  reexported  to  the  world. 
H^ng  Kong's  trade  with^Ghina  has 

)m  $2  billion  in  1978" 
$50  billion  in  1990. 

Wages  are  far  higher  in  Guangdong 
than  in  noncapitalist  China,  but  fe 
lower  than  in  Hong  Kong.  An  a^sdri- 
worker  in  Guangdoog-^v^l  earn 
from  $60ToH)lUU  alnonth;  the  work- 
week is  typically  six  eight-hour  days. 
That  is  1 0%  to  1 5%  of  what  an  equiva- 
lent worker  gets  in  Hong  Kong,  but  at 
least  three  times  average  wages  in 
China.  Moreover,  with  the  easy  avail- 
ability of  hard  currency  in  Guang- 
dong, the  wages  will  buy  real  goods. 
"They  come  from  rural  villages  [to 
the  factories  of  Guangdong]  and  after 
working  two  or  three  years  they  take 
home  things  they  only  dreamed 
about,  like  color  TVs,  refrigerators, 
radios  and  bicycles,"  says  Johnson 
Electric's  Patrick  Wang.  His  company 


employs  4,000  workers  in  three  fac- 
tories in  the  Delta;  every  day  it  trucks 
in  six  containers  of  parts  and  takes  out 
six  containers  of  finished  micromo- 
tors for  export  around  the  world. 

Guangdong  officials  understand 
the  high  wages  are  not  enough;  there 
must  be  goods  available  to  make  the 
money  worth  having.  The  local  gov- 
ernment saw  to  it  that  there  were 
goods  in  the  stores  to  motivate  work- 
ers. Park'N  Shop,  a  retailing  unit  of 
Hutchison  Whampoa,  is  setting  up  a 
chain  of  supermarkets  in  the  Pearl 
River  Delta;  Robert  Theleen  plans  to 
bring  Domino's  Pizza  to  the  area. 

In  less  than  a  decade  the  Delta's 
workers  have  graduated  from  bicycles 
and  watches  to  color  TVs  and  refriger- 
ators. "Now  they're  on  the  threshold 
of  motorcycles,"  says  Hopewell's 
Wu.  "Give  them  five  years  and  there 
will  be  a  great  increase  in  car  owner- 
ship and  they'll  be  coming  to  Hong 
Kong  in  droves  as  tourists." 

What  is  most  remarkable  is  the 
seemingly  spontaneous  explosion  of 
entrepreneurship.  In  Guangdong  the 
private  sector  is  growing  rapidly  but  is 
mainly  made  up  of  small-scale  busi- 
nesses such  as  poultry  and  fish  farms, 
restaurants,  wholesalers  and  retailers. 

Also  on  the  increase  are  so-called 
collective  enterprises.  These  can  be 
set  up  by  individuals,  such  as  wealthy 
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farmers,  but  are  more  often  estab- 
lished by  local  village  or  township 
governments.  They  compete  fiercely 
in  Hong  Kong  for  investment — many 
have  set  up  offices  there — and  buy 
materials  and  sell  merchandise  on  the 
market.  Like  the  small  private  busi- 
nesses, these  respond  to  the  market 
rather  than  to  some  state  plan. 

Does  Beijing  know  whgti*iapp^- 
ing  in  Guang^pftgTies,  but,  say^ 
Miron  Mtfslmat,  cTtief  regional 
omist  fr  Baring  Securities^,-fi^ong 
Kong),  mcprovincejs^kiH^at  parry- 
ing Beijing.  "It's  defiant  in  a  subde 
way.  It  says  yes  to  Beijing  but  does  its 
own  thing.  It's  the  major  challenge  to 
Beijing,  it's  a  state  within  a  state." 

Why  have  the  ideologues  in  Beijing 
such  as  Premier  Li  Peng  tolerated  this 
wayward  province.^  Wu  explains: 
"They  settle  their  differences  in  very 
practical  ways:  Guangdong  pays  more 
taxes  for  more  autonomy.  As  long  as 
the  tax  money  keeps  coming  in,  the 
central  government  will  keep  its 
hands  off."  If  the  Beijing  hard-liners 
cracked  down  on  Guangdong,  they 
would  deprive  themselves  of  desper- 
ately needed  tax  revenues  and  foreign 
exchange.  Last  year  China  suffered  a 
record  budget  deficit,  largely  the  re- 


sult of  snowballing  subsidies  shoveled 
to  moneylosing  state  corporations.  As 
in  any  communist  system,  these  over- 
staffed industrial  dinosaurs  have 
stockpiled  a  mountain  of  poor-quali- 
ty, unwanted  goods.  Someone  must 
finance  all  this.  Guangdong,  however 
repugnant  to  the  socialist  ideologues, 
is  a  big  help. 

Will  the  capitalist  virus  spread  to 
other  parts  of  China?  It  has  already 
started  to  do  so.  Beijing  will  face  an 
expansion  of  the  labor  force  of  fright- 
ening proportions  in  the  1990s — 
more  than  10  million  new  job-seekers 
a  year — thanks  to  a  baby  boom  gener- 
ation born  during  the  disastrous  Cul- 
tural Revolution.  The  jobs  needed 
can  be  created  only  by  market-orient- 
ed private  and  collective  enterprises, 
not  by  state  corporations.  Hence  a 
slow  but  more  or  less  unimpeded 
spread  of  the  capitalist  virus  to  other 
parts  of  China. 

Nicholas  Lardy,  a  specialist  on 
China's  economy  at  the  University  of 
Washington,  calculates  that  50%  of 
China's  industrial  output  is  now  gen- 
erated outside  the  state  sector,  com- 
pared with  just  20%  before  economic 
reforms  were  launched  in  1978. 

Since  the  Tiananmen  massacre  in 


Lunchtime  at  a  plusti  ""^henzhen  ' 

The  economic  zone  looks  increasingly  lilce  an  extension  of  Hong  Kong. 
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June    1989,   the    U.S.    media   have 
that  hard-line  ideo 
jcontrol  in  Beijing|ononii 
»ack  economic  re 
ralizing  the  econo 
ijing  talks  about  re 
what  they've  actu 
the  past  two  years 
says  Anthony  Chan, 
China  economist  at  Business  Interna 
tional  Asia/Pacific. 

Last  fall,  for  instance,  provincial 
governors  led  by  Guangdong's  feis 
Ye  Xuanping  rejected   Beijing's  at 
tempt  to  write  tax  increases  and  re 
centralization  policies  into  its  newpij 
five-year  plan.  "The  old  guard  is  hor 
rificd  of  Guangdong,  but  after  Tian 
anmen  they're  too  weak  to  resist," 
comments    Theleen.     "What    theyi^enues 
gained  in  political  repression,  theyli 
lost  in  economic  control,  because  it's 
easier  to  extract  political  allegiance  ay 
from  the  south  in  return  for  econc 
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As  1997  approaches,  the  date  when  ]] 

Britain  returns  Hong  Kong  to  Chi- J 
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;e  sovereignty,  Beijingis  growing 
Fftrf'''omong  Kong^ 
momic  integration.  "A  Hong'^ 
ng- Guangdong  alliance  could  cre- 
a  speed  and  momentum  of 
imic  reform  that  could'^eopardize 
titieal-stabilityTmeaning  the  Com- 
imist  Party  in  Beijing,"  says  Robert 
Dadfoot,  managing  director  of  the 
)ng  Kong- based  Political  &  Eco- 
mic  Risk  Consultancy. 

«4;::feijiftg  seems  to 
hanghai's  ne)wly  creat- 
zc/ne  for  fomgn  invest- 
?Rt-,asacmiiiteFwgight  to  Guang- 
ngr'China's  traditional  industrial 
Iter,  Shanghai  has  seen  its  role 
irped  by  Guangdong  because  the 
y  has  been  milked  by  Beijing  for  tax 
'enues  and  has  been  a  hotbed  of 
iical  politics  since  the  revolution. 
Growth  of  the  Shanghai  region 
ly  create  a  political  counterpoise  to 
langdong,  but  it  will  speed,  not 
iw,  China's  creeping  capitalism, 
vvery  provincial  governor  and  offi- 
J  wants  to  come  to  Guangdong  to 


Sfienzhen's 
Sunsfiine  Hotel 
Afraid  of 
capitalist 
influences, 
authorities 
built  a  fence 
around  Shenzhen. 


see  how  they're  doing  it,"  says  David 
Li,  the  patrician  chief  executive  of 
Hong  Kong's  Bank  of  East  Asia.  Li 
helped  bring  Avon  to  Guangzhou 
and  IBM  to  Shenzhen  for  a  software- 
writing  venture.  He  expects  Guang- 
dong to  shift  lower-value-added  pro- 
cessing to  other  provinces,  just  as 
Hong  Kong  has  done  to  Guangdong, 
as  the  province  integrates  upstream  to 
parts  and  materials. 

One  silk  garment  factory  Forbes 
toured  in  Shenzhen  was  a  joint  ven- 
ture between  a  Zhejiang  province 
corporation  and  a  Hong  Kong  part- 
ner. Three  hundred  blue-jeans-clad 
girls,  all  from  Zhejiang,  near  Shang- 
hai, stitch  shirts  and  pants  for  overseas 
customers  like  Marks  &  Spencer  and 
Daniel  Hechter.  These  workers  and 
managers,  also  from  Zhejiang,  will 
bring  money,  skills  and  ideas  back  to 
their  home  province. 

Is  there  anything  Americans  can  do 
to  encourage  the  spread  of  China's 
capitalist  revolution?  Yes.  We  can  per- 
suade Congress  that  the  best  way  to 
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end  repression  in  China  is  not 
through  external  pressure  on  the 
hard-headed  autocrats  of  Beijing  but 
through  encouraging  the  resourcefiil 
capitalist  counterrevolutionaries.  In 
its  misguided  determination  to  reject 
President  Bush's  bid  to  continue  ex- 
tending most-favored-nation  status 
to  China,  Congress  is  harming  the 
coastal  reformers  and  playing  right 
into  the  hands  of  the  reactionary, 
nationalistic  rulers  in  Beijing. 

"Ending  most- favored -nation  sta- 
tus would  disproportionately  injure 
the  province  in  the  forefront  of  eco- 
nomic reform  [Guangdong],  with  the 
least  human  rights  violations,  that  is 
developing  most  like  the  U.S.  wants," 
argues  John  Kamm.  William  Simon, 
managing  director  of  Hong  Kong- 
based  Odyssey  International,  a  big 
down  jacket  producer,  concurs: 
"Nothing  can  stop  this  move  toward 
free  markets,  incentives  and  profits 
except  for  shutting  them  off  from  the 
world." 

Cutting  off  most-favored-nation 
privileges  would,  for  example,  raise 
the  tariff  on  imports  of  stuffed  toys 
from  China  from  7%  to  70%,  sweaters 
from  6%  to  35%  and  watch  bands  from 
14%  to  110%.  The  worst-hit  econo- 
mies would  be  those  of  Guangdong 
and  Hong  Kong.  Kamm  estimates 
that  18%  of  Guangdong's  domestic 
product  last  year  was  accounted  for  by 
exports  to  the  U.S. 

Although  the  withering  away  of 
communism  in  China  has  none  of  the 
drama  or  swiftness  that  it  had  in  East- 
ern Europe,  its  course  is  equally  irre- 
sistible. "Guangdong  is  the  model," 
says  David  Li.  "The  rest  of  China  will 
gradually  change.  It  has  to  change. 
Everybody  wants  a  high  standard  of 
living."  The  U.S.  can  hasten  the  pro- 
cess. Or  it  can  slow  the  process.  But 
nothing  can  stop  it.  WM 
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Lloyd's  of  London  is  having  its  problems.  Germany's 
big  Munich  Re  is  a  direct  beneficiary. 

Not  so  risl^ 
business 


By  Richard  C.  Morals 

In  A  Vatican-like  marble  palace  off  the 
Englischer  Garten  in  Munich,  insur- 
ance brokers  and  underwriters  are 
ushered  through  Munich  Re's  austere 
halls.  Across  the  English  Channel, 
hysteria  reigns  at  Lloyd's  of  London, 
as  it  wages  a  well-publicized  battle  for 
its  life.  But  at  Munich  Re  the  execu- 
tives who  run  the  largest  reinsurer  in 
the  world  are  quietly  poring  over 
actuarial  charts  and  sharpening  their 
pencils.  It's  time  to  make  a  killing. 

Lloyd's  of  London's  latest  prob- 
lems started  in  June,  when  disastrous 
losses,  particularly  the  Piper  Alpha  oil 
rig  loss,  provoked  a  revolt  by  its  inves- 
tors. It  was  just  the  final  blow  to  a 
system  that  is  outdated  (Forbes,  Dec. 
1, 1986).  Lloyd's  is  unlikely  to  survive 
without  major  restructuring. 

For  Munich  Re  that's  good  news: 
The  sharp  reduction  in  capacity  led  by 
the  shrinking  Lloyd's  means  that  the 
remaining  players  are  in  a  position  to 
demand  large  premium  increases. 
Munich  Re  board  member  Fedor 
Nierhaus  confirms  that  recent  renew- 
als of  U.K.  catastrophe  coverage  in- 
volved 300%  to  500%  premium  in- 
creases, and  that  catastrophe  premi- 
ums are  often  doubling  elsewhere  in 


the  world.  Says  Nierhaus: 

"We  should  and  might  see  a  correc- 
tion [in  premiums]  that  allows  for 
gross  reinsurance  profits  over  a  long 
period  of  time."  If  so,  Munich  Re  and 
other  strong  reinsurers — including 
Stamford,  Conn. -based  General  Re 
and  Zurich-based  Swiss  Re — will  gain 
from  Lloyd's  troubles,  much  as  the 
solid  Swiss  banks  benefited  from  the 
U.S.  banking  crisis. 

The  reinsurance  business  is  that  of 
insuring  insurance  companies.  The 
idea  is  that  a  volcano  eruption  in  the 
Philippines,  say,  shouldn't  bankrupt  a 
primary  insurance  company  with 
thousands  of  homeowner  policies 
near  the  base.  Reinsurers  repackage 
and  parcel  out  such  risks,  breaking 
down  these  potentially  huge  liabilities 
into  chewable  bites. 

Few  reinsurers  perform  this  vital 
role  as  well,  or  are  as  solid,  as  Munich 
Re.  Strong  in  catastrophe  and  indus- 
trial coverage,  the  company  writes  $7 
billion  in  premiums;  reported  reserves 
are  well  over  $16  billion.  But  big  as 
they  are,  those  numbers  greatiy  un- 
derstate the  company's  true  financial 
strength.  Munich  Re's  major  real  es- 
tate holdings,  including  some  9,500 
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apartments  throughout  Germany,  are* 
carried  on  the  books  at  tiny  fractionSj 
of  their  real  values.  The  I9I3-built!|l 
amber-and-rose  marble  head  office 
on  one  of  Munich's  most  exclusive 
streets,  for  example,  is  on  the  books  ai 
"not  far  from  one  deutsche  mark,' 
says  a  spokesman  drily. 

Founded  in  1880,  Munich  Re  has 
built  its  preeminent  position  by  tak 
ing  minority  interests  in  primary  Ger 
man  insurance  companies.  For  exam-  W 
pie,  it  currentiy  owns  25%  of  Allianzp^ 
A.G.  Holding  and  25%  of  Frankfurte: 
Versicherungs    A.G.    Forging    link! 
paid  off  handsomely  when  these  com] 
panics  sought  reinsurance  and  turne 
to  their  large  shareholder. 

The  shareholdings  have  also  turne 
Munich  Re  into  a  kind  of  closed-en^ 
fund  for  the  German  insurance  indus 
try.  Earlier  this  year  Norbert  Barth, '":''*' 
insurance  analyst  at  the  Commerz- -**'^ 
bank  in  Frankfurt,  figured  Munich'*''*' 
Re's  holdings  in  other  insurers  alone  '*S 
were  worth  around  $1,400  a  share—"*"' 
not  far  below  the  $1 ,500  a  share  it  has  ™"'»' 
recentiy  been  trading  at.  — 

That  the  company  is  assessed  al 
such  a  modest  price  is  partiy  a  reflec 
tion  of  the  fact  that  the  last  severajot 
years  have  been  murder  for  all  reinsur 
ers,  with  industrial  and  storm  lossei; 
unparalleled  in  their  magnitude  anc 
severity.  The  European  winter  storm; 
of  1990,  for  example,  did  'a  massiv< 
$15  billion  in  damage. 

Serving  Munich  Re  well  in  these  y^ 
difficult  times  is  its  reputation  fo  >o|fs 
superior  technical  analysis — its  abilir  (on,j,. 
to  assess  risk  and  price  it  effectively  jt^j^j 
An  underwriter  with  a  competin|  jJQf,^. 
U.S.  reinsurer  notes  that  many  comjettf,- 
panics  grab  shares  of  business  led  b  ^1$ 
Munich  Re,  simply  because  they  ca  iufQp^ 
rest  assured  the  technical  analysis  wi  im-g.^ 
be  of  the  highest  quality.  \\t^^ 

Example:  In  Europe's  storms  laj]if„Q^ 
winter,  Munich  Re  wound  up  with  ,j[,jj^, 
gross  claims  exposure  of  $615  rnilyjg 
lion.  But  its  technicians  had  prudenti  onjshf 
passed  on  parts  of  the  catastroph  j^jj , 
business  to  other  companies.   Thi|p,[,j 
made  it  possible  for  Munich  Re  to  cu  -i^^' 
its  loss  by  an  estimated  one-third.  Th  ^^^^, 
bottom -line     result:     The     large?  f^  ' 
known  series  of  natural  disaster  losse  ,q.^ 
in  history  did  not  jeopardize  Munic  ,^^^^.1 
Re's  $5.60  dividend.  Indeed,  manvj^j, 
analysts  believe  the  dividend  is  due  fc  .f,^L . 
an  increase.  ■i,,,,^.. 
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he  fall  of  communism  hasn't  assured  freedom 

1  much  of  Eastern  Europe.  Those 

mds  need  Radio  Free  Europe  more  than  ever. 


rhe  voice  of  hope 


ichael  Novak  holds  the  George  Frederick 
wett  chair  in  religion  and  public  policy 
I  the  American  Enterprise  Institute  in 
jshington,  D.C.  He  served  on  the  Board 
.^_i,  International  Broadcasting  for  nine  years;  his 
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rm  of  office  has  expired. 


-  YOU  EVER  wanted  to  be  nominated 
)r  a  Nobel  Prize,  you  just  were. 
)fficials  of  the  government  of  Esto- 
ia  have  nominated  Radio  Free  Eu- 
Dpe  for  the  Peace  Prize,  and  as  a  U.S. 
ixpayer,  you  are  one  of  ree's  owners. 

I  doubt  if  there  is  any  brand  name  in 
'entral  Europe  more  valuable  than 
Ladio  Free  Europe — a  name  that  to 
'oles,  Czechs,  Slovaks,  Hungarians, 
Romanians,  Bulgarians,  Lithuanians, 
.atvians  and  Estonians  means  reliable 
iformation,  accuracy,  objectivity, 
letter  than  Coca-Cola,  better  than 
>evis,  the  very  name  "Radio  Free 
'Europe"  symbolizes  what  Central 
Europeans  aspire  to. 

When  one  Polish  professor,  now  in 
he  government,  was  being  transport- 
d  between  jails,  his  guards  turned  on 
Ladio  Free  Europe — only  to  be  as- 
onished  when  his  name  was  men- 
ioned  at  that  very  moment  by  a  U.S. 
mbassador  as  a  person  of  special 
oncern.  His  guards  were  more  polite 
fter  that.  He  did  not  feel  so  lonely. 

Central  Europeans  have  not  for- 
;otten  such  moments.  They  remem- 
>er  when  an  REE  building  in  Munich 
vas  bombed,  and  when  their  impov- 
rished  governments  spent  more 
noney  jamming  rfe  frequencies  than 
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RFE  could  spend  broadcasting. 

This  past  July  4,  British  Chancellor 
of  the  Exchequer  Norman  Lamont 
recalled  in  a  lecture  in  London  the 
great  miracle  of  1989,  which  he 
attributed  to  "the  extraordinary 
power  of  ideas."  About  40  years 
earlier,  in  July  1950,  Radio  Free 
Europe  went  on  the  air  using  a 
portable  shortwave  transmitter  to  be- 
gin broadcasting  ideas  of  liberty 
through  the  iron  curtain. 

World  War  II  was  fought  for  liber- 
ty, but  half  of  Europe  was  left  in 
slavery.  It  was  not  easy  to  believe  in 
liberty  when  no  one  could  expect  to 
see  it  come,  not  maybe  in  a  thousand 
years.  It  took  courage  to  utter  honest 
words  during  those  years. 

"Why  didn't  you  just  sign  the  apol- 
ogy and  be  released.'"  a  British  stu- 
dent recently  asked  Irina  Ratushin- 
skaya,  a  Russian  Orthodox  poetess 
jailed  for  her  convictions. 

"But  then  I  would  not  have  been  as 
before,"  the  poetess  replied  quietly. 
"  'You  signed  one  statement,'  they 
would  have  said,  'by  what  logic  can 
you  refuse  to  sign  another.'  In  the  first 
you  already  admitted  everything.'  " 
To  compromise  even  slightly  was  to 
become  besmirched  forever. 

No  radio  service  could  ever  be  wor- 
thy of  such  an  audience,  which  en- 
dured a  regime  more  thorough  in  its 
refined  torments  than  any  in  history. 
But  Radio  Free  Europe  (and  its  sister 
station.  Radio  Liberty,  beamed  into 
the  U.S.S.R.  in  a  dozen  languages) 
tried  to  bring  such  brave  people 
sound  information,  nourishment  of 
soul  and  the  tradition  of  liberty. 

REE  worked  for  freedom  around  the 
clock.  Its  work  is  not  over.  Today  its 
broadcasters — nationals  broadcasting 
to  their  own  nations  in  their  own 
languages  about  mostly  internal  na- 
,tional  events — are  heroes  in  their  own 
lands.  More  than  that,  they  are  role 
models  for  their  hometown  journal- 


ists. For  journalists  brought  up  under 
communism  do  not  know  the  differ- 
ence between  fact  and  analysis.  Civil 
speech  and  respectful  disagreement 
were  never  part  of  the  accepted  style; 
Leninist  denunciation  still  lingers  as 
the  habitual  mannerism  in  Prague, 
Warsaw  and  Budapest.  How  could  it 
be  different.'  Most  of  the  journalists 
still  at  work  (especially  on  radio  and 
TV)  are  exactly  the  same  as  before. 

Moreover,  in  these  countries  most 
communists  are  still  in  place.  Many 
secret  cells  are  still  operating.  Unem- 
ployment is  massive.  Demagogues 
gather  in  the  streets.  This  is  no  time 
for  RFE  to  abandon  Central  Europe. 
Walesa,  Havel  and  Antall  (Poland, 
Czechoslovakia  and  Hungary,  respec- 
tively) have  begged  President  Bush  to 
keep  RFE  going  until  the  habits  of  a 
free  societ}'  take  root. 

A  plan  is  afoot  in  Washington  to 
shut  down  REE  in  those  three  coun- 
tries. Some  Administration  officials 
are  even  trying  to  end  independent 
surrogate  radio  altogether  by  putting 
all  radios  under  State  Department 
control  at  the  U.S.  Information 
Agency.  This  would  doom  indepen- 
dence. It  would  compromise  credibil- 
ity. It  would  require  adherence  to  an 
official  U.S.  point  of  view.  The  voice 
would  be  the  voice  of  America — a 
good  voice,  but  not  at  all  the  same 
thing  as,  e.g.,  the  voice  of  Poland. 

Father  closing  RFE  or  changing  its 
voice  would  be  like  counting  a  touch- 
down from  6  yards  out.  Democracy  is 
far  from  assured  in  Cx-ntral  Europe. 
The  work  isn't  done  yet.  For  40  years 
the  voice  of  ree  carried  special  reso- 
nance, self-respect  and  credibility. 
That  is  the  brand  name. 

Its  independence  is  protected  by 
the  bipartisan  Board  of  International 
Broadcasting,  nine  citizens  nominat- 
ed by  the  President  and  confirmed  by 
the  Senate  for  three-year  terms — in- 
cluding such  stalwarts  as  James  Mich- 
ener  and  Lane  Kirkland. 

Today,  the  people  of  China  need 
the  ideas  of  liberty — the  practical 
how-to  ideas — as  do  the  people  of 
Africa  and  the  Middle  East.  This  is  not 
the  time  for  the  U.S.  to  abandon 
independent  surrogate  broadcasting, 
the  most  powerfiil  weapon  of  peace 
the  world  has  known.  A  wise  govern- 
ment would  expand  it,  certainly  not 
cut  it  ofi^ before  its  job  is  done.       ■■ 
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"Digital  worked  the  way  we 
wanted  to  work.  Together,  we 
built  a  distributed  database  sys- 
tem that  keeps  us  in  a  leadership 
position.  And  that's  a  big  bene- 
fit in  the  insurance  business." 
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As  Mexico's  economv  begins  to  hum, 
Jeronimo  Arango  v  .xes  wealt*  y  by  bringing 
a  northern  style   .  retailing  t^  Mexican  shoppers. 

The  merchant 
of  Mexico 


By  Joel  Millman 

The  sprawling  slum  of  Nctzahual- 
coyotl,  one  of  Mexico  City's  ciudades 
perdidas,  or  "lost  cities,"  does  not 
seem  a  likely  place  for ,  a  story  of 
retailing  success.  The  barrio's  3  mil- 
lion people  earn,  on  average,  $  1 ,200  a 
year.  But  that  is  only  the  snapshot. 
The  moving  picture  shows  that  Mexi- 
co's economy  is  starting  to  hum  as  the 
market-oriented  policies  of  President 
Carlos  Salinas  de  Gortari  take  root. 
Disposable  income,  while  not  high  by 
U.S.  standards,  is  rising  rapidly,  and 
so  is  consumption,  even  in  the  barrios. 
Just  in  the  last  four  years,  Mexicans' 
personal  disposable  income  has  risen 
over  70%. 

No  Mexican  businessman  has  done 
more  to  bring  good  value  for  money 
to  the  shoppers  of  Netzahualcoyotl 
and  Mexico's  other  striving  consum- 
ers than  Jeronimo  Arango. 

Arango,  65,  is  founder  and  chair- 
man of  $2.2  billion  ( 1990  sales)  Cifra, 
S.A.,  Mexico's  biggest  retailer.  His 
two  Bodega  discount  warehouse 
stores  in  "Netza"  stock  everything 
from  powdered  milk  and  canned  chili 
to  Korean  T\'s  and  VCRS — all  stacked 
in  ceiling-high  piles  and  priced  at 
discounts  of  up  to  50%  below  other 
retailers. 

The  Bodegas  generate  astounding 
volume:  One  store  averages  some  $62 
in  sales  per  square  foot  per  month, 
over  twice  the  volume  of  the  typical 
Kmart  or  Wal-Mart  store. 

"We  go  into  places  so  poor  that  the 
experts  say  there  is  no  purchasing 
power,"  says  Arango,  "and  the  peo- 
ple just  love  it." 

The  Bodega  stores — there  are  21 
altogether,  mosdy  in  the  Mexico  City 
area — make  up  just  one  slice  of  Aran - 
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go's  retailing  empire.  For  wealthier 
shoppers,  there  are  35  Aurrera  hyper- 
markets with  spacious  aisles,  some 
equipped  with  state-of-the-art  elec- 
tronic scanners  and  TV  monitors  dis- 
playing price  specials.  The  Aurrera 
stores  are  complemented  by  Cifra's 
27  Suburbia  stores,  which  carry  mod- 
estly priced  apparel.  Cifra  also  owns 
33  Superama  grocery  stores  and  a 
chain  of  74  restaurants. 

Add  them  all  up,  and  Cifra's  opera- 
tions earned  $157  million  over  the  12 
months  ended  Mar.  31, 1991— a  29% 
increase  over  the  same  period  the  year 
before.  With  virtually  no  debt,  Cifra 
has  a  market  capitalization  of  $3.4 
billion  on  the  Mexico  City  Bolsa, 
where  its  stock  trades  at  a  price/earn- 
ings multiple  of  about  20,  one  and  a 
half  times  the  market's  average.  (The 
company's  American  Depositar)'  Re- 
ceipts sell  off  the  pink  sheets  in  the 
U.S.  for  $1.27,  an  alltime  high,  up 
from  45  cents  last  year.) 

Arango  is  the  son  of  a  Spanish 
immigrant  who  prospered  in  textiles. 
As  a  young  man,  Jeronimo  studied  art 
and  literature  at  several  American  uni- 
versities, graduating  from  none.  He 
spent  his  20s  kicking  around  the  U.S., 
Mexico  and  Spain  before  discovering 
the  lure  of  mass  merchandising. 

In  1956,  recalls  Arango,  he  was 
inspired  by  the  long  lines  outside  the 
no-frills  E.J.  Korvette  discount  de- 
partment store  in  New  York.  "For 
30%  or  40%  off,  people  were  willing  to 
be  mistreated,"  he  says  with  a  laugh. 
"I  called  my  brothers  in  Mexico,  and 
said,  '1  have  this  great  idea.'  " 

The  Arango  brothers — Jeronimo, 
Placido  and  Manuel — borrowed  3 
million  pesos  (then  worth  $240,000) 


from  their  father,  and  opened  their 
first  Aurrera  discount  store  in  1958. 
They  caused  a  sensation  by  offering 
household  goods  and  clothing  at  as 
much  as  20%  below  manufacturers' 
list  prices;  this  infiiriated  established 
retailers  who  were  making  nice  livings 
on  markups  of  40%  or  45%. 

"We  were  called  traitors,"  Arango 
says.  As  Mexico  City  retailers  threat- 
ened to  boycott  the  Arangos'  suppli- 
ers, the  brothers  ventured  as  far  as 
Guadalajara  and  Monterrey  to  find 
other  sources.  When  a  manufacturer 
threatened  to  sue  Aurrera  for  selling 
below  list  price,  the  brothers  used 
their  sponsorship  of  the  popular  TV 
show  The  64,000  Peso  Question  to 
publicize  the  threat.  The  manufactur- 
er backed  oft. 

By  1965  the  brothers  had  opened 
eight  Aurrera  stores  and  were  doing 
$16  million  in  sales.  Enter  Jewel  Cos., 
the  Chicago-based  retailer.  In  a  joint 
venture,  the  Arangos  and  Jewel  each 
put  up  $  1  million  to  open  several  new 
Aurrera  stores.  A  year  later,  with  sales 
booming,  die  Arangos  sold  Jewel  a 
49%  stake  in  their  company  for  some 
$20  million.  By  the  late  Sevendes 
Mexico's  petro-economy  was  boom- 
ing, and  by  1981  up  to  a  third  of 
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LEFT: 

Jeronimo  Arango 
Bringing  mass 
merchandising  to 
Mexico  by  build- 
ing a  $2.2  billion 
retail  empire. 


ewel's  earnings  came  from  its  Mexi- 

an  stake. 

With  the  arrival  of  Jewel  Cos.,  Pla- 
;ido  and  Manuel  Arango  took  their 
noney  and  left:  the  company — Pla- 
:ido  to  Spain,  where  he  established  a 
;hain  of  coffee  shops;  Manuel  to  make 
Tiovies.    Jeronimo    stayed    behind, 

earning  modern  retailing  from 
Jewel's  management  in  Chicago. 
Arango  was  the  first  merchant  in 
Mexico  with  generic  brands,  the  first 
major  retailer  to  take  his  company 
public,  the  first  to  put  clothing,  food 
and  hardware  in  one  store. 

"Whatever  we  tried  in  Chicago, 
they  tried  in  Mexico,"  remembers 
Donald  Perkins,  Jewel's  former  chair- 
man, "sometimes  with  phenomenal 
results." 

But  the  happy  partnership  began  to 
sour  after  the  crash  of  1982,  when  the 
Mexican  peso  was  devalued  from  4 
cents  to  less  than  a  penny,  wiping  out 
Jewel's  Mexican  earnings.  When  Jew- 
el was  taken  over  by  American  Stores 
Co.  in  1984,  Arango  bought  back 
Jewel's  old  stake  in  his  company — 
which  he  had  renamed  Cifra — for 
about  $55  million. 

Based  on  Cifra's  current  market 
svalue,  the  Jewel  stake  would  today  be 
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RIGHT: 
Cifra's  Bodega 
store  in  barrio 
NetzahualcoyotI, 
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at  discounts  of 
up  to  50%  below 
other  retailers. 


worth  over  $1.2  billion.  But  buying 
back  the  holding  in  1984  looked  like  a 
huge  risk.  The  oil  bubble  had  burst, 
forcing  Mexicans  to  pull  in  their  belts 
and  shrink  their  way  out  of  their  debt 
crisis. 

Arango  coped  by  slowing  Cifra's 
growth  and  demanding  more  from 
his  employees.  "Jeronimo  called  me 
in,"  says  Cifra  President  Henry  Davis 
with  a  laugh.  "Now  run  this  company 
with  40%  less  people,  he  told  me.  1 
thought  it  was  impossible." 

No  stores  were  closed,  but  each 
employee,  from  division  managers  to 
cashiers,  had  to  work  longer  hours. 
Those  who  left  were  not  replaced. 

The  country's  austerity  hurt  Mexi- 
co's middle  class  the  hardest.  This 
made  Arango  realize  that  he  would 
have  to  concentrate  on  the  lower 
classes  for  Cifra's  continued  growth. 

So  in  the  mid-1980s  Cifra  began 
pushing  the  Bodega  concept:  fast- 
moving,  nonperishable  goods  sold  in 
bulk  in  poor  neighborhoods.  The  Bo- 
dega stores'  gross  margins  are  slim  by 
Mexican  standards,  10%  to  12%  on 
average,  with  net  profits  of  3%  to  5%. 
But  they  redeem  themselves  with 
massive  sales  volume,  averaging  about 
$16  million  annually  per  store.  New 


Bodegas  can  take  as  little  as  four 
months  to  build  and,  depending  on 
the  volume,  may  pay  for  themselves  in 
one  year.  C'ifra  will  open  12  more 
Bodegas  in  Mexico  City  this  year.  Still 
learning  from  the  best  merchants  in 
the  U.S.,  Arango  is  installing  a  $55 
million  satellite  communications  sys- 
tem that  will  link  all  outlets  and  enable 
Cifra  to  control  inventory  and  adjust 
pricing  quickly. 

This  spring  Mexico  City's  Bolsa 
was  abuzz  with  rumors  that  Cifra 
would  enter  a  joint  venture  with  Wal- 
Mart  or  another  large  U.S.  or  Europe- 
an retailer  interested  in  the  Mexican 
market.  The  rumor  made  sense: 
Arango  has  been  buying  up  choice 
retail  locations,  meaning  any  outsider 
who  chose  to  compete  against  Cifra 
would  confront  a  formidable  rival. 

Sure  enough,  in  mid-July  Cifra  and 
Wal-Mart  announced  the  formation 
of  two  joint  ventures — one  to  build 
wholesale  discount  Aurrera  stores, 
the  other  to  create  an  import-export 
company  that  will  give  Cifra's  Mexi- 
can suppliers  access  to  Wal-Mart  out- 
lets in  the  U.S. 

Jeronimo  Arango:  an  apt  symbol  of 
the  capitalistic  revolution  that  is  un- 
folding south  of  the  border.  Hi 
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Under  a  forceful  young  governor,  Massachusetts  is 
rethinking  its  tax-and-spend  ways  and  downsizing  the 
scope  of  state  government.  W''i  other  states  follow  suit? 

The  Boston 
supply-side  party 


By  Janet  Novack 

"I'm  a  filthy  supply-sider,'''  says  Wil- 
liam Weld,  Massachusetts'  new  Re- 
publican governor,  gleeftilly.  "I  be- 
lieve in  Jack  Kemp.  I  believe  in  Arthur 
Laffer." 

Weld,  46,  relishes  the  shock  such 
articles  of  faith  carry,  coming  as  they 
do  from  the  leader  of  the  state  known 
for  Michael  Dukakis,  the  Kennedys, 
14  of  George  McGovern's  17  elector- 
al votes  and  a  rapidly  expanding  gov- 
ernment. According  to  the  U.S.  Bu- 
reau of  the  Census,  between  1980 
and  1989  the  number  of  state  em- 
ployees in  Massachusetts  grew  21%, 
to  107,000.  The  state's  population, 
by  contrast,  increased  3%. 

But  like  other  people  across  the 
country,  Massachusetts  voters  are 
growing  weary  of  rising  taxes.  Weld 
campaigned  on  a  vow  to  veto  new 
taxes,  and  is  sticking  to  his  word. 

While  other  states  have  raised  taxes 
to  fill  their  budget  deficits,  Massachu- 
setts slashed  $2 .6  billion  from  what  its 
budget  would  ha\'e  been  to  keep  pro- 
grams and  grants  at  1991  levels.  Cut- 
ting its  budget  for  fiscal  1992,  starting 
this  July,  to  $12.9  billion  required 
politically  painful  cuts — in  Medicaid; 
housing  subsidies;  aid  to  cities,  towns 
and  schools;  and  welfare  for  adults 
without  children  and  families  moving 
to  the  state. 

In  March  Weld  won  repeal  of  a  new 
5%  tax  on  professional  services.  In 
June  the  legislature  adopted  a  new 
research  and  development  tax  credit. 
Add  it  all  up  and  Massachusetts  is  one 
of  only  a  hai  iful  of  slates  budgeting 
less  for  fiscal  1992  than  it  spent  in 
fiscal  1991. 

With  the  wind  at  their  back.  Weld 
and    his    aides    are    readying    new, 
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growth-oriented  proposals  for  1993. 
Top  of  the  list  is  likely  to  be  a  capital 
gains  tax  break  targeted  to  new  invest- 
ments in  Massachusetts.  Weld  hints 
he  mav  call  instead  for  abolishing 
Massachusetts'  capital  gains  tax — cur- 
rendy  6% — altogether.  Alternatively, 
he  might  tn*'  to  eliminate  the  state's 
distinction    between    "earned"    in- 


Governor 
William  Weld 
He  cut  the 
budget  and 
rolled  back 
a  new  services 
tax.  But  he 
couldn't  win 
raises  for  his 
own  cabinet. 


come  (taxed  at  6.25%)  and  "un- 
earned" income,  such  as  dividends 
and  interest  (taxed  at  12%).  He'd  like 
to  ease  estate  taxes,  too,  he  says. 

Weld  has  already  proposed  reform 
of  the  state's  workers'  compensation 
system  and  repeal  of  the  (now  de- 
layed) Dukakis-backed  law  that 
would  force  businesses  to  offer  work- 
ers health  insurance,  or  pay  a  stiflftax. 
Apparently,  even  some  of  the  state's 
liberal  lawmakers  now  appreciate  that 
productive  taxpayers  and  businesses 
have  the  option  of  moving  to  avoid 
oppressive  taxation.  For  example. 
House  Democrats  pushed  the  new 
research  and  development  credit. 

Weld  admits  to  some  surprise  at 
how  quickly  the  Democrats  who  rule ' 
Massachusetts'  House  and  Senate 
caved  in  to  his  demands  for  cuts.  "1 
had  expected  huge  fights  on  the  fiscal 
front — fiying  ashtrays,  broken 
chairs,"  he  says. 

That  no  such  fights  materialized 
largely  reflects  the  depth  of  the  Mas- 


chusetts  recession.  Unemploy- 
ient,  for  example,  has  climbed  from 
,2%  in  1987  to  9.5%  currently,  the 
ighest  among  the  large  states.  Har- 
ird  Business  School  Professor  Mi- 
lael  Porter  thinks  Massachusetts' 
ast  budget  chaos  and  tax-and-spend 
olicies  deepened  the  current  down- 
irn  in  the  state.  "It  affected  the 
Dnfidence  of  people  and  their  vvill- 
igness  to  invest  here,"  he  says.  Por- 
;r  thinks  that  Weld's  new  agenda  will 
elp  create  a  favorable  environment 
)r  economic  recover}'. 

Roger  Brinner,  executive  research 
irector  of  dri,  the  Lexington,  Mass.- 
ased  economics  consulting  firm,  be- 
eves that  Weld  has  purposely  under- 
stimated  state  tax  revenues  for  1992 
3  force  spending  cuts.  But  Weld  isn't 
>ut  of  the  fiscal  woods  yet.  Balancing 
he  fiscal  1992  budget  relied  heavily 
n  one-time  revenue  gains  (from  the 
ale  of  state  property  and  the  like). 
"hat  means  that  producing  a  bal- 
nced  fiscal  1993  budget  without  tax 
likes  will  require  more  tough  spend- 
ng  cuts — unless,  of  course,  the  econ- 
)my  is  really  rolling  along  by  next 
ear,  an  unlikely  possibility.  And  it  still 
emains  for  Weld  to  show  that  he  can, 
.s  promised,  save  money  by  running 
government  more  efficiently. 

Cost-cutting  attempts  already  un- 
ler  way  include  a  move  to  close  9  of 
he  state's  34  mental  health,  mental 
■etardation  and  public  health  institu- 
ions.  The   hospitals  were   built  to 


Slash-a-chusetts 

Nominal  change  in  state  spending  (fiscal  years) 
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Massachusetts'  mid-1980s  spending 
buildup  wasn't  sustainable. 
But  the  real  cutting 
began  under  Weld. 
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house  35,000  patients,  but  have  been 
serving  less  than  a  fifth  of  that  num- 
ber; they  have  been  kept  open  because 
of  local  and  union  pressures  and  iner- 
tia. Meanwhile,  Weld  claims  the  state 
could  save  another  $100  million  to 
$200  million  by  loosening  the  regula- 
tions that  govern  providers  of  human 
services  (such  as  outpatient  mental 
health  care  or  child  welfare)  it  hires. 
These  regulations  "are  mostly  de- 
signed to  cover  bureaucrats'  flanks," 
says  Weld. 

A  former  federal  prosecutor,  Weld 
may  well  find  his  toughest  battles  lie 
ahead.  In  electing  Weld,  Massachu- 
setts voters  were  clearly  rebelling 
against  the  liberal  incumbents,  who 
passed  huge  tax  hikes  in  1989  and 
1990  and  turned  the  "Massachusetts 
Miracle"  into  a  national  joke.  Yet  in 
the  same  election,  the  voters  rejected 
overwhelmingly  a  tax  rollback  refer- 
endum that  Weld  favored.  As  a  result, 
many  analysts  attribute  Weld's  nar- 
row (48%  to  45% )  victory  over  conser- 
vative Democrat  John  Silber  as  much 
to  Weld's  pro-choice  stance  and  to 
gaffes  by  Silber  as  to  Weld's  budget- 
cutting  fervor.  Liberals  hope  that  vot- 
ers will  turn  against  Weld  once  they 
see  the  cuts'  effects. 

The  patrician  Weld  (his  ancestors 
arrived  in  Massachusetts  in  the  early 
1600s) — has  suffered  some  defeats 
along  with  his  victories.  His  biggest 
legislative  setback,  in  April,  came 
when  he  fought  for  pay  hikes  for  his 
cabinet,  just  at  the  time  state  workers 
were  facing  unpaid  furloughs.  Weld, 
sheepishly:  "I  underestimated  the  po- 
litical symbolism  of  the  issue." 

But  the  more  important  symbol  is 
Weld's  demonstration  that  state  bud- 
gets can  fall  as  well  as  rise.  Other  states 
are  now  going  through  their  own  first 
or  second  year  of  major  tax  hikes  to 
pay  for  programs,  such  as  Medicaid, 
that  are  growing  faster  than  revenues. 
Richard  Manley,  president  of  the 
Massachusetts  Taxpayers  Founda- 
tion, a  business-supported  research 
group,  thinks  that  if  Weld's  budget 
cuts  pay  off  in  a  healthier  economy, 
other  states'  politicians  may  well  fol- 
low his  lead  next  year. 

Could  Weld's  budget  indicate  that 
the  share  of  income  consumed  by  the 
<■  states  is  peaking?  That's  not  the  con- 
ventional wisdom.  But  it  would  be  a 
miracle  worth  celebrating.  ^ 
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Unwilling  to  outspend  its  bigger  rivals  on  superficial 
image-building  campaigns,  France's  Clarins  has 
succeeded  by  selling  its  cosmetics  products 
the  way  Volvo  sells  its  cars. 

Forget  the  sizzle, 
sell  the  steak 


By  John  Marcom  Jr. 

Long  before  the  rest  of  us  heard 
about  database  marketing,  a  French 
dermatologist  named  Jacques  Cour- 
tin,  founder  of  Clarins  S.A.,  was  prac- 
ticing it.  For  20  years  the  cosmetics 
company  has  been  assiduously  re- 
cording the  names,  physical  traits  and 
opinions  of  customers  buying  its  skin- 
care  products.  Every  Clarins  product, 
even  tiny  samples,  includes  a  card 
inviting  the  buyer  to  reply. 

The  simple  database  served  Clarins 
well  when  it  decided  to  bring  out  its 
first  makeup  products  this  year.  Clar- 
ins drew  on  some  2,000  responses 
from  women  who  had  written  in  over 
the  years  to  ask  about  Clarins  makeup. 
"They  wanted  it  to  be  long-lasting, 
easy  to  choose  and  easy  to  apply,"  says 
Christian  Courtin-Clarins,  Jacques' 
son  and  head  of  the  company's  inter- 
national sales.  (Somewhat  preten- 
tiously, the  family  now  appends  the 
company  name  to  its  own.) 

Most  of  Clarins'  marketing  is  no- 
friils.  It  advertises  in  the  same  wo- 
men's magazines  as  its  rivals.  But 
there  are  no  naked  bodies  cavorting  in 
Clarins  ads,  just  solid  emphasis  on 
purported  product  benefits — the 
reader  is  reminded  more  of  a  type- 
heavy  ad  for  Volvo's  cars  than  of  an  ad 
for  a  beauty  product.  Even  Clarins' 
packaging  is  artfully  unflashy,  with  an 
emphasis  on  extensive  technical  de- 
scriptions on  enclosed  leaflets. 

The  approach  has  worked  well  in 
Europe.  Despite  furious  competition 
and  frequent  imitation,  Clarins  for 
years  has  grown  at  r\vo  or  three  times 
the  overall  industry  pace — systemati- 
cally opening  up  foreign  markets  with 


Clarins  displays  in  Pans' 
Galeries  Lafayette  store 
Marketing  that  emphasizes 
product  quality  over  hype. 


carefially  nurtured  subsidiaries  or  ex- 
clusive agents. 

Last  year  sales  of  the  company 
(publicly  traded  on  the  Paris  Bourse) 
rose  34%,  to  $220  million,  2V2  times 
the  1986  level.  Net  income,  hurt 
slightly  by  the  franc's  strength,  was 
$26  million,  more  than  three  times 
the  1986  figure.  Despite  recession  in 
some  markets,  this  year  the  company 
expects  gains  of  20%  in  sales  and  15% 
in  profit. 

Clarins  stepped  up  marketing  of  its 
skin  lotions  and  cleansers  to  U.S. 
consumers  in  1988;  sales  of  those 
products  rose  30%,  to  about  $34  mil- 
lion, last  year.  Still  a  relative  newcom- 


er, Clarins  so  far  claims  only  half  the 
sales  outlets  of  giant  rivals  such  as 
L'Oreal  (Lancome),  Estee  Lauder 
(Clinique)  and  Unilever  (Elizabeth 
Arden,  Calvin  Klein).  But  retailers 
have  high  hopes  for  Clarins'  expan- 
sion into  makeup  this  fall.  At  Dayton 
Hudson  and  Marshall  Field's  stores 
last  year,  Clarins  was  the  fastest- grow- 
ing brand  name  in  its  sector.  "They 
have  some  wonderfii!  products,"  says 
Allen  Burke,  the  Davton  Hudson  ex- 
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cutive  in  charge  of  cosmetics  mer- 
handising.  "And  they  seem  to  devel- 
)p  a  tremendous  amount  of  loyalty." 
In  its  early  days  Clarins  was  too 
mall  to  spend  the  lavish  sums  its  rivals 
pent  to  create  their  luxurious  images. 
ience  the  beauty  of  positioning  itself 
is  a  no-nonsense,  substance -over- 
tyle  brand.  Advertising  for  most  of 
he  75  products  in  the  Clarins  line 
.tresses  the  products'  natural  ingredi- 
;nts.  This  was  a  Clarins  focus  long 


Christian,  Jacques 
and  Olivier  Courtin 
Natural  ingredi- 
ents and  a  no-frills 
sales  pitch  have 
made  Clarins  a  hit 
in  Europe.  Can 
its  success  be 
imported  here? 


before  the  birth  of  Britain's  highly 
publicized  Body  Shop,  which  sells  all- 
natural  cosmetics,  and  the  recent  con- 
cern for  the  environment. 

Clarins'  products  are  costly, 
though.  Its  Doux  spray  deodorant 
sells  for  $10;  compare  that  with  your 
local  supermarket  brand.  Clarins,  says 
Caroline  Neville,  a  London  market- 
ing consultant,  "is  sort  of  a  Body 
Shop  for  rich  people."  Again,  the 
Clarins  image  is  not  unlike  that  of 
expensive  European  cars. 

A  few  years  ago  Clarins  introduced 
the  first  "climate  controlled"  skin 
treatment,  called  Multi-Active  Day 
Cream  (50  milliliters,  $34) — tested 
on  airline  crews  who  flew  from  Paris 
to  equatorial  Africa  as  a  day's  work. 
The  molecular  structure  of  the  cream 
responds  to  changes  in  humidit}',  re- 
leasing different  ingredients  under 
different  conditions,  according  to 
Clarins. 

Clarins  plows  more  than  5%  of  its 
revenues  into  training  its  sales  force. 
That's  because  Clarins  expects  its  rep- 
resentatives to  study  a  customer's  skin 
and  thoughtfully  recommend  an  ap- 
propriate Clarins  product. 

At  a  rival  counter,  salespeople  for 
Estee  Lauder's  Clinique  line  adhere 
to  a  three-step  program  of  cleansing- 
toning-moisturizing,  with  products 
for  various  skin  types  performing  each 
'fijnction.  Clarins  salespeople  take  a 
more  flexible  approach.  "It's  haute 
couture   instead  of  ready-to-wear," 


sniffs  C]hristian  Courtin.  "You  can't 
prescribe  seriously  the  same  kind  of 
skin  care  to  the  daughter  and  the 
mother." 

Based  in  Neuilly,  a  fashionable 
neighborhood  just  outside  Paris, 
Clarins  was  founded  by  Jacques 
Courtin  in  1954.  In  1974  he  put  son 
Christian,  now  40,  in  charge  of  build- 
ing the  company's  then  negligible 
overseas  piesence.  (Christian's  older 
brother  Olivier,  like  the  father  a  der- 
matologist'by  training,  heads  research 
and  development.)  The  family  con- 
trols about  75%  of  the  company,  with 
the  rest  traded  publicly;  adrs  were 
launched  last  November  and  recently 
traded  at  29,  about  33  times  latest  12- 
month  earnings. 

Despite  Clarins'  initial  success  on 
these  shores,  conquering  the  U.S. 
may  prove  tougher  than  conquering 
Europe.  In  France,  people  who  spe- 
cialize in  skin  treatments  are  as  com- 
mon as  hairdressers  here  and  can  step 
easily  into  jobs  as  Clarins  salespeople. 
Not  so  here.  "In  the  U.S.,  there's  this 
confiasion  between  hair  and  skin  care, 
and  we  do  not  have  a  reserve  of  very, 
very  well  trained  people  as  in  France," 
Christian  Courtin  says. 

But  Americans  generally  respond 
well  to  marketing  that  plays  up  a 
product's  inner  strengths,  and  are 
willing  to  pay  up  for  performance. 
This,  plus  Clarins'  record  so  far,  sug- 
gest that  it  would  be  a  mistake  to  bet 
against  the  newcomer.  ■■ 
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THE  NEWCOMPAQ  DESKPRO  486/50L. 

Seems  we've  been  here  before.  Once  again 


the  most  powcrii '  PC  you  can  buy— in  fact, 
the  most  powerful  in  existence— comes 
from  Compaq. 

The  newCi  IPAQ  DESKPRO  486/50L 
Persona]  Computer  ;  everything  for  the  most 
voracious  power  ut  's  and  for  intensely 


demanding  networks.  It  has  Intel's  fastest, 
most  powerful  microprocessor— the  50-MHz 
486  (more  than  50%  faster  than  the  33-lVlHz 
486).  A  second-level  cache  so  big  (256  Kbytes) 
that  99%  of  the  time,  the  data  you  need  will 
be  instantly  accessible.  A  more-than-generous 
8  megabytes  standard  RAM.  Plus  dozens  of 


other  features  for  speed  and  top  performar  leleratf 
Every  component  is  carefully  chose  lusliW 
tested  and  perfected  to  make  sure  the  pfe.t 
work  together  to  deliver  the  maximu 
performance  possible. 

Who's  it  for?  Designers  and  enginejlitv,; 
longing  to  stretch  CAD/CAE  to  its  limit 
Software  developers  who  want  compila  vefand 
without  limitation.  Scientists  who  see 


rOMPAQ.  DF.SKPRO,  Regislorcd  U.S.  Palcnl  and  Trail,  iiwrk  uiiii  c  Windows  is  a  Irademark  of  Mirrosofl  Corporation.  Product  names  mentioned  herein  may  be  trademarks  aixVor  registered  trademarks  of  other  companies,  ©  1991  Compaq  Computer  Corporation  ,*ll  rights  r 
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elerated  analysis.  Anyone  who  wants 
lUsh  Windows  wide  open  and  watch 
:lie|3hics-based  applications  fly. 

What's  good  for  one  power  user  is  also 

il  for  a  group.  Exceptional  speed,  expand- 

ije^ity  and  practically  limitless  storage  (more 

1 20  GB)  make  it  an  extraordinary  network 

ial|/er  and  multiuser  host. 

But  doing  something  this  new  and 


exciting  isn't  new  to  us.  Compaq  has  a 
history  of  building  the  top-performing  PCs 
in  their  class.  With  the  highest  standards 
of  reliability  (to  save  you  money)  and 
compatibility  (to  save  you  headaches). 
And  outstanding  support. 

The  Compaq  Customer  Support 
Center  at  1-800-345-1518  puts  you  in  touch 
with  Compaq  technical  experts  who  can 


complement  your  dealer's  know-how. 
For  details  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer 
Dealer,  call  1-800-231-0900,  Operator  164. 
In  Canada,  1-800-263-5868,  Operator  164. 
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It  simply  works  better. 
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IBM's  alliance  with  Apple  Computer  is  only  the  latest  episode 
in  the  hot-and-getting-hotter  feud  between  the  no  longer  gentle 
computer  giant  and  cocky  Bill  Gates. 

What's  good  fof  IBM 


By  Julie  Pitta 

It  didnt  take  long  for  the  world  to 
recognize  that  IBM's  grand  alliance 
with  Apple  Computer  poses  a  major 
threat  to  William  Gates  III.  Gates' 
Microsoft  Corp.  shed  more  than 
$700  million  of  its  market  value  the 
day  that  IBM  and  Apple  made  their 
announcement. 

In  its  pact  with  Apple,  IBM  was 
making  yet  another  logical  move  in  a 
strategy  designed  to  counter  Micro- 
sofi:'s  domination  of  the  software 
business.  Once  partners,  IBM  and  Mi- 
crosoft are  feuding  openly. 

As  partners,  IBM  and  Microsoft 
profited  from  a  symbiosis  in  personal 
computers,  with  IBM  supplying  hard- 
ware and  Microsoft  the  operating  sys- 
tem software.  But  a  litde  more  than  a 
year  ago  Gates  upstaged  his  ally  with  a 
new  Windows  program,  one  that 
competes  with  IBM's  OS/2  software. 
The  IBM  people  saw  Microsoft's  un- 
willingness to  support  OS/2  as  a  nas- 
ty betrayal  by  a  company  that  owed  its 
very  existence  to  IBM.  IBM,  newly  ag- 
gressive in  the  face  of  recent  set 
backs,  decided  to  retaliate. 

IBM's  deal  with  Ap- 
ple is  a  monument 
to     the     computer 
giant's     determina- 
tion to  sever  its  ties  to 
Microsoft.  The  complex 
ity  of  the  agreement,  which 
covers  a  detailed  technology- 
sharing  arrangement,  stalled  the 
negotiations  on  more  than  one  occa- 
sion. But  on  the  eve  of  Independence 
Day  a  letter  of  intent  was  signed. 

Last  summer  IBM  agreed  to  buy 
handwriting  reading  software  from 
Foster  City  Calif -based  startup  Go 
Corp.,  bypa.  ng  a  comparable  Mi- 
crosoft produc     I'cn  Windows. 

A  petulant  G  s  s 
tried  to  undermn. 
littie  Go  by  issuing  a 

90 


press  release  a  week  before  Go's  prod- 
uct introduction  listing  customers 
who  had  signed  up  for  Microsoft's 
Pen  Windows  programs. 

Then,  in  February',  IBM  said  its  sales 
force  would  resell  Novell  Inc.'s 
NetWare,  software  that  links  re  s  into 
work  groups,  under  the  IBM  label. 
That  arrangement  had  to  be  particu- 
larly galling  to  Gates:  It  has  eroded 
what  little  market  acceptance  Micro- 
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soft  had  garnered  for  LAN  Manage 
the  networking  software  that  it  c<M^^^' 
developed  with  3Com  for  IBM  ani 
introduced  in  1987.  After  spendin  ^^^ 
tens  of  millions  of  dollars  developin 
and  marketing  LAN  Manager,  Gate  ^'if^ 
sees  the  product  stuck  in  a  distar 
second  behind  NetWare. 

The  IBM/Microsoft  feud  simmeit' 
on  other  fronts.  In  June  IBM  agree( 
with  Jim  Manzi,  chief  executive  o 
Lotus  Development  Corp 
I  to  help  market  two  elec 
tronic  mail  programs  creat 
ed  by  Lotus,  cc:Mail  an 
Notes  for  OS/2.  At  thP 
same  time,  IBM  droppec*' 
from  its  distribution  systen 
Network  Courier,  the  com 
peting  Microsoft  productf'on: 
It  was  bad  enough,  fron  DOS 
Gates'  point  of  yiew,  tha  wc 
IBM  dropped  the  Microsoftoab; 
product.  Worse  still  wailB-M's 
that  IBM  had  teamed  up 
with  Manzi,  the  archest  ofros 
Gates'  rivals. 

Also  in  June,  IBM  cut  the 
a  deal  with  Borlanc^amc 
to  sell  Borland';  afth 
C++        lan-indu: 
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uage  and  ObjectVision  software  for 
)S/2.  The  Borland  products  are 
sed  by  applications  developers  to 
reate  "object  oriented"  software, 
/hich  allows  developers  to  more 
•fficiently  program  by  reusing 
hunks  of  software  code.  Microsoft 
as  a  large  and  very  well  regarded 
mguage  department  with  equiva- 
;nt  products. 

Why  did  IBM  go  with  Borland? 
'robably  to  boost  a  company  that  is  a 
ompetitive  threat  to  Microsoft.  A 
;w  years  ago  Borland  was  an  inconse- 
;uential  player  in  desktop  software; 
/ith  the  IBM  deal  and  now  with  a 
ending  acquisition  of  Ashton-Tate, 

11  regarded  for  its  database  soft- 
ware, Borland  is  a  serious  competitor 
o  Microsoft.  Gates  has  been  unable 
o  finish  a  database  package  to  com- 
ete  with  AshtonTate's  dBase. 

IBM  is  candid  about  its  strategy. 
'We're  joining  forces  with  people 
jvho  see  the  fijture  the  same  way  we 
to,"  says  Joseph  Guglielmi,  a  vice 
;iresident  in  ibm's  personal  computer 
iijlivision.  "I  don't  think  that  Micro- 
oft  has  [shared  our  vision]  for  a 
vhile." 

Retorts  Steven  Ballmer,  who  leads 
Microsoft's  operating  system  divi- 
ion:  "We've  continued  to  invest  in 
i)OS  and  Windows  because  that's  what 
customers  wanted.  IBM  wanted  us 
o  abandon  our  customers  and  pursue 
bm's  agenda." 

Bill  Gates  professes  to  be  unim- 
pressed by  IBM's  newfound  affection 
"or  Microsoft's  rivals.  He  argues  that 
he  deals  with  Apple  and  other  com- 
panies are  just  part  of  the  normal  flux 
)f  the  computer  business.  "This  is  an 
industry  where  people  are  forming 
ilhances  all  the  time,"  Gates  says. 
'Everybody's  allies  and  everybody's 
:ompetitors." 

Wall  Street  thinks  he  has  a  point, 
lince  the  IBM-Apple  announcement, 
Vhcrosoft's  stock  has  regained  most 
if  what  it  had  lost. 

But  Frank  King,  a  former  IBM  re- 
search and  development  vice  presi- 
dent who  is  now  a  senior  vice  presi- 
dent at  Lotus  Development,  thinks  he 
discerns  a  note  of  trembling  in  Gates' 
Dravado.  "It's  clear  that  Microsoft 
sn't  the  juggernaut  that  was  written 
ibout  six  months  ago,"  says  King. 
'IBM  is  now  very  focused  on  what's 
2;ood  for  IBM."  ^ 
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"Smart  hubs"  help  your  computers 
talk  to  one  another.  But  how  do  you  get 
your  hubs  to  talk  to  one  another? 

The  hub  hubbub 


By  David  Churbuck 

In  a  cold  market  for  computer  tech- 
nology, a  few  hot  spots  stand  out. 
One  of  the  hottest  is  networking,  the 
tying  together  of  incompatible  and/ 
or  distant  computers.  Hotter  still: 
"smart  hubs."  These  are,  in  effect, 
networks  of  networks.  It's  all  getting 
rather  complicated — and  this  in  a 
branch  of  computing  that  was  sup- 
posed to  bring  order  out  of  chaos. 

A  typical  network  links  dozens  or 
hundreds  of  individual  desktop  com- 
puters within  one  building — a  so- 
called  local  area  network.  Hubs  go 
one  step  further,  not  only  linking 
different  networks  together  but  also 
enabling  a  network  manager  to  diag- 
nose and  configure  easily  all  those 
networks  from  one  convenient  loca- 
tion. Their  promise  is  immense.  They 
can  translate  one  local  area  network's 
signals  into  another's,  and  manage 
complex  webs  of  computers  in  the 
same  building.  They  can  automatical- 
ly shift  loads  from  busy  segments  of 
the  networks  to  idle  ones  at  different 
times  of  the  day,  pinpoint  trouble 
spots  and  help  with  network  planning 


by  analyzing  traffic  patterns. 

The  smart-hub  market  will  total 
$377  million  this  year,  estimates  Janet 
Hyland,  a  director  of  network  strate- 
gy research  at  Forrester  Research,  a 
Cambridge,  Mass.  market  research 
firm.  But  it  could  double  by  1994. 

Those  numbers  bode  well  for  two 
sibling  rivals  that  stare  at  each  other 
across  a  Southborough,  Mass.  park- 
ing lot:  Chipcom  Corp.  and  Bytex 
Corp.  These  smart-hub  vendors  were 
founded  by  expatriates  from  Motoro- 
la's Codex;  both  raised  venture  capital 
from  Boston's  Charles  River  Ven- 
tures; both  list  the  same  two  competi- 
tors, SynOptics  Communications  and 
Cabletron  Systems.  Another  thing 
they  have  in  common  is  growth.  By- 
tex sold  $44  million  worth  of  hard- 
ware and  software  last  year,  up  from 
$25  million  in  1986.  Chipcom  sold 
$28  million  of  its  technology',  up  from 
$3  million  in  1986. 

The  hub  firms  don't  have  to  sell  a 
lot  of  boxes  to  ring  up  big  sales.  Let's 
say  your  Chicago  sales  office  has  three 
networks  in  place  connecting  a  total 
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LEFT:  Chipcom's  John  Roberl  Held 
ABOVE:  Ailhur  Carr  of  Bytex 
This  was  the  branch  of  computing  that 
was  supposed  to  bring  order  out  of  chaos. 
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WILL  A  SINGLE  EUROPEAN  CURRENCY  CREATE 

BUSINESS  OPPORTUNITIES  THERE,  OR 

JUST  STIFLE  CAPITAL  FORMATION  HERE? 


1:1  )S  IS  (I  ri'frisleml  Imdn/unk  of  Elcdranir  Data  S\.\li'ms  Coiptmiliori.      ©  1991  EDS 


Economic  change  opens  doors  lor  sonic  and  closes  doors  on  others. 
Companies  with  the  agility  to  take  advantage  ol  change  often  get  a  real  edge 
on  theii  competition. 

It  Non're  looking  for  a  competitive  advantage  here  in  the  V.S.,  or  even  if 
you're  contemplating  overseas  expansion,  EDS  can  help — with  computing 
and  communications  systems  that  let  you  respond  faster,  improve  cjuality 
and  control  costs. 

IS  MANAGING  YOUR  INFORMATION   MANAGING  YOU? 

Information  that  helps  you  achieve  your  business  goals  is  valuable. 
Information  for  information's  sake  is  not.  EDS  can  help  evaluate  your  informa- 
tion technologv  to  make  sin"e  vou  get  more  of  the  former  and  less  of  the  latter. 

ARE  YOUR  NEEDS  UNIQUE? 

EDS  has  an  unmatched  record  of  developing  systems  and  software  for  a 
business's  incli\idual  needs — not  off-the-shelf,  one-si/,e-fits-all  solutions. 
No  other  systems  developers  have  as  much  experience  in  as  many  tjusiness 
areas  as  EDS. 

CAN  YOUR  SYSTEMS  REALLY  BE  INTEGRATED? 
For  over  28  vears  we've  been  making  hardware,  software,  connmmications, 
process  and  people  work  together  seamlessly.  You  won't  find  a  systems  inte- 
grator with  a  longer  or  better  record  of  results. 

f 

SHOULD  YOU  MANAGE  LESS  AND  LEAD  MORE? 

We  provide  systems  management  for  giant  industry  leaders  and  small  com- 
panies on  their  way  to  becoming  leaders.  So  we  can  help  manage  your 
information  systems  a  little  or  a  lot.  We  work  closely  with  yoiu-  people,  to  add 
resources  and  new  technology,  and  to  prcjvide  flexibility,  so  you  can  focus  on 
your  core  business. 

CAN  EDS  PUT  INFORMATION  TECHNOLOGY  TO  WORK  FOR  YOU? 

Keeping  your  eves  on  the  changing  business  environment  has  never  been 
more  important.  And  even  though  you  can't  control  change,  you  can  take 
achantage  of  it  with  EDS.  To  learn  more  about  how  we  might  help  you,  write 
EDS,  7171  Forest  Lane,  FBB,  Dallas,  TX  7.5230.  Or  call  (214)  490-2000,  ext.  306. 


TAKE     ADVANTAGE     OF     CHANGE^'' 


COMPUTERS/COMMUWCAT  ONS 


of  60  computers,  and  your  Los  Ange- 
les headquarters  has  200  computers 
linked  in  various  combinations.  Goal: 
to  make  the  Chicago  and  Los  Angeles 
systems  talk  to  each  other.  To  achieve 
that,  you  would  put  a  hub  in  each  cit)', 
to  make  the  networks  easier  to  man- 
age, and  then  connect  the  two  sites 
with  a  so-called  router.  The  hubs 
would  run  at  least  $10,000  each,  soft- 
ware included.  Every  time  you  added 
or  upgraded  a  network,  you'd  have  to 
buy  a  circuit  board  or  more  softAvare. 

Arthur  Carr,  60,  who  joined  Bytex 
last  winter  as  chief  executive,  and 
John  Robert  Held,  53,  chief  executive 
of  neighboring  Chipcom,  say  they 
don't  really  compete  against  each 
other.  That's  because  Bytex  goes  after 
customers  whose  networks  run  on 
IBM's  "token  ring"  system,  while 
Chipcom  has  focused  on  networks 
using  a  rival  system  from  Xerox  called 
Ethernet,  favored  by  Digital  Equip- 
ment Corp.  But  no  longer.  In  March 
Chipcom  introduced  token  ring  capa- 
bilities to  its  products. 

The  goal  for  customers  is  compati- 
bility— the  ability  of  a  system  that 
permits  disparate  parts  of  a  large  orga- 
nization to  share  data,  software  and 
electronic  mail.  It's  ironic,  then,  that 
these  two  vendors'  products  cannot 
talk  to  each  other.  While  smart  hubs 
are  intended,  by  their  very  design,  to 
accommodate  nearly  any  kind  of  cable 
or  networking  scheme  plugged  into 
them,  different  hubs  can  use  incom- 
patible sofi^'are.  Thus  Bytex's  soft- 
ware for  its  Maestro  Intelligent 
Switching  Hub  will  have  a  hard  time 
figuring  out  how  to  analyze,  map  and 
reconfigure  a  collection  of  networks 
attached  to  the  ONline  System  Con- 
centrator hub  from  Chipcom.  There 
are,  as  yet,  practically  no  industry 
standards  on  how  intelligent  hubs  are 
supposed  to  talk  to  one  another. 

For  the  vendors,  of  course,  this 
hub-to-hub  incompatibility  makes  a 
certain  amount  of  commercial  sense: 
If  you  have  already  bought  four  Bytex 
hubs,  you'll  probably  buy  your  fifth 
and  sixth  from  the  company.  But  for 
the  users,  this  state  of  affairs  is  conftis- 
ing  and  expensive.  The  networking 
industry  has  taught  individual  com- 
puters to  talk  to  one  another.  What's 
needed  now  is  a  common  means  of 
communication  among  far-flung 
groups  of  computers.  Hi 
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Not  a  few  second  ventures  from  the  early  titans  of 
personal  computing  have  fizzled.  What's  wrong?  The 
case  of  billionaire  Paul  Allen  suggests  some  answers. 

Second  time 
too  rich 


By  Julie  Pitta 

Whatever  became  of  Paul  Allen.>  A 
classmate  of  William  Gates  Ill's  at 
Seattle's  Lakeside  School,  Allen 
cofounded  Microsoft  Corp.  with 
Gates.  Allen  left  in  1983  but  still 
owns  Microsoft  stock  worth  about 
$1.7  billion. 

Allen  has  used  some  of  his  wealth  to 
finance  a  second  programming  ven- 
ture, Asymetrix  Corp.  But  where 
Microsoft  has  been  a  dazzling  success, 
Asymetrix  may  well  turn  into  another 
of  those  quiet  flops  with  which  the 
desktop  computer  industry  is  littered. 

The  record  of  computer  entrepre- 
neurs who  try  to  repeat  an  early  suc- 
cess is  surprisingly  unimpressive.  The 
Apple  Computer  Inc.  that  Steven 
Jobs  and  Stephen  Wozniak  started  in 
a  garage  turned  into  a  $5.6  billion 
company.  But  Jobs'  second  venture, 
Next,  lavishly  fijnded  and  based  in 
ritzy  waterfront  headquarters,  is  a  big 
disappointment  (Forbes  Apr.  29). 

Wozniak?  He,  too,  foundered  on 
his  second  venture:  CL-9  Inc.,  a  com- 
pany he  started  to  make  wireless  re- 
mote controls  for  home  appliances. 
He  shut  the  doors  in  1989. 

Mitch  Kapor  scored  a  stunning  suc- 
cess with  his  Lotus  Development 
Corp.  But  his  new  venture.  On  Tech- 
nology, rates  as  scarcely  better  than  a 
retirement  hobby. 

When  the  reclusive  Paul  Allen,  now 
38,  founded  Asymetrix  near  Micro- 
soft headquarters  in  Redmond, 
Wash.,  a  press  release  announced  a 
lofty  charter:  "redefining  software  for 
the  1990s."  But  the  company's  sole 
product  to  date,  Toolbook,  intro- 
duced in  May  1990,  has  probably  sold 
no  more  than  50,000  copies,  esti- 
mates Jesse  Berst,  publisher  of  'Win- 
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dows  'Watcher,  a  software  industry 
newsletter.  Borland  International's 
ObjectVision,  which  competes  with 
Toolbook,  has  sold  about  that  many 
copies  over  the  last  three  months, 
Berst  says.  The  50,000  figure  doesn't 
include  the  copies  given  away  free  for  rofso 
a  while  with  Microsoft's  popular  Win 
dows  program.  Microsoft  has  since 
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Paul  Allen 
Can  someone 
worth  $1.7  billion 
really  be  hungry 
for  success  the 
second  time 
around? 
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opped  Toolbook  in  favor  of  its  o\\'n 
mpeting  product. 
iWiiat  is  Toolbook?  It  lets  hobbyists 
feate  customized  software.  For  ex- 
iple,  a  PC  user  can  use  it  to  make  a 
tabase  tiiat  links  chunks  of  informa- 
m  contained  in  separate  computer 
ts  created  using  a  conventional 
tabase  program.  It's  an  electronic 
rsion  of  linking  mementos  by  past- 
g  them  into  a  scrapbook. 
Nor  is  Toolbook,  which  lists  for 
95,  the  revolutionary  product  Al- 
1  had  predicted.  Apple  introduced  a 
arly  identical  software  package, 
/perCard,  for  its  Macintosh  com- 
ters  in  1987.  Apple  gives  Hyper- 
ird  away  free  with  every  Macintosh 
d  sells  the  program  on  its  own  for 
99.  And  the  market  is  rather  limit- 
.  "There's  only  a  certain  number  of 
ople  who  want  to  build  applications 
mselves,"  says  David  Weiss,  direc- 
of  software  for  distributor  Merisel. 
Toolbook  wasn't  Allen's  first 
iinceJoice.  Asymetrix  poured  money  and 


three  years  of  effort  into  another  pro- 
gram, a  combination  spreadsheet  and 
database  using  artificial  intelligence, 
but  scrapped  the  project  because  of 
technical  obstacles.  Toolbook  was  a 
pet  project  of  an  Asymetrix  program- 
mer. It  is  not  clear  what  else  Asymet- 
rix has  that  is  even  close  to  delivery. 
(Allen  and  his  executives  decline  to 
discuss  the  company's  activities  and 
results.) 

It's  not  that  Allen  lacks  talent.  Bill 
Gates,  not  one  to  lavish  praise,  calls 
his  former  partner  "a  deep  thinker." 
Vern  L.  Raburn,  a  former  Microsoft: 
executive  who  now  runs  software 
startup  Slate  Corp.,  says  that  many  of 
Microsoft's  successes — including 
Windows,  which  has  sold  more  than  4 
million  copies  in  its  latest  iteration — 
come  from  ideas  conceived  by  Allen 
and  then  capitalized  on  by  Gates. 

"Bill  has  an  amazing  ability  to  hone 
an  idea  and  exploit  its  business  poten- 
tial," says  Raburn.  Implication:  With- 
out Gates  to  bring  his  ideas  to  com- 


mercial fruition,  Allen  was  stranded  at 
the  drawing  board. 

Illness  forced  the  end  of  the  happy 
union  between  the  visionary  Allen 
and  the  hard-charging  Gates.  Gates 
remembers  Allen  coming  down  with  a 
high  fever  during  a  business  trip  in 
1983;  less  than  two  months  later, 
after  being  diagnosed  with  Hodgkin's 
disease,  Allen  quit  Microsoft,  al- 
though he  retains  a  15%  stake  in  the 
company  and  a  seat  on  the  board. 

After  two  years  of  treatment,  Al- 
len's disease  was  in  remission  and  he 
was  eager  to  jump  back  into  the  com- 
puter fray.  He  assembled  a  group  of 
stellar  computer  scientists  with  exper- 
tise in  computer  graphics,  artificial 
intelligence  and  new  programming 
techniques.  Allen's  wealth  allowed 
the  scientists  to  work  unpressured  by 
tight  deadlines.  Says  Asymetrix  vice 
president  and  Microsoft  veteran  Ste- 
phen Wood:  "The  fact  that  Paul  has 
these  resources  allowed  us  to  engage 
in  research  five  years  before  the  prod- 
uct was  released.  It's  a  nice  position  to 
be  in." 

Or  is  iti'  If  there's  a  common  de- 
nominator among  Apple,  Microsoft 
and  most  of  the  other  successful  PC 
ventures,  it's  that  the  founders  started 
out  hungry  and  were  forced  to  focus 
all  their  energy  and  talent  on  the  job 
at  hand. 

By  contrast,  when  he  started  Asy- 
metrix, Allen  had  enough  wealth  to 
be  easily  distracted.  He's  building  a 
mansion  on  Washington's  Mercer  Is- 
land that  will  include  a  theater  and  an 
indoor  sports  complex.  A  basketball 
lover,  he  bought  the  Portland  Trail 
Blazers  three  years  after  Asymetrix 
opened;  he  attends  almost  every 
home  game  and  is  said  to  be  acdvely 
involved  in  running  the  team.  "Be- 
fore the  Trail  Blazers,  he  was  very 
involved  with  Asymetrix;  post-Trail 
Blazers,  much  less  so,"  says  Andrea 
Cunningham,  who  handled  Asymet- 
rix's public  relations  in  the  early  days. 
Portland  is  about  an  hour's  flight 
from  Asymetrix's  headquarters  in 
Bellevue. 

Perhaps  Allen  can  telecommute  his 
way  to  Asymetrix's  ultimate  success. 
But  in  most  cases  successfiji  startups 
require  dedicated,  hands-on  treat- 
ment around  the  clock  from  their 
founders.  That's  still  Bill  Gates'  style 
at  Microsoft.  ^M 
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Thousands  of  businesses  have 
switched  back  to  AS&T  quality 
at  average  savings  of  4%  to  16% 
otf  AIM  Long  Distance  * 

If  you're  not  getting  the  big 
savings  other  long  distance  com- 
panies promised,  you're  not  alone. 
A  lot  of  other  businesses  aren't 
getting  them  either.  That's  why  so 
many  companies  are  gladly 


returning  to  AT&T  PRO'"  WATS, 
our  business  discount  calling  plan. 

With  P/?OWATS,  you  get 
great  quality  and  extremely  com- 
petitive prices. 

On  top  of  that, /^/^O  WATS 
automatically  gives  you  larger  and 
larger  discounts  as  your  usage 
grows.  And  you  get  discounts  on 
every  direct-dialed  interstate  call, 


out-of  state  AT&T  Calling  Card  oddiat 
calls,  and  in-state  long  distanc  isesvoi 


M  991  AT&T 

'Discounts  on  average  oft  AT&T  daytime,  direct-dial  interstate  rates  Actual  savings  will  vary  according  to  calling  patterns 
■■Reimtxjrsement  limited  to  $5  00  per  line  Must  order  by  9/4/91  and  request  installation  by  9/18/91 
"Switctiback  reimbursement  made  within  90  days  of  installation,  limited  to  $5  00  per  line. 


calls  in  most  states.  Plus  you  g 
discounts  on  international  ca 
to  all  direct-dialed  countries. "^siness 
even  get  discounts  on  fax  cal 
And  only  AT&T  connects 
your  calls  faster  than  any  othdy, 
major  long  distance  company 
Saving  you  time  and  money 
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Many  happy  returns. 


id  that's  not  all.  AT&T  PRO 
ises  your  existing  phone 
11  of  which  makes  PRO 

c5  )erfect  for  just  about  any 

t  siness. 


Vcfu  can't  lose. 

/ou  switch  back  now,  we'll 
sign-up  fee.**  And  if  after 
.  you're  not  completely 


satisfied  with  our  quality  and 
price,  we'll  pay  to  switch  you  back 
to  your  old  service.*** 

There's  no  reason  to  wait.  All 
it  takes  is  a  phone  call. 

Competitive  price. 
Another  AliST  advantage. 

Join  the  big  switchback.  Call 
now:  1  800  222-0400,  ext.  2657 


AT&T 

The  right  choice. 
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COMPUTER/COMMUNICAT  ONS 


How  Compaq 
can  recover 


COMMENTARY  BY  RICHARD  A.  SHAFFER 


Richard  A.  Shaffer  is  founder  of  Technologic 
Partners,  a  technology  consulting 
company  in  New  York  City,  and  publisher  of 
Technologic  Computer  Letter. 


Will  Compaq  ever  again  enjoy  the 
growth  and  profits  of  the  Eighties,  or 
has  its  time  passed?  Should  investors 
just  forget  about  this  busted  stock, 
which,  in  a  few  weeks  in  April  and 
May,  lost  half  its  market  value? 

Not  to  keep  you  in  suspense,  I  see 
no  apocalypse  in  Compaq's  recent 
announcement  that  its  sales  and  earn- 
ings would  plunge  in  the  second  quar- 
ter. The  causes  are  simple  and  sur- 
mountable. The  company  can  return 
to  favor,  although  doing  so  will  take  at 
least  the  rest  of  this  year. 

Compaq  guessed  wrong  about  the 
economy  and  encouraged  its  retailers 
to  stock  their  shelves,  in  mistaken 
anticipation  of  an  upturn  in  demand. 
It  also  failed  to  offset  the  effect  of  the 
rapidly  strengthening  dollar.  In  addi- 
tion, management  mistakenly  expect- 
ed that  lowering  prices  by  as  much  as 
35%  would  raise  demand  much  more 
rapidly  than  it  did.  Those  misjudg- 
ments,  coupled  with  the  collapses  and 
mergers  at  primary  dealers,  left  some 
of  the  company's  principal  outlets 
with  as  much  as  three  times  their 
ordinary  levels  of  inventory. 

Making  matters  worse,  the  makers 
of  clone  computers — Dell  Computer 
and  AS!  Research,  in  particular — are 
doing  to  (x)mpaq  what  it  did  to  IHM: 
establishing  reputations  for  quality 
products  at  lower  prices,  and  winning 
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corporate  business. 

Wall  Street,  however,  overreacted, 
slashing  the  price  of  Compaq  to  $35  a 
share,  a  mere  six  times  trailing  earn- 
ings and  about  one  times  revenues. 
Earlier  this  year,  when  the  shares  be- 
gan to  take  oft,  institutions  that  don't 
ordinarily  invest  in  computer  compa- 
nies bought  in,  not  wanting  to  miss 
the  ride.  Then,  when  the  bad  news 
came,  they  didn't  know  enough  not 
to  panic. 

Now  some  investors  are  avoiding 
Compaq  for  the  wrong  reasons.  For 
example,  it's  said  that  workstation 
makers  are  stealing  sales  from  Com- 
paq and  other  personal-computer 
makers.  If  so,  it's  pett\'  theft.  Worksta- 
tion sales  are  indeed  strong  this  year 
and  are  up  nine  times  the  unit  volume 
they  had  five  years  ago.  Over  the  same 
period  of  time,  unit  sales  of  personal 
computers  have  merely  doubled. 
Keep  in  mind,  however,  that  despite 
the  increase,  workstation  unit  sales 
this  year  will  still  amount  to  a  mere  2% 
of  the  desktop  computer  total.  In 
addition,  although  prices  of  worksta- 
tions have  begun  to  approach  those  of 
personal  computers  (in  some  cases, 
they're  even  lower),  the  typical  work- 
station remains  many  times  more  ex- 
pensive than  the  typical  PC  and,  in 
general,  the  two  kinds  of  systems 
don't  yet  compete. 

What  should  individual  investors 
do?  Nothing  until  after  Labor  Day, 
when  the  computer  industry's  all -im- 
portant fourth  quarter  approaches. 
Don't  buy  Compaq  until  the  U.S.  and 
European  economies  improve.  In  the 
interim,  remember  that  Compaq  is  a 
strong  company  with  a  better  new- 
product  record  than  any  in  its  indus- 
try. Every  ten  days,  Compaq  spends 
more  money  on  research  and  devel- 
opment than  Dell  earns  in  a  year.  This 
will  help  Compaq  restore  its  reputa- 
tion for  technical  superiority. 

What  about  Compaq's  problems? 
For  one,  the  company  needs  better 


control  over  its  dealers,  many  of 
whom  seem  unable  to  provide  either 
the  low  prices  that  large  corporations 
demand  or  the  service  and  support 
that  small  companies  need. 

However,  Compaq's  long-range 
plan  is  in  place  and  could  be  very 
successful.  Through  the  2 1 -company 
Advanced  Computing  Environment 
(ace)  alliance,  Compaq  has  the  op- 
portunity to  compete  with  the  new 
IBM-Apple  and  the  Sun  Microsystems 
camps  in  reduced-instruction-set 
computing  for  commercial  accounts, 
where  interest  in  RiSC:  is  rising  rapidly. 
Through  its  ACE  computers,  Compaq 
could  once  again  offer  technology 
that  makes  a  highly  visible  difference, 
although  this  effort  won't  have  a  fi- 
nancial impact  for  at  least  two  more 
years.  With  its  acquisition  of  technol- 
ogy from  Silicon  Graphics,  no  desk- 
top computer  company  now  has  more 
expertise  than  Compaq  in  multiple- 
microprocessor  computers  and  oper- 
ating systems.  As  more  independently 
developed  software  begins  to  emerge 
for  commercial  applications  of  desk 
top-based  multiprocessor  systems,  we 
could  see  Compaq's  Systempro  server 
challenging  market  leaders  Sequent 
Computer  and  Pyramid  Technology. 

Meanwhile,    watch    for    evidence 
that  personal-computer  prices  are  sta 
bilizing,  that  sales  of  desktop  systems 
again  are  on  the  rise  and  that  comput 
er  store  closings  and  mergers  of  com 
puter  store  chains  have  about  run 
their  course.  I  think  they  have.  If  I'm 
right,  that's  good  for  Compaq. 

In   addition,  check  the  so-called 
computer   superstores.    One   reason 
Compaq  had  been  losing  out  to  the 
clones  is  that  only  the  clones  were  on 
the    shelves    at    superstores,    where 
many  individuals  and  smaller  busi- 
nesses are  shopping  these  days 
Compaq  decides  to  use  these  dis 
counters  in  a  big  way,  I  believe  it  wil 
make  up  in  volume  more  than  it  lose 
in  margin. 

As  for  new  products,  Compaq  i 
reconsidering  the  market  for  so-callec 
pen -based  computers,  which  it  ha: 
long  disdained.  If  pen  computers  de 
velop  into  more  than  technical  tour 
cie  force,  Compaq  could  enter  th( 
market  even  a  year  or  two  late  with 
best-of-class  product  and  become  th 
premier  vendor,  as  it  did  in  notebool 
computers.  ■  p 
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'eter  Huber,  a  senior  fellow  of  the  Manhattdn 
istitute,  is  the  author  of  the  forthcoming 
3alileo's  Revenge:  Junk  Science  in  tine 
':ourtroom  (Basic  Books,  September  1991). 


They're  at  it  again.  A  group  called 
■'amilies  USA  is  outraged  that  insurers 
ire  selling  steeply  discounted,  bare- 
>ones  health  policies,  which  exclude 
:overage  for  alcoholism  or  mental 
)roblems.  Another  coalition  claiming 
o  act  on  behalf  of  consumers  wraps 
niles  of  plastic  red  tape  around  insur- 
tnce  company  buildings  to  protest 
excessive  complexity  in  insurance  con- 
racts.  The  General  Accounting  Office 
innounces  that  we'd  save  $67  billion  a 
'ear  in  administrative  overhead  by 
adopting  uniform,  government- run 
lealth  insurance.  The  New  York  Times 
omplains  about  "the  freedom  of  in- 
urance  companies  to  construct  a  laby- 
inth  of  complicated  policies  that 
nake  comparison  shopping  virtually 
mpossible."Whatweneeci,apparent- 
y,  is  for  the  government  to  write 
tandard  contracts  for  us. 

Insurance  companies  don't  know 
vhether  to  laugh  or  cry.  In  1988  state 
ittorneys  general  came  after  them 
vith  a  massive  antitmst  suit  con- 
temning .  .  .  standardized  contracts, 
fhe  prosecutors  charged  that  buyers 
)f  insurance  have  a  right  to  competi- 
ive  choice;  standards  (ran  the  charge) 
re  a  conspiracy  against  competition. 

Attacks  on  standardized  contracts 

lave  been  warmly  received  by  many 

r;:ii)OS|,f  Q^j.  courts  for  the  last  30  years. 

Time  and  again,  judges  have  been 

'orbes  ■  August  5,  1991 


reason;, 
:  to  the 
vereon 
where 
■r  busi- 
livsJ 
:se  Jis- 
iid 
iir  loses 


Id-' 

y  n  has 
Iters  dc- 

;iilOIJIS 

nter* 
K  with  J 

■lime 


persuaded  that  industry-standard, 
nonnegotiable  "contracts  of  adhe- 
sion" are  not  really  contracts  at  all. 
So  they  shouldn't  be  enforced,  at 
least  not  too  literally.  Insurance 
companies,  which  live  and  die  by  the 
integrity'  of  their  contracts,  have  re- 
sponded by  offering  choice  in  profu- 
sion. Today's  protesters  insist  that 
contracts  that  offer  too  much  choice 
are  equally  unacceptable. 

As  my  Manhattan  Institute  col- 
league Walter  Olson  describes  in  his 
new  book,  ITje  Litujation  Explosion 
(Forbes,  Mar.  18),  games  of  this  kind 
have  produced  a  "dreamlike  floating 
indeterminacy"  in  the  meaning  of 
many  consumer  contracts.  The  lan- 
guage itself  may  be  as  plain  as  you  like; 
impenetrable  fine  print  still  lurks  in 
the  background,  in  judicial  rambiings 
on  just  when  the  contractual  language 
will  or  won't  be  enforced.  The  only 
hope  of  countering  the  behind-the- 
scenes  fine  print  is  with  more  upfront 
fine  print  of  your  own,  so  the  fine 
print  proliferates. 

The  recurring  attempts  to  subvert 
the  private  insurance  market  reflect  a 
larger  problem:  Many  of  our  illiterate, 
innumerate  countr\'men,  judges  in- 
cluded, seem  incapable  of  accepting 
the  fundamental  realities  of  a  func- 
tioning insurance  market.  We  de- 
mand the  right  to  sue  at  will,  but  we 
also  demand  that  liability  insurance  be 
priced  on  the  assumption  that  we  will 
never  be  sued.  We  can't  stand  fine- 
print  exclusions  in  our  health  policies, 
but  we  can't  afford  to  pay  for  exotic 
coverage  we  don't  need.  Across  the 
land  we  demand  higher  coverage, 
lower  prices,  and  a  victim's  inalienable 
right  to  be  compensated  for  whatever 
unpleasantness  may  befall.  Some  pas- 
sionately insist  that  there  should  be  a 
right  to  buy  insurance  afterxhz  calam- 
ity has  already  struck,  especially  if  the 
calamity  is  AIDS. 

When  private  insurers  balk  at  such 
demands,  there  invariably  follows  a 


call  for  government  to  take  over. 
Clearly  government  can,  if  it  chooses, 
insure  anyone  for  anything  at  any 
price;  less  clear  is  whether  the  Trea- 
sury will  be  good  for  the  money  when 
claims  materialize.  Some  years  ago  the 
wise  leaders  of  New  Jersey  took 
charge  of  their  car  insurance  industry; 
their  successors  are  now  conscripting 
taxpayers  to  dig  the  state  out  of  a 
multibillion-dollar  insurance  deficit. 
And  the  feds  run  the  world's  biggest 
underwriter,  the  Social  Security  Ad- 
ministration, as  a  giant  Ponzi  scheme. 

Private  insurance  is  the  free  mar- 
ket's substitute  for  socialism — a  con- 
sensual device  for  structuring  mutual 
support,  for  spreading  and  sharing  the 
costs  of  life's  vicissitudes.  Ironically, 
though  quite  predictably,  the  free 
market  has  delivered  a  better  ftmded, 
more  reliable,  more  innovatixe  prod- 
uct, even  when  the  product  is  social- 
ism itself. 

Nevertheless,  private  insurance  will 
always  frustrate  the  true  socialist:  It 
requires  people  to  plan  ahead,  make 
choices  and  behave  responsibly.  And 
it  inevitablv  reflects  pcjlitically  incor- 
rect differences  associated  with  age, 
sex,  race,  genotype,  employment, 
sexual  inclination,  fondness  for  mo- 
torcycle stunts,  and  a  host  of  other 
risk  factors.  Hence  the  left's  incessant 
griping  that  insurance  contracts  are 
too  similar,  too  different,  too  expen- 
sive, or  too  narrow;  hence  the  left's 
unquenchable  preference  for  govern- 
ment intervention. 

It's  time  to  understand  what  a 
healthy  insurance  mechanism  can  and 
cannot  do.  Insurance  can  spread  the 
risk  of  the  unknown,  but  it  cannot 
make  health  care  cheap,  nor  deny 
known  risk  facts,  n(i  matter  how  rac- 
ist, sexist,  ageist  or  other-ist  those 
facts  may  be.  An  insurance  contract 
cannot  be  any  clearer  or  simpler  than 
the  legal  system  that  enforces  it;  red 
tape  and  fine  print  are  inevitable  re- 
sponses to  a  tortuous,  unpredictable 
legal  system.  Standardized  contracts 
can  indeed  help  push  down  the  price 
of  insurance — but  not  if  any  insurance 
company  that  adopts  them  is  immedi- 
ately engulfed  in  antitrust  suits.  And 
government  can  indeed  provide  in- 
surance cheaply  and  efficiently — until 
people  begin  filing  claims.  Just  look  at 
how  successfully  the  feds  have  sold 
deposit  insurance  to  banks.  IH 
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Before  doing  business  in  China, 
it  helps  to  sample  its  fascinating, 
if  sometimes  appalling,  diversity. 

Rattraps  and 
snake  wine 


By  Richard  C.  Morais 

If  you  AR1-;  thinking  of  doing  busi- 
ness in  bustling  southern  China  (sec 
story,  p.  70)^  or  have  a  spare  couple  of 
days  on  your  next  Hong  Kong  trip, 
consider  booking  a  tour  into  China's 
hinterland.  It  is  only  by  getting  out 
into  the  provinces  that  you  can  really 
feel  the  country's  enormous  vitality 
battling  Third  World  conditions  and 
bureaucracy.  It  will  prepare  you  for 
muck-ups;  it  will  equally  inspire. 

I  wanted  to  cover  a  lot  of  ground  in 
one  week,  so  I  picked  three  cities  in 
southern  China  just  a  few  hours' 
flight  from  Hong  Kong:  Kunming, 
capital  of  the  Yunnan  province  near 
the  Vietnamese  and  Burmese  borders; 
then  Guilin,  450  miles  east  of  Kun- 
ming in  Guangxi,  where  the  scenery 
and  caves  awe;  and  finally  Guangzhou 
(once  Canton),  the  cit}'  hard  by  Hong 
Kong  that  is  leading  China  out  of  the 
Middle  Ages.  Cost:  a  modest  $1,950 
for  the  week  from  Hong  Kong,  in- 
cluding drivers,  guides,  four-star  ho- 
tels, meals,  a  boat  trip  and  flights. 

First  stop:  Kunming,  where  a 
young  woman  guide  and  a  driver  met 
me  at  the  airport  with  a  black  Toyota. 
The  city  is  a  farmer's  market  and  its 
heart  is  oft' the  wide  boulevards.  It  is 
here  that  wooden  houses  lean  over 
cart-fat  alleyways  crammed  with 
shops  selling  translucent  guppies, 
wrinkled  pickles,  sweet-sticky  pan- 
cakes, lumps  of  fly-covered  meat.  Un- 
der elms,  young  men  squat  on  their 
haunches,  quickly  shoveling  down 
rice  and  greens.  In  the  crush  of  bicy- 
cles a  beatific  woman  sped  by  in  white 
gloves,  hair  in  a  tight  1950s  bun. 
Fashions  in  the  street  articulate  what 
Beijing's  octogenarians  can't  kill:  ob- 
session with  the  West. 
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The  next  day  we  took  a  2V2-hour 
drive  through  flat-valley  rice  paddies 
and  mountains  to  the  Stone  Forest.  It 
was  jammed  with  Taiwanese  and 
Hong  Kong  tourists  crawling 
through  a  ho-hum  collection  of  lime 
stone  rock  formations. 

At  the  Stone  Forest  entrance  I  no 
ticed  stalls  belonging  to  the  Tibeto 
Burman  Yi  people,  one  of  China's  24 
minorities.  I  wangled  an  invitation  to 
their  mud-and-thatch  village,  where 
an  ancient  Chinese  peasant  invited  me 
into  her  hut  and  offered  me  tea  from 
her  bowl.  As  I  sipped,  a  hairy  Viet- 


Chlnese  peasant  in 
her  mucl-and4hatch 
hut  outside 
the  Stone  Forest 
Sharing  tea  with 
a  Westerner  under 
Mao's  eye. 


namese  warthog  rooted  around  out- 
side the  door.  The  old  woman  then 
pulled  out  a  dusty  basket  of  beans 
from  a  cupboard  under  a  poster  of 
Mao  Zedong.  I  nervously  popped  a 
handful  in  my  mouth  and  began 
crunching  away.  Only  after  swallow- 
ing did  I  notice  that  my  hc)stess 
shelled  her  beans  first,  before  eating. 
The  cuisine  is  typically  a  lot  better, 
of  course.  The  richness  and  variety'  in 
food  now  available  is  the  direct  result 


of  the  economic  reforms.  A  deluxi  "wt 
travel  package  means  plenty  of  nine  ""N 
course  meals  of  carp  soup,  dandelion  """fi"! 
like  greens,  clear  noodles  and  corian  ""i^"!! 
der,  steamed  peanuts,  tripe,  Pekinj  SN 
duck  and  seaweed  with  pork  fat.  *' ''  ni 

C'hina  abounds  in  temples,  an<  '''"•ng  i 
during  mv  sta\'  I  visited  seven,  Taois  '^  ''"-'ir 
and  Buddhist.  Many  were  lifelcs?  '"{'"c 
sacked  during  the  Cultural  Revolu  '"liro 
tion,  restored  without  soul.  Two  no  *fofFc 
table  exceptions  were  in  the  Wester  '"'fsol 

Forbes  ■  August  5,  199  "^'^^H 


ills  overlooking  Kunming. 
Huating  temple,  built  in  the  11th 
ntury,  is  still  very  active.  There  are 
ipressive   Buddhas  surrounded  by 

10  carved-wood  lnohan — surreal 
ly  men  with  eyebrows  falling  to  the 
)or,  some  surfing  on  dragons.  In  a 
om  off  the  magnolia- filled  inner 
urt\'ard,  artists  sell  classic  India  ink 
-oils  of  bamboo  forests  for  $30  or  so 
3U  must  bargain).  Western  curren- 

here  and  most  everywhere  else, 
idly  accepted. 

The  other  delight  was  the  millenni- 
.i-old  Yuantong  temple,  which  I 
ppened  on  during  a  Buddhist  cere- 
3ny.  Blind  musicians  played  ancient 
iinged  instruments  and  reedy- 
junding  horns;  peasants  sold  saf- 
)n-colored  wheat  cakes;  the  legless 
gged.  I  caught  my  breath  when  I 
N  a  man  selling  rattraps,  demon- 
iating  his  wares  with  two  caught 
:s,  their  legs  broken  anci  bloody,  but 

11  alive.  Inside:  a  goldfish  moat  and 
)nfires  of  incense  where  pilgrims 
ide  offerings  and  bowed  to  the  four 
rners  of  the  earth. 
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tit. 
its. 
T  Taoisii 


T«ono-' 


.;l«l 


Next  stop:  Guilin,  just  over  an 
hour's  flight  to  the  east.  After  arriv- 
ing, I  happily  settled  into  the  bath  at 
the  luxurious  Sheraton  hotel.  It  took 
another  half  hour  to  scrub  the  tub's 
flaking  enamel  paint  ofl"  my  back. 
Even  Western  hotel  chains  can  suffer 
from  shoddy  v\'orkmanship. 

Highlight:  a  four-hour  boat  trip  up 
the  Li  River  to  Yangshuo.  Spectacular 
Chinese  scenery  at  its  best.  Out  of  the 
flat,  waterv'  plains  limestone  moun- 
tains thrust  upward  like  dragons' 
backs,  spiked  with  fir  and  bamboo. 
Villagers  butchered  a  pig  on  the  river 
bank.  Teenagers  selling  grapefmits 
from  bamboo  floats  fearlessly  hitched 
a  ride  on  our  boat  as  we  cut  upriver. 

On  to  Guangzhou.  Birthplace  of 
Dr.  Sun  Yat-sen,  the  man  who  began 
the  Chinese  Revolution  in  191 1,  it  is 
on  its  way  to  becoming  a  mini  Hong 
Kong.  I  saw  a  Peugeot  dealership; 
private  shops  selling  safes  and  wash- 
ing machines;  young  hustlers  walking 
around  with  mobile  phones  glued  to 
their  ears. 

Guangzhou  musts:  Qingping  Mar- 
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The  U  River  at  Guilin  (left); 

food  stall  in  Kunming 

The  scenery  is  timeless;  the  abundant 

food  results  from  economic  reforms. 


ket,  where  in  light-speckled  alleys 
dried  scorpions,  snakes,  giant  toad- 
stools, deer  horn,  centipedes,  dung, 
tree  bark  and  nutmeg  are  sold  as 
medicine.  When  the  smells  and  jostles 
get  to  be  too  much,  go  to  Orchid 
Park,  where  you  can  sip  orchid  tea  and 
gaze  over  the  lotus  ponds. 

Other  worthwhile  sights:  the  Six 
Banyon  Pagoda  (1097);  and  the 
C'hen  Clan  temple,  which  houses  the 
Museum  of  Folk  Art.  I  threaded  my 
way  to  45  Tianglan  Road,  a  snake 
restaurant.  I  was  too  early  for  fresh 
snake  ($1  to  $24  apiece),  but  picked 
up  a  couple  of  bottles  of  snake  wine — 
black  flesh  (species  unknown)  float- 
ing in  amber  fluid.  I  was  promised  it 
cured  insomnia,  glaucoma,  exhaus- 
tion, poor  digestion,  coughs,  arthritis 
and  executive  burnout.  Tastes  like 
grappa  with  chunky  bits. 

The  train  back  to  Hong  Kong  was 
awful.  Dragged  my  luggage  through 
long  lines  and  more  controls;  my  shirt 
changed  color  in  the  heat;  French 
tourists  slugged  a  Swede;  Chinese 
indulged  in  their  national  pastime  of 
spitting.  I  settled  down  in  my  seat, 
sorely  in  need  of  a  little  snake  wine 
pick-me-up:  It  does  give  you  a  kind  of 
jolt.  If  you  intend  to  do  business  in 
China,  it's  wise  to  stock  up.  You'll 
need  all  the  energy  you  can  get.     ^ 
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Rare-coin  dealer  Bruce  McNall  has  lost  money  for  the 
Hunt  brothers  and  David  Geffen,  but  he  has  done  very 
nicely  for  himself,  thank  you. 

Heads  I  win, 
tails  you  lose 


By  Christie  Brown  and  Lisa  Gubernick 


For  ANYONE  interested  in  rare  coins, 
Bruce  McNall  is  a  name  to  reckon 
with.  He  has  come  far  since  he  bought 
his  first  pair  of  ancient  Roman  coins 
for  $1  apiece  when  he  was  in  grade 
school.  How  far?  McNall,  41,  recently 
told  Business  Week  that  he  was  worth 
"hundreds  of  millions."  The  true  fig- 
ure is  a  fraction  of  that,  but  no  matter: 
McNall  has  parlayed  his  interest  in  old 
coins  into  fancy  homes  in  Bel  Air, 
Deer  Valley,  Malibu  and  New  York. 
He  also  owns  the  Los  Angeles  I<jngs 
hockey  team,  60%  of  the  Toronto 
Argonauts  football  team  and  a  Thor- 
oughbred racing  stable. 

The  market  for  coins,  as  for  manv 
other  collectibles,  is  soft  these  days. 
But  McNall  gamely  predicts  a  turn- 
around "'The  coin  business  is  still 
holding  its  own,"  he  says,  "and  it 
created  contacts  anci  allowed  me  to 
make  money  in  other  areas." 

The  McNall  stor\'  starts  in  Arcadia, 
Calif  in  the  early  1 960s,  when  young 
Bruce  bought  his  first  ancient  Roman 
coins.  "I  couldn't  believe  something 
so  old  cost  only  a  dollar,"  he  says.  He 
started  working  after  school  in  an 
Arcadia  coin  shop,  and  by  the  time  he 
entered  U.C.L.A.,  he  had  his  own 
coin  trading  business  in  a  corner  of 
the  shop.  He  was  soon  driving  a  Jag- 
uar XKK  and  dabbling  in  real  estate. 

By  1975,  McNalfsays,  he  paid  "in 
the  six  figures"  for  a  top  dealership  in 
ancient  coins.  Numismatic  Fine  Arts. 
"I  was  making  from  $2  million  to  $10 
million  a  vear  and  had  a  client  base  of 
about  5,000,"  he  boasts. 

Such  claims  must,  alas,  be  taken 
with  a  grain  of  salt.  Like  many  self- 
promoters,  McNall  doesn't  always 
stick  strici'v  to  the  fact  -  For  example, 
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his  biography,  widely  circulated  in  a 
glossy  investment  brochure,  claims 
postgraduate  study  at  Oxford  Univer- 
sit\',  and  dealings  with  billionaires  J. 
Paul  Gett\'  and  Howard  Hughes.  But 
pressed  for  details,  McNall  concedes 
he  never  attended  Oxford,  and  never 
traded  coins  for  Hughes  or  Gett\'. 

"These  legends  just  get  greater  and 
greater,"  he  sighs,  nervously  picking 
at  oysters  at  the  Jockey  Club  in  Man- 
hattan. "They're  just  not  correct." 

But  they  did  help  McNall  bring 
energy  and  liquidit}'  to  the  coin 
world.  "Up  until  McNall,  the  an- 
cient-coin world  was  perceived  as  a 
group  of  portlv  men  in  overstuffed 
chairs  with  a  leg  on  a  gout  stool,"  says 
rival  dealer  Arnold  Saslow.  Says  Jo- 
seph Linzalone,  a  New  Jersey  dealer, 
"Bruce  is  the  Donald  Trump  of  the 
coin  world — a  master  promoter." 

It  was  McNall's  college  history  pro- 
fessor, Speros  Vry^onis,  who  intro- 
duced him  to  the  client  who  would 
boost  McNall's  career:  SyWeintraub, 
the  wealthy  Hollywood  entertain- 
ment mogul.  In  1974  Weintraub  pro- 
vided McNall  with  over  $5  million  for 
an  ancient-coin  collection.  McNall 
usually  got  commissions  on  the  coins 
Weintratib  bought. 

In  1979  Weintraub  decided  to  sell, 
and  McNall  found  the  perfect  buyer: 
then-billionaire  Bunker  Hunt,  who 
paid  Weintraub  $16  million.  McNall 
took  his  commission  from  Weintraub 
in  credits  for  horsefiesh,  purchased  at 
the  Hunts'  Thoroughbred  auctions. 
(McNall  had  started  Summa  Stables 
in  California  the  year  before;  he  now 
has  30  racehorses.) 

But  the  Hunts  didn't  do  as  well  as 
Weintraub.    Bunker    Hunt    and    his 


brother  Herbert  bought  some  $51  raise! 
million  in  coins  and  antiquities  fror  rtnersl 
McNall.  "Bruce  told  me  coins  were  ndpoi 
great  investment,"  recalls  Bunkcihcrini 
"that  they'd  always  beat  infiation."  iis  Th 

Hunt  believed  him.  A  mistake.  Ar,,\lc; 
ter  tr\'ing  to  corner  the  silver  mark«  lobali 
in  1980,  the  brothers  declared  pelirhiur 
sonal  bankruptcy  in  1988  and  wernimissj 
forced  to  sell  their  coins  and  antiqu  attcrii 
ties.  Auctioned  oft"  at  Sotheby's  ovoitalp], 
the  last  year,  the  collections  fetcheMcNal 
just  $34  million — at  least  $16  millioidnam 
less  than  the  Hunts  paid.  n  in  a 

Music  magnate  David  Geffen — irie  limit 
troduced  to  McNall  by  Weintraub-  vcdcas 
says  he  lost  "tens  of  thousands"  oihSJO 
coins  purchased  i'or  him  by  McNall.  it tjifj 

By  the  mid-1980s  McNall  decide  ituasj 
to  leverage  his  interests  in  tradirowhoH 
coins  and  making  money  by  raisir  its  jtj , 
capital  on  Wall  Street.  Between  198i(Jcpf„j 
and  1990  McNall  used  Merrill  Lvnc  oivnf, 
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raise  $50  million  for  three  limited 

"tnerships.    The    cash    went    into 

;rd  nd  pools  for  investing  in  coins  and 
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ler  antiquities,  such  as  statues  and 
"Jis.  The  concept:  As  general  part- 
•,  McNall  buys  coin  collections  at 
olesale,  then  sells  them  at  retail, 
r  his  troubles,  McNall  gets  fees  and 


pjwet  Timissions,  plus  up  to  24%  of  prof- 


after  investors  have  recoupeti  their 


sovt  )ital  plus  a  12%  annual  return. 

fetcht  McNall's  first  ftind,  an  ancient-coin 
id  named  Athena,  raised  $7.25  mil- 
n  in  a  private  placement  in  1986. 

^fn-ii^e  limited  partners  have  so  far  re- 
ved  cash  distributions  of  $2,082  on 
h  $5,000  unit.  McNall  calculates 
It  the  1990  net  asset  value  of  each 
it  was  $6,057,  although  it's  hard  to 
3W  how  accurate  that  figure  is:  The 

,  raisinj'ts  are  not  easily  traded.  And  the 

idependent"  appraisals  of  the  coins 

open  to  question.  All  come  from 
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Milton  Anastos,  a  classicist  who  has 
never  been  a  professional  coin  dealer, 
has  long  been  a  customer  of  McNall's, 
and  appears  in  McNall's  promotional 
tape  offering  testimonials.  Athena, 
which  has  been  running  in  the  red 
since  last  year,  is  scheduled  to  be 
liquidated  in  1993. 

Athena  II,  which  raised  $25  million 
in  1989  to  invest  in  ancient  coins  and 
antiquities,  is  also  losing  money. 
Athena  II's  units,  which  were  sold  for 
$1,000  each,  can  be  traded  through 
Merrill  Lynch  at  the  end  of  everv' 
quarter.  Recent  unit  prices  ranged 
from  $840  to  $1,000.  Cash  distribu- 
tions: $51  in  1989;  $80  in  1990. 

The  third  fiind,  nfa  World  Coin 
Fund,  which  trades  primarily  U.S. 
coins,  is  the  shakiest  of  the  lot. 
McNall  had  hoped  the  fund  would 
raise  as  much  as  $70  million;  it  attract- 
ed only  $16  million.  The  units  have 
held  their  values,  but  the  fund  has 
been  losing  money.  No  distributions 
have  been  paid. 

^Is  there  a  conflict  of  interest  be- 
tween McNall's  investors  and  his  seri- 


ous collectors.'  Of  course.  The  former 
are  looking  for  a  quick  runup  in 
prices;  the  latter  are  delighted  when 
the  market  sags,  so  they  get  more 
bang  for  their  collecting  buck.  Does 
McNall  exploit  that  conflict? 

It  would  appear  so.  Forbes  recently 
attended  an  auction  of  155  lots  of 
ancient  coins  staged  by  McNall  at 
Caesars  Palace  in  Las  Vegas.  The 
coins  came  from  the  funds  he  man- 
ages, and  private  consignors.  The  star 
lot,  a  set  of  the  12  Caesars  in  gold, 
brought  $185,000.  The  buyer?  Re- 
tired Beverly  Hills  pediatrician  Dr. 
Frnest  Vandeweghe,  a  former  pro 
basketball  player  for  the  New  York 
Knicks  and  an  old  friend  of  McNall's. 

Vandeweghe  is  also  a  limited  part- 
ner in  McNall's  Athena  funds.  Why 
would  he  collect  at  retail  prices  when 
he  was  investing  at  wholesale? 
Vandeweghe  says  he  was  acting  for  a 
syndicate  of  friends  and  sports  pros 
including  his  son  Kiki,  a  current  New 
York  Knicks  star.  Vandeweghe  says  he 
got  a  great  deal.  'T  look  for  these 
coins  to  be  worth  $400,000  to 
$500,000  in  five  years,"  he  says. 
Counters  McNall:  "I  don't  see  how 
[the  coins]  will  be  worth  that." 

Heads,  the  collectors  lose;  tails,  the 
investors  lose.  Either  way  Bruce 
McNall  wins.  McNall  tries  to  sidestep 
the  issue  when  he  says,  not  very  con- 
vincingly: "Most  people  don't  under- 
stand that  making  money  was  never 
my  goal.  My  goal  has  always  been  to 
try  to  excite  people  about 
collecting."  Hi 
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Dave  Thomas,  founder  of  Wendy's,  was  smart  enough 
to  know  when  to  leave  his  company  for  others 
to  manage.  A  good  marketer  and  motivator, 
he  was  also  smart  enough  to  know 
when  to  come  back. 

Hamburger  helper 


n 
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Bv  Linda  Killian 


Wendy's  fouiiLici  cjmI  ctnei  pitchman  R.  David  Thomas 

"A  lot  of  entrepreneurs  start  something  they  can't  finish." 
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When  should  a  chief  executive  step 
down?  R.  David  Thomas,  founder  of^ 
Wendy's,  began  having  second^l 
thoughts  about  staying  on  after  hiS| 
managers  pushed  for  the  hamburger; 
chain  to  introduce  a  salad  bar  in  1979. 

Thomas  thought  it  was  a  dumbugpj  j 
idea.  Wendy's,  he  felt,  should  stick  tQj  ,g„5|[, 
its  original  formula  of  burgers.  Pros-,  jj  }„ 
t\'s  and  fries.  Why  muddy  a  winning,  y'jjp^ 
concept?  But  in  fact  the  salad  bar,  oJ^qj 
became  a  big  hit,  which  gave  Thomas,  j^y 
then  47,  pause.  |  ^^^^ 

"Here's  a  company  I  didn't  want  to,  5  j 
screw  up,"  he  says.  "I  see  a  lot  of  ,|jq^^, 
entrepreneurs  start  something  they  )^^  qi 
can't  finish."  Besides,  after  more  than  (^  ^i 
30  nonstop  years  of  working,  Thomas,  [|,j|,„ 
wanted  some  time  to  enjoy  himselfj  ^^^^ 
Good  at  marketing  and  at  motivating  -^^^ 
people,  he  hated  writing  mehios  anq  ^^  j^ 
dealing  with  lawyers  and  accountants;  ly^^ 
his  mind  wandered  if  any  meeting  j^ 
lasted  more  than  1 5  minutes. 

"I  think  an  entrepreneur  has  limita-, 
tions,"  he  says.  "I  thought  it  was  thej  ^^^■. 
best  time  to  back  off  and  let  other 
people  who  were  smarter  than  me  da 
things." 

So  in  1982  he  cut  bait,  giving  up  his^ 
position  as  chief  executive,  although  j, 
remaining  senior  chairman — a  title  he 
created  to  give  executives  below  hirri 
more  say  in  the  day-to-day  running  01  j ^r ■ 
the  company.  _  ^^^ 

For  a  while  things  were  fine.  The(/j 
Dublin,  Ohio-based  company's  high-i^Lr  ' 
ly  successful  "Where's  the  beef  ac^^L 
campaign   pushed  profits  to   $76.2  [^^ 
million  in  1985,  a  level  that  has  yet  tc  .^ 

I  1         I  '*"13  [(J 

be  equaled.  j^^^ 

Then  the  company  began  to  g^f^A,  v 
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sloppy,  says  Thomas.  Qualit\'  at  res 
taurants  became  spott)'  and  sales  start-  j  j 
ed  to  slide.  The  restaurants  lost  moni 
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ra  1986  and  1987. 
Heanwhile,  Thomas  tried  to  enjoy 

I  iself.  He  did  all  the  right  things — 
5  i-ed  golf,  invested  in  orange  groves 

II  car  dealerships — but  "didn't  find 
11  of  it  very  exciting." 

..nter  James  Near,  a  former  franchi- 

c  and  Wendy's  president,  who  was 

15  ;d  by  Thomas  to  become  chief 

:)  :utive  in  1989.  Near  figured  the 

( ipany  had  strayed  too  far  from  its 

)i  ,inal  concept  and  needed  its  guid- 

n  light  back.  He  said  he  would  take 

1  top  job  on  one  condition — that 

r  )mas  return. 

From  my  perspective,  he  had  been 

'%  hed  aside,"  says  Near.  "1  felt  we 

%  ded  him  as  our  focal  point.  1  told 

'%  ,  get  someone  to  handle  your 

'™)iside  investments  and  focus  100% 

A'^endy's — you  go  wave  the  flag." 

homas,  now  59,  had  his  own  con- 

V  Dns.  He  accepted  no  operational 

t  lonsibility  but  would  serve  a  role 

as  important — that  of  the  com- 

inin;,  y->^  spokesman,  in-house  cheerlead- 

^  *r  nd  roaming  quality  control  man. 

^^^  le  had  ample  incentive:  with  8%  of 

I"  company's  stock  (currendy  worth 

^"1!  5  million),  he  was  and  is  its  largest 

'"'  "i:  ;le  owner. 

™  )ne  of  Thomas'  first  jobs  was  to 
.'thaiji  fo  Wendy's  advertising  agency. 
lomij  Jiing  had  matched  the  success  of 
m\  "Where's  the  beef,"  campaign,  so 
'^tinf  i)mas  sat  the  advertising  folks 
'*'"'l(/n  to  explain  what  Wendy's  was 
»tfe  ly  about. 

i^^  le  articulated  the  company's  es- 
e  ce  so  well  that  the  agency  decided 
'™^(  ought  to  do  the  commercials.  Ad- 
i'>K  isin^f  Age  has  since  referred  to  him 
'"''%  a  steer  in  a  half-sleeved  shirt,"  but 
W"b  ads  have  been  effective. 

Jong  with  Near's  cost-cutting  and 
jpi*:  le  new  menu  introductions, 
tiW.  )mas'  new  role  as  spokesman  is 
:k^  lited  with  helping  turn  things 
\vh%  ind.  Wendy's  posted  systemwide 
1111?'^  5  of  just  over  $3  billion  last  year, 
j  534  million  from  1989,  and  had  a 
c  ^H'  increase  in  net  income  over  the 
before.  This  while  the  rest  of  the 
iburger  chains  remained  flat, 
homas'  other  job  is  visiting  res- 
•ants  to  check  on  quality  and  press 
flesh  with  employees.  Thomas 
to  ib  ids  35  weeks  out  of  every  year 
jtffs^-eling  to  Wendy's  francJiises; 
>>iirtT  iks  to  Jiis  commercials  he  has  be- 
tnoOcjie  a  celebrity  to  the  franchisees 


^:«< 


and  workers. 

At  a  recent  visit  to  a  Wendy's  in 
Sarasota,  Fla.,  Thomas  literally 
stopped  traffic:  horns  were  blowing, 
and  people  were  lining  up  in  the 
parking  lot  to  meet  him.  "In  a  fran- 
chise company  you  have  to  have 
someone  who  is  inspirational,"  says 
Michael  Welch,  owner  of  1 1  Wendy's 
franchises  in  Sarasota.  "Who  can  do 
that  better  than  Dave  Thomas — the 
founder?" 

An  unpretentious  man,  Thomas 
wears  white  socks,  doesn't  use  fancy 
words  and  often  jumbles  syntax.  He 


This  was  lucky  in  several  ways. 
Through  his  position,  he  got  to  meet 
Colonel  Harland  Sanders,  Kentucky 
Fried  Chicken's  late  founder,  who 
became  a  mentor  and  taught  Thoni- 
mas  what  he  knew  about  promoting  a 
business.  Sanders,  as  Thomas  recalls, 
would  show  up  at  radio  stations  in  his 
distinctive  white  suit  and  give  out 
fried  chicken. 

Thomas  was  evidentiy  a  good  stu- 
dent. For  his  efibrts  in  turning  around 
those  franchises,  he  got  a  stake  in 
those  businesses.  By  age  35,  he  had 
made  his  first  million.  Part  of  that 
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Thomas  flipping  hamburgers  in  Sarasota 

He  spends  over  eight  months  a  year  on  the  road 

as  in-house  cheerleader  and  roaming  quality  control  man. 


even  jokes  that  it  took  him  two  hours 
to  get  the  phrase  "muchas  gracias" 
right  for  a  commercial. 

Thomas  says  a  difficult  childhood 
gave  him  the  determination  to  suc- 
ceed. He  was  adopted,  but  his  adop- 
tive mother  died  when  he  was  5.  His 
adoptive  father,  a  handyman  when  he 
could  get  work,  married  three  more 
times  and  moved  the  family  ten  times 
in  eight  years.  Thomas  got  his  first  job 
at  age  12,  and  quit  school  after  tenth 
grade  to  work  fiill  time  in  restaurants. 

After  working  his  way  up  from  bus- 
boy  to  manager  of  a  Fort  Wayne,  Ind. 
family  restaurant,  he  was  given  a 
chance  to  manage  four  failing  Ken- 
tucky Fried  Chicken  franchises  in  Co- 
lumbus, Ohio. 
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ultimately  became  the  starting  capital 
for  Wendy's,  which  opened  in  1969, 
and  was  named  after  one  of  Thomas' 
daughters. 

Coming  this  fall  is  Dave's  Way,  an 
autobiography  with  advice  for  aspir- 
ing entrepreneurs.  Proceeds  will  go  to 
adoption  and  child  welfare  agencies. 
In  the  book  he  writes,  "More  than 
anything,  I'm  a  marketer."  He  admits 
he's  not  the  right  person  to  run  Wen- 
dy's today. 

Entrepreneurs  often  have  skills  oth- 
er than  those  required  to  run  big 
companies.  Dave  Thomas  knew  when 
he  was  over  Jiis  head  as  chief  execu- 
tive. It's  too  bad  many  other 
founder/chief  executives  cannot  see 
themselves  so  clearly.  ^M 
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Grown  agents 

With  the  end  of  the  war  in  the 
Persian  Gulf,  no  major  defense  stock 
has  been  flying  higher  than  St.  Louis- 
based  General  Dynamics  Corp. 
Thanks  in  part  to  the  stellar  perfor- 
mance of  the  company's  weapons  in 
the  war,  its  NYSE- traded  shares  are  up 
46%  since  Jan.  31,  to  a  recent  42. 
Some  analysts  think  the  stock  may  rise 
even  higher  in  anticipation  of  a  big 
stock  buyback,  rumored  on  Wall 
Street  to  begin  next  year. 

A  big  buyback  would  suit  Chica- 
go's Lester  Crown  and  his  family.  The 
billionaire  Crowns  own  22%  of  Gen- 
eral Dynamics'  shares,  worth  $385 
million.  A  stock  buyback  could  boost 
the  family's  stake  to  as  much  as  32%  by 
1995,  tightening  a  grip  on  corporate 
strategv'  that  goes  back  to  1959,  when 
family  patriarch  "Colonel"  Henr}' 
Crown — so  named  for  his  ser\'ice  as  a 
procurement  officer  in  World  War 
II — swapped  his  building  supply 
company  for  a  stake  in  General  Dy- 
namics. The  Colonel  died  in  1990, 
but  son  Lester  and  grandson  James 
serve  on  General  Dynamics'  board. 

The  stock  reached  89  in  1986.  But 
then,  hurt  by  $330  million  in  write- 
offs at  various  aerospace  divisions,  it 
plunged  to  a  low  of  19  last  year.  The 
Crowns  helped  promote  former  as- 
tronaut William  Anders  for  chairman 
in  January.  Anders,  57,  vows  to  bid 
only  on  contracts  on  which  the  com- 
pany can  make  good  money.  This 
should  cut  the  work  force  through 
attrition^  reduce  capital  expenditures 

Billionaire  investor  Lester  Crown 
A  bigger  percentage  of  GD? 


somewhat  and  bolster  the  company's 
uncommitted  cash  flow.  Excess  cash 
flow  should  total  $1  billion  over  the 
next  five  years.  If  it  keeps  flowing, 
such  cash  would  comfortably  finance 
a  buyback  of  up  to  13  million  shares. 
Neither  the  company  nor  the 
Crowns  will  comment  on  the  chances 
or  size  of  a  stock  repurchase.  But  a 
large  share  repurchase,  which  might 
well  increase  the  value  of  the  Crowns' 
holdings  without  creating  a  current 
tax  liability  for  them,  makes  good 
sense  for  billionaires  and  small  share- 
holders alike.  -JoelMillman 

Madame  Chairman 

Last  month  Lucie  Salhany,  45,  be- 
came chairman  of  Fox  Inc.'s  Twenti- 
eth Television  unit,  which  produces 
six  network  series  and  syndicates  such 
first-run  shows  as  A  Current  Affair. 
"1  hired  her  because  I  think  she's 
simply  the  best  in  her  business,"  says 
Fox  Inc.  Chairman  Barr\'  Diller. 

And  one  of  the  most  determined. 
Six  years  after  arriving  in  HoUy'wood, 
Salhany  has  the  most  powerful  job 
ever  awarded  to  a  woman  in  television 
at  a  production  studio  or  network. 
Married  to  a  Boston  restaurateur, 
John  Polcari,  she  juggles  a  commut- 
ing marriage  and  Los  Angeles  home 


life  with  two  young  sons.  ^'"' 

Born  in  Cleveland  to  parents  wl  vHVFff 
had  emigrated  from  Lebanon  ai  enniits 
Jordan,  Salhany  dropped  out  of  Ke  Amt"^ 
State  after  one  year.  She  got  her  sta  e  nucl'^ 
in  TV  as  a  secretary  at  a  Cleveland  ui  ed^our 
station,  vvkbf-t\',  in  1967.  Withciw 
weeks  she  told  her  boss  that  she  wan  isWBt) 
ed  his  job;  luckily  he  agreed  to  tra  Way  1 
her.  After  several  moves,  she  becan  fctr\'  ii 
program  manager  by  1973.  li  a" 

In  1975  Salhany  moved  to  WLVl-l  iiik."s3 
in  Boston.  Four  years  later  she  joins  sktncl 
Taft  Broadcasting  Co.  as  a  progran  iilubon! 
ming  executive.  In  1985  Mel  Harrininion 
president  of  Paramount's  TV  groujdcnvin 
hired  her  as  president  of  the  domest  Thatsc 
television  unit. 

Under  Salhany,  Paramount  b< 
came  the  undisputed  leader  in  deve 
oping  and  distributing  shows  for  fin 
rim  syndication.  Among  the  hits:  Sta 
Trek:  The  Next  Generation,  The  A. 
senio  Hall  Show  and  Hard  Copy.  Sli 
was  devastated  in  1989  when  Pari 
mount  decided  not  to  build  a  fifl 
network  with  MCA,  which  might  hav  laner. 
coimtered  Fox's  "fourth"  network 

Despite    Paramount's    efforts 
keep  her,  Salhany  finally  elected 
join  the  demanding  Barry  Diller.  "iirtctor 
like  that  challenge,"  she  says.  "I'm  ale 
my  very  worst  when  things  are  goirared  to 
well . ' '  -Kathryn  Harri  questi 
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Fox  Inc.'s  Twentieth  Television  Chairman  Lucie  Salhany 
She  told  her  boss  she  wanted  his  job. 
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reenie  with  smarts 

/ELVH  YEARS  AGO  Princeton  engi- 

1  li^ring  researcher  Jan  Beyea  took  to 

>lumbia  University's  stage  to  blast 

nuclear  power  industry'.   Hun- 

ds  of  antinuke  college  kids  loved 

show.  "I  feel  like  a  rock  star," 

shed  Beyea  at  the  time. 

Today  Beyea,  51,  sees  American 

lustry  in  a  less  hostile   light.    "I 

ally  got  tired  of  the  politics  of 

[ime,"  says  Beyea,  who  since  1980 

been  chief  scientist  at  the  National 

^■'Si  idubon  Society.  "We're  looking  for 

Kin(  mmon  ground  [between  business 

r'roi;  d  environmentalists]." 

ic!  [That  search  leads  him  not  only  to 

(Imand  government  regulation  but 

■  t;io  to  work  at  convincing  businesses 

ulcvii!  change  their  manufacturing  and 

iiriii(  sign  in  ways  that  are  equally  kind  to 

earth  and  to  the  bottom  line. 

yea  says  he  was  particularly  pleased 

a  recent  negotiation  to  eliminate 

avy  metals  from  inks  and  pigments 

atiithat  packaging  materials  will  burn 

hthx  laner.  Says  Beyea:  "Once  we  made 

mil  .lear  that  we  wouldn't  demand  that 

)m  1  sinesses  eliminate  every  last  trace  of 

id  j  llutants,  JefTrey  Lane  [an  associate 

Ikr.  (  ector  at  Procter  &  Gamble]  and 

Tint  t  other  business  representatives  of- 

soiii  ed  to  do  more  than  we  originally 

H\Rli  guested." 

On  the  other  hand,  Beyea  has 
netimes  found  himself  discour- 
;  sd  by  the  intransigence  of  his  envi- 
1  imentalist  colleagues.  "It's  a 
!  ange  experience  when  you  end  up 
1  ing  your  enemies  more  than  your 
f  :nds,"  he  says.  "We  environmen- 
t  ists  have  a  lot  to  learn  about  nego- 
t  ting."  -William  Tucker 

Ighting  the  unbundlers 

1  AUD  is  a  big  part  of  the  health  care 
c  St  predicament.  According  to  one 
r  tional  watchdog  group,  of  the 
;  00  billion  spent  on  health  care  in 
U.S.  last  year,  as  much  as  $70 
Hlion  was  a  result  of  fraud. 

Fighting  this  fraud  is  building  a 

:e  business  for  Thomas  R.  Owens. 

rvens,  36,  is  president  of  Malvern, 

]  .-based  GMIS,  a  small  ($1.4  million 

income  on  $6  million  sales)  but 

Dwing  privately  held  concern  that 
( velops  computer  software  pro- 
{ ims  that  help  insurers  and  health 

lintenance   organizations   identify 
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Environmentalist  Jan  Beyea 

Tired  of  "the  politics  of  blame." 


fraudulent  or  erroneous  health  care 
claims.  (The  company  hopes  to  come 
public  within  the  next  month  or  two. ) 

Owens  says  one  of  the  biggest 
problems  is  doctors  who  try  to 
"game"  the  third-party  payments  sys- 
tem by  circumventing  the  insurers' 
increasingly  stringent  reimbursement 
regulations.  One  common  method  is 
"unbundling,"  where  a  doctor  splits 
one  procedure  into  different  parts, 
collecting  higher  reimbursements  as 
he  goes.  By  unbundling  charges  on  a 
hysterectomy,  for  example,  a  doctor 
once  billed  $4,800  on  a  claim  that 
should  have  generated  only  $2,800. 

GMis'  system,  called  Claim  Check, 
identifies  unbundling,  double  billing 
and  other  common  physician  claim 
abuses.  James  Garcia,  a  director  at 
Aetna,  is  a  big  believer  in  GMis'  Claim 
Check:  For  a  $325,000  annual  license 
fee,  Aetna  is  saving  $2  million  a  month 
on  erroneous  claims. 

Owens  joined  GMis  in  1987,  three 
years  after  the  company  was  founded. 
But  he's  no  newcomer  to  health  care 
cost  containment.  While  getting  his 
degree  in  hospital  administration  at 
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GMIS' Thomas  Owens 

Fighting  $70  billion  worth  of  fraud. 


Yale,  he  worked  closely  with  the  Yale 
team  that  developed  Diagnosis  Relat- 
ed Groups,  the  guidelines  and  codes 
for  reimbursement  of  Medicare 
claims,  for  the  U.S.  government. 

"1  ended  up  hating  the  hospital 
business,  but  the  cost  issue  has  always 
been  a  theme  with  me,"  says  Owens. 
And  the  basis  for  what  looks  like  a  very 
promising  business. 

-Gretchen  Morgenson       ■! 
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dl  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1  %  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

"Price  subject  to  change  without  notice 

Forbes  Lake  of  the  O^rarks 

Box   303,  Fort  Garland,  CO  81133 

Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 

PLEASE  PRINT 


Name. 


Address. 


City/State/Zip . 
Telephone 


or  phone  816/438-2801 


1008 


Obtain  Ihe  Properly  Report  required  by  F-erteral  law  and  read  it  betore  signing  anyihmg  No  Federal  agency  has  judged  Itie  merits  or  value,  if  any,  of  Itiis  property  Equal  Credit  and  Housir 
Opportunity,  A  statement  and  offering  statement  fias  been  filed  witfi  the  Secretary  of  Slate  of  the  State  of  New  Yorl<  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  i  , 
lease  by  the  Secretary  of  Stale  or  that  the  Secretary  of  Stale  has  in  any  way  passed  upon  the  merits  of  such  offering  ,  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangred  ( 
Cristo  Ranches    NYA88-178 
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:'he  market  may  be  good,  but  it  is  not 
neap.  The  Barra  All-US  index  of  over 
,000  stocks  is  selling  for  nearly  21 
jmes  latest  12-month  earnings.  (Un- 

e  some  other  widely  published  mar- 

t  indicators,  the  p/e  of  this  index 
icludes    negative    earnings.)    Wall 

eet  is  obviously  counting  on  opti- 
listic  earnings  forecasts  for  1992  to 
istain  current  share  prices.  The  Insti- 
itional  Brokers  Estimate  System  is 
vpecting  a  24%  profit  increase  for  the 
kP  500  in  1992.  If  these  projections 
irn  out  to  be  widely  off  base,  it  is 
nlikely  the  market  wdll  keep  on  flirt- 
ig  with  new  highs. 

Over  the  last  year  the  S&P  500  has  a 
)tal  return  (including  reinvested  div- 
lends)  of  8%.  But  the  Sharpe/Barra 
irowth  index — big  stocks  with  high 
arnings  growth  in  the  past  and  ex- 
ected  high  growth  in  the  fiature — 
as  a  10%  total  return.  In  a  rallying 
larket,  such  growth  stocks  often  lead 
"le  rest  of  the  pack. 


Special  focus 


"If  the  U.S.  sneezes,  Zimbabwe 
doesn't  necessarily  catch  a  cold," 
says  Paul  Melton,  editor  of  Amster- 
dam-based JTie  Outside  Analyst. 
His  point:  performance  of  emerg- 
ing markets  is  not  highly  correlated 
with  developed  markets.  His  favor- 
ites? Hong  Kong  and  the  Philip- 
pines. A  recent  Barra  study  found 
that  a  10%  inclusion  of  emerging 
market  stocks  in  a  portfolio  of  U.S. 
stocks  and  bonds  would  have  in- 
creased returns  and  lowered  risk. 


Risk  versus  reward  (19861991) 

18% 


^  16 
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Percent  of 
portfolio  invested 
in  emerging 
markets. 

60' 


80% 


100% 


Diversification  benefit 
from  adding  emerging 
market  stocks  to  a  typical 
balanced  portfolio. 


The  overall  market                                                                          1 

2400 

The  Barra  All-US  index 
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Closeup  on  the  market 


Index  or  investment 

Barra  All-US  index 

Sharpe/Barra  Growth  index' 

Sharpe/Barra  Value  index- 

Dow  Jones  industrials 

S&P  500 

NYSE 

Nasdaq 

Amex 

EAFE' 

CRB  index '^ 

Gold^ 

Yen^ 


0.2 
0.8 
0.7 
0.8 
2.5 
0.7 

111 

0.4 
0.6 


%  change  from 

lyear 

5-year  high 

4.3  % 

-2.9% 

10.1 

-2.2 

8.1 

-2.8 

0.9 

-2.5 

4.4 

■  -3.5 

4.8 

-3.1 

5.3 

-4.5 

0.7 

-3.1 

-14.8 

-24.7 

-11.8 

-24.3 

4.0 

-26.7 

-6.8 

-15.4 

16.0 

-52.6 

The  best  and  worst  performing  stocks" 


Best 

Price 

2-week 
change 

1991 
EPS' 

Worst 
EMC  Corp 
Riggs  National 

Price 

7'/2 
6'/2 

2-week 
change 

1991 
EPS' 

Ashton-Tate 

16 

20  5/8 

52% 
38 

$0.52 
1.60 

-27% 

$0.85 

Craig 

-20 

-0.90 

Cray  Computer 

12% 
20 

32 

-2.39 

HON  Industries 

First  Interstate  Bancorp 

143/4 

275/8 

-17 

0.96 

Cirrus  Logic 

29 

1.41 

-16 

3.08 
0.18     ^ 

Filene's  Basement 

23  3/4 

28 

0.74 

New  Jersey  Steel 

11  3/4 

-16 

The  best  and  worst  performing  industry  factors' 


10 


Best 

2-week 
change 

6.5% 

4.3 

3.7 

3.4 

3.3 

Since 
12/31/90 

42.4% 

16.6 

Worst 

Consumer  durables 

Oil  service 

2-week 
change 

Since 
12/31/90 

Tobacco 
Aerospace 

-4.4% 
-3.1 

18.8% 
-7.0 

Business  machines 

17.7 

Coal  &  uranium 

-2.6 
-2.4 
-2.0 

-5.4 
13.5 
13.9 

Media 
Pollution  control 

8.4 
2.8 

Life  insurance 
Water  transport 

, 

10%  15%  20%  25%         30% 

Risk  (annualized  standard  deviation) 


)te:  Data  for  period  ending  7/1 1/91.  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
)Rs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
)v»th.  ^ Total  return  of  a  portfolio  of  more  than  300  large-capitalization  stocks  characterized  by  lov»  pnce-lo-book  ratios,  high  yields  and  low  price-to-earnmgs  ratios.  'A  dollar-denominated  capitalization- 
;ighted  index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source:  Morgan  Stanley  Capital  International  Perspective. '  Index  of  21  commodity  futures.  ^  Knight-Ridder 
lancial  Information, '  During  the  last  two  weeks.  'Institutional  Brokers  Estimate  System,  from  Lynch,  Jones  &  Ryan.  ^  Shows  total  return  to  the  industry  factor  after  controlling  for  other  influences  including 
mpany  size,  value  and  grovrth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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CRB  Spot  indexes 


CRB  Futures  indexes 


360 


350 


Raw  industrials' 
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Precious  metals' 


The  Commodity  Research  Bureau  Futures  Index  is  off 
more  than  12%  from  a  year  ago,  but  that  decline  is  modest 
compared  with  the  more  pronounced  drops  in  several 
components  of  this  index.  The  coffee  and  cocoa  group  is 
off  19%  for  the  12  months  through  June,  the  grain  group 
off  an  average  17%.  The  sharpest  decline  is  in  the  oilseed 
(soybeans  and  linseed)  group,  which  lost  25%.  Although 
September  crude  oil  fijtures  gained  8.5%  over  the  last  three 
months,  petroleum  prices  stand  a  good  chance  of  declin- 
ing: Domestic  inventories  are  higher  than  they  were  this 
time  last  year,  and  consumption  remains  sluggish.  Even 
gasoline  prices,  which  should  now  be  experiencing  peak 
seasonal  demand,  have  been  weak.  This  weakness  in 
commodities  prices  has  to  a  degree  counteracted  inflation 


■agstiEsi^ 


in  the  service  sector  (doctor  bills,  for  instance).  Tl 
Consumer  Price  Index  for  services  is  up  5.4%  over  M 
1990  while  the  overall  Index  is  up  5.0%  over  May  1990 
C.J.  Lawrence  chief  economist  Edward  Yardeni  is  com 
dent  that  the  downward  trend  in  the  commodity  fiitur 
index  will  eventually  mean  a  slowdown  in  price  increases 
the  retail  level.  Yardeni  expects  consumer  prices  to  ri 
only  about  3%  throughout  1991 .  "It  is  somewhat  unusu 
to  see  the  economy  start  recovering  while  commodi 
prices  are  still  falling,'"  adds  Yardeni.  "The  pessimists  a 
saying  this  means  the  recovery  is  only  a  mirage,  but 
believe  it's  legitimate  because  I  see  improving  sales  ar 
declining  inventories."  Low  prices  and  high  output  wou 
be  the  best  of  all  possible  worlds. 
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Commodity  spotlight 


Cash  and  futures  prices 


September  corn'  ($  per  bushel) 

2,90 
2.70 
2.50 
2.30 
2.10 


1990 


1991 


Spot  indexes 

Futures  indexes 

Index' 

Value 

3-mo  change 

Index" 

Value 

3-mo  Chang 

All  commodities 

240.92 

-6% 

CRB  index 

206.18 

-7% 

Raw  industrials 

280.14 

-5 
-8 

Precious  metals 

251.84 
235,93 

2 
0 

IVIetals 

243.62 

Industrials 

Textiles 

257.27 

-2 

Grains 

166.16 

-10 

Foodstuffs 

193.61 

-8 

Livestock  &  meat 

197,82 

-15 

Spot  commodity  prices 

Futures  prices 

Index 

Price 

3-mo  change 

Index 

Price 

3-mo  Chang 

Steel  scrap  (short  ton) 

$89.00 

-9% 

Oct  platinum  (troy  oz) 

$387,90 

-6% 

Copper  scrap  (pound) 

0.82 

-8 

Sept  crude  oil  (barrel) 

21.17 

9 

Print  cloth  (sq  yard) 

0.85 

5 

Sept  copper  (pound) 

1.01 

-4 

Corn  (bushel) 

2.21 

-11 

Oct  cotton  (pound) 

0,71 

-5 

Soybean  oil  (pound) 

0.18 

-15 

Sept  Chi  wheat  (bushel) 

2,64 

-12 

According  to  a  recent  report  from  the 
U.S.  Department  of  Agriculture, 
more  corn  was  planted  this  year  than 
was  originally  thought,  and  existing 
inventories  are  fairly  high.  An  expect- 
ed reduction  in  corn  exports  to  the 
Soviet  Union  also  drove  down  corn 
prices.  But  the  market  rallied  some- 
what with  news  that  weather  may 
deteriorate  later  this  summer. 

Note:  All  prices  as  of  7/9/91,  'Composed  of  13  commodities,  ^Composed  of  the  13  raw  mdustrial  commodities  plus  10  foodstuffs,  '  Gold,  platmum  and  silver,  'Composed  of 
commodities,  ''Prices  from  4/9/91  through  7/9/91,  ''Base  for  spot  and  futures  indexes  (1967=100),  Source:  Knight-Ridder  Commodity  Research  Bureau, 
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If  you  won't  give  to 

help  the  innocent, 

how  about  giving  to 

torment  the  gui%? 
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In  the  aftermath  of 
Operation  Desert  Storm, 
Saddam  Hussein  has 
forced  hundreds  of  thou- 
sands of  Kurdish  men, 
women  and  children  from 
their  homes. 

He    has    bombed, 
strafed,  shot  and  chased 
them  through  late  winter 
and  spring  in  the  Zagros 
mountains.  Tens  of  thou- 
sands remain  caught  be- 
tween Saddam's  armies, 
rebel  forces  and  less-than- 
receptive  governments  in 
Iran  and  Tlirkey. 

While  international 
refugee  camps  have  been 
established,  the  situation  is  still  des- 
perate. That's  reason  enough  to  give 
to  the  Kurdish  Disaster  Fund.  But 
if  compassion  alone  won't  motivate 
you,  give  something  just  to  spite 
Hussein. 

WHAT    TO    GIVE     THE 
MAN  WHO  CAUSED  EVERY- 
THING. Saddam  loathes  the  Kurds. 

For  every  American  his  troops 
killed  in  the  war,  Saddam  has  had 
his'  troops  kill  tens  of  thousands  of 
Kurds.  In  1987  and  1988,  he  even 
resorted  to  chemical  weapons. 

But  the  Kurdish  spirit  will  not 
die.  These  people  are  as  tough,  as 
enduring,  as  stubborn  as  the  Zagros 
mountains  they  call  home. 

When  you  give  to  the  Kurdish 
Disaster  Fund,  you  feed  that  spirit. 
You  provide  food,  clothing  and 
shelter— the  simple  tools  of  survival, 


not  the  tools  of  war.  By  feeding  that 
spirit,  you  gall  Hussein. 

WHY  THIS  DISASTER 
FUND?  The  Kurdish  Disaster 
Fund  is  sponsored  by  the  Kurdish 
Cultural  Centre  in  London,  a 
registered  charity.  With  just  three 
full  time  employees  overseeing  a 
network  of  Kurdish  volunteers  in 
Iran  and  Turkey,  the  Kurdish  Cul-  r 
tural  Centre  sends  virtually  every 
cent  it  raises  to  the  aid  of  refugees. 

Your  donation  will  help  put 
medical  teams  in  the  field.  It  will 
help  put  food  into  refugee  camps. 
It  will  help  pay  for  water  purifica- 
tion systems.  And  for  clothing— 
warm  clothing. 

THE  KURDS  ARENT 
DONE  DYING.  In  the  weeks 
•and  months  ahead,  the  world's 
attention  will  be  drawn  away  from 


the  plight  of  the  Kurds. 
The  story  will  fade  from 
the  front  page. 

Don't    be    fooled. 
Don't  forget.  Tens  of  thou- 
sands   more    lives   will 
remain  at  risk  in  Kurdi- 
stan and  in  the  refugee 
camps  for  years  to  come. 

Please  help.  Now 
and  later.  Return  the  cou- 
pon. Send  a  check.  Use 
a  credit  card. 

If  the  Kurdish  spirit 
survives,  the  human  spirit 
survives.  And  that  in  itself 
will  be  a  heavy  blow  for 
Saddam. 

For  the  sake  of  speed  and 
simplicity,  funds  from  around  the 
world  are  being  administered  through 
London.  U.S.  bank  checks  and  credit 
charges  will  be gratefiilly  accepted.  An 
envelope  bearing  95^  postage  will  get 
your  help  to  the  Kurdish  people  via: 
Kurdish  Cultural  Centre,  14 
Stannary  Street,  London  SEU  4AA 
United  Kingdom. 
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THE  FUNDS 


Harbor  Growth  Fund's  Bartley  Madden  buys 
companies  with  big  research  and  development  budgets. 

Research 
iresearcher 


By  Christopher  Palmeri 

Barti  FY  Maddkn,  manager  of  the 
$200  million  Harbor  Growth  Fund, 
likes  companies  whose  managers 
don't  mind  penalizing  current  earn- 
ings in  order  to  invest  in  their  futures. 
Since  his  graduate  business  school 
days  at  Berkeley  in  the  late  1960s, 
Madden,  47,  has  been  researching 
how  a  firm's  inx'cstment  in  its  future  is 
reflected  in  its  current  stock  price. 
After  graduation,  he  and  a  partner  set 
up  a  consulting  firm  designed  to  help 
executives  answer  this  c^uestion. 

Madden's  new  business  wasn't 
wildly  profitable,  but  it  did  capture 
the  interest  of  Ronald  Boiler,  the 
pension  fimd  manager  for  glassmaker 
Owens-Illinois.  Boiler  asked  Madden 
to  manage  some  of  Owens-Illinois' 
pension  money  in  1983. 

Madden  specialized  in  unearthing 
medium-size  companies  whose  earn- 
ings were  depressed  because  their  ex- 
penditures on  long-term  projects, 
such  as  research  and  development, 
had  not  yet  paid  off  He  and  other 
managers  of  the  Owens-Illinois  pen- 
sion fund  did  so  well  that  Owens- 
Illinois  began  offering  its  investment 
expertise  to  outsiders.  In  November 
1986  Owens-Illinois  brought  out  the 
Harbor  Growth  Fund,  managed  by 
Madden.  Since  then  the  fi.md  has 
matched  the  S&P  500,  delivering  an 
average  annual  total  return  of  about 
15%;  so  far  this  year  the  fund  is  up 
27%,  versus  16%  for  the  average 
growth  fund  and  14%  for  the  s&r  500. 

One  ot  ^ladden's  successes  has 
been  the  discount  brokerage  Charles 
Schwab  &  Co.,  \vhc)se  shares  he  be- 
gan buying  in  late  )988.  Schwab  was 
investing  heavily  in  new  computer 
systems,  vital  to  its  future.  Since  Mad- 
den bought  in,  Schwab  shares  have 
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Harbor  Growth's  Bartley  Madden 
Specialty:  ships  that  havea't  come  in. 


climbed  to  26%.  "Schwab,"  he  says, 
"is  really  the  Wal-Mart  of  the  broker- 
age industry." 

Madden  uses  a  computer  to  screen 
2,500  stocks.  He  starts  with  compa- 
nies with  a  long  record  of  high  cash 
flow  returns  on  investment — general- 
ly 7%  or  more,  measured  by  their 
earnings  before  interest,  taxes  and 
depreciation  as  a  percentage  of  total 
capital.  Then  he  digs  into  their  finan- 
cial statements  to  identify'  the  compa- 
nies that  are  investing  heavily  in  their 
core  businesses. 

What  has  Madden  dug  up  lately? 
Harbor  Growth  owns  Church  & 
Dwight,  the  $429  million  (revenues) 
company  that  makes  Arm  &  Hammer 
products.  Under  the  22 -year  tenure 
of  Chief  Executive  Dwight  Minton, 
Church  &  Dwight  has  delivered 
shareholders  a  total  return  of  more 
than  17%  a  year.  The  stock  sells  at  25 


times  earnings,  but  Madden  st 
thinks  it's  a  buy  because  the  mark 
doesn't  fully  appreciate  the  fact  th; 
Church  &  Dwight  is  spending  $6 
million  a  year — 15%  of  sales — on  a( 
vertising,  more  than  twice  the  averaj 
for  its  industry. 

Another  Madden  holding  is  Dyn 
tech,  a  $481  million  (revenues)  min 
conglomerate  of  some  40  high -tec 
businesses.  Dynatech's  1990  net  ii 
come  was  ofi^nearly  40%  from  its  198 
peak,  largely  because  of  slumps  in  tl 
markets  for  radar  detectors  and  da 
communications  switches.  But  Dyn. 
tech  sinks  a  high  11%  of  sales  inl 
R&D.  Madden  is  confident  this  invcs 
ment  will  pay  oft. 

Pioneer  Hi-Bred  International,  tl 
world's    largest    producer    of   coi 
seeds,  has  a  $73  million  R&D  budg 
(8%  of  sales)  that  has  been  growing 
better  than  1 3%  a  year.  Another  Ma(| 
den  holding,  Lubrizol,  makes,  amo 
other  things,  chemical  additives  fi 
motor  oils;  it  invests  more  than  8% 
additives  revenues  in   new  produ| 
development. 

For  Madden,  companies  that  spe 
heavily  on  R&D  can  be  even  mo: 
attractive  when  they  are  in  the  mi 
of  a  cyclical  downturn.  Considj 
Measurex  Corp.,  the  leading  suppli 
of  computer-based  control  syster 
for  the  pulp  and  paper  industry, 
spite  of  a  slump  in  the  paper  industr 
which  accounts  for  about  75%  of  sale 
Measurex  has  been  introducing 
steady  stream  of  new  products.  Tl 
stock  is  down  some  40%  from  its  I9J 
high.  "The  market  doesn't  want 
ride  through  a  few  dismal  quarters 
says  Madden.  "But  I  do." 

Madden    has    also    been    ridir 
through  some  dismal  quarters  wi 
Alexander  &  Baldwin,  Hawaii's  lar 
est  sugar  cane  grower  and  one  of  i 
largest  real  estate  developers.  Yet  tl 
firm  has  enjoyed  cash  flow  returns 
nearly  10%  a  year  on  its  total  capit 
over  the  last  five  years  and  plans 
invest  about  $1  billion  in  its  busine 
es  over  the  next  five  years.  At  23V'2,  ti 
stock  is  selling  at  13  times  earnings 

If  big-capitalization  consum 
stocks  yield  their  market  leadership 
the  1990s,  it  may  be  to  medium-si 
growth  companies  such  as  the  on 
Madden  likes.  Harbor  Growth  is  n 
load  and  has  a  below-average  expen 
ratio  of  1%. 
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Bancomer,  Mexico's 

leading  banking 

organization,  knows 

what  it  takes 

to  reach 

its  most  influential 

customers: 


Each  fortnight  over  185,000  primary 
subscribers  throughout  Latin  America 
read  VISION  (42,000  in  Mexico  alone). 
And  VISION  advertisers  reach  an 
audience  of  800,000  individuals  of 
measured  business  and  consumer 
influence  (1989  INRA  Audience 
Profile:  the  ninth  readership  study 
in  vision's  forty  year  history). 

For  additional  information  on  how  tp^ 
reach  the  elite  in  Latin  America 
please  contact: 

VISION  INC. 

310  Madison  Avenue 

Suite  1412' 

New  York,  NY  10017 

Tel.  (212)  953-1380 

Fax  (212)  953-1619 
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Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


The  land  we're  offering  is  far 
ifrom  the  crowds  and  rat  race  of 
cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range— the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  dtsirable  piece  of  property, 
offere  '  ,vjth  financing  and  full 
buyer      election.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 
Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obhgation,  call  719/379- 
3263  or  write  to:  Errol  Ryland 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  303    1WH8 
Ft.  Garland,  CO  81133. 


Obtain  the  Property  Report  required  by  federal  law  and  read  it  before  signing  anytliing.  No  Federal  agency  has 
judged  the  merits  or  value,  if  any.  of  this  property.  Equal  Credit  and  Housing  Opportunity  A  statement  and  ofterino 
statement  has  been  filed  with  the  Secretary  of  SJate  of  the  Slate  ot  New  York  The  tiling  does  not  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  ttie  Sec  retary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering   A  copy  of  the  offeiing  statement  is  available,  upon  request,  Irom  Sangre  de  Cristo 
Ranches,  NYA86-153.  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Comiriission  permits  this  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value.  Obtain  the  Now  Jersey  Public 
Offering  Statement  and  read  it  before  signing  anything,  NJA  #60686004  CO:  Florida  AD  20537 
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MONEY  a  INVESTMENTS 


e  secondary  market  in  tax-free  unit  investment  trusts 
ers  some  tempting  yields  over  the  sliort  term.  But 
ad  carefully  before  you  decide  to  buy. 

Ocking  the  tires  of  used 
init  investment  tmsts 


BEN  WEBERMAN 


i/Veberman  is  a  columnist 
3RBES  magazine. 


O  ISSUES  AGO  I  wrote  about  the 
ues  of  tax-exempt  unit  investment 
ts  as  a  good  way  to  build  a  round- 
portfolio  of  tax-free  bonds.  That 
amn,  stressing  long-term  invest- 
its,  covered  the  primary,  or  new- 
e,  market. 

lut  there's  a  very  active  secondary 
ket  in  tax-exempt  investment 
;t  units.  The  markets  are  made 
;ely  by  the  firms  that  sponsored  the 
t  originally.  The  used  units  in 
se  markets  may  be  quite  attractive 
DuVe  looking  for  good  yields  over 
;riod  of  less  than  fi\e  years, 
he  best  yields  are  those  of  trusts 
t  were  issued  between  1982  and 
55,  when  municipal  bonds  pur- 
sed for  portfolios  offered  double - 
it  tax-free  coupons.  True,  the  high 
ipon  issues  in  these  trusts  are  now 
ag  called  rapidly  for  redemption, 
•n  so,  there  are  units  around  that 
:r  generous  returns  relative  to  oth- 
'ax-exempt  debt.  But  you've  got  to 
your  homework. 

irst  of  all,  make  sure  that  a  used 
"s  quoted  yield  is  described  in 
ns  of  the  call  dates  of  the  issues  that 
ike  up  the  unit.  Because  of  early 
s,  remaining  average  lives  of  these 
its  are  relatively  short  term.  For 
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example,  a  13%  30-year  municipal 
bond  issued  in  1982  and  due  in 
2012 — but  callable  after  10  years — is 
almost  sure  to  be  recalled  in  1992. 
Investors  must  calculate  yield  to  first 
call,  not  to  final  maturity. 

Note,  too,  the  importance  of  fac- 
toring into  yield  the  stiff  sales  charges 
investors  must  pay  to  buy  these  units. 
For  long-term  trusts,  issues  due  in  20 
to  30  years,  a  buyer  will  have  to  pay 
5.5%  to  5.7%  over  the  bid  price  set  on 
the  unit's  net  asset  value.  The  load  is 
3.7%  when  the  average  life  of  issues  in 
the  portfolio  is  5  years.  With  an  aver- 
age maturity  of  3  years,  the  load  is 
2.5% — almost  1%  a  year  taken  from 
income.  These  charges  are  spelled  out 
in  the  prospectus,  and  decrease  the 
more  units  you  buy. 

Typical  yields  of  used  trusts,  even 
after  the  hefty  sales  loads,  range  from 
6.2%  to  7.5%  for  long-term  trusts, 
6.2%  to  7%  for  those  due  in  about  ten 
years,  and  5.2%  to  5.86%  for  units  due 
in  five  years. 

Where  the  secondary  market  really 
sparkles  is  in  units  having  a  realistic 
maturity  expectation  of  less  than  five 
years.  These  trusts  could  have  esti- 
mated long-term  returns  of  6.5%. 
This  compares  with  a  5.95%  yield  on  a 
new  offering  of  a  five-year  bond,  and 
3.8%  on  a  tax-free  municipal  money 
market  fund. 

But  be  carefiil.  Take,  for  example, 
the  yield  data  of  Empire  Trust  Num- 
ber 34,  issued  June  1982.  It  has  a 
liberal  sprinkling  of  high  coupon 
bonds  representative  of  issues  at  that 
time  and  has  a  current  yield  of 
10.65%,  with  12.9  years  before  the 
units  mature.  But  Kevin  Lambert, 
director  of  the  unit  trust  department 
at  Glickenhaus  &  Co.,  cautions  that 
many  of  these  high  coupon  bonds. 


now  selling  at  steep  premiums  over 
par,  will  soon  be  redeemed  at  slightly 
over  par.  Lambert  figures  the  average 
life  to  call,  using  a  conser\'ative  Mu- 
nicipal Securities  Rulemaking  Board 
formula,  is  not  12.9  years  but  only  2. 1 
years.  This  means  the  estimated  re- 
turn to  maturity  is  really  5.6%. 

On  the  other  hand,  consider  IMIT 
(Insured  Municipals  Income  Trust) 
Number  171.  This  unit  is  oft'ered  in 
the  secondary  market  at  $1,004.91 
against  a  par  value  of  $972.34.  There 
aren't  so  many  callable  high  coupon 
bonds  in  this  trust,  so  the  current  yield 
is  6.87%.  The  estimated  long-term 
return  is  6.8%,  with  the  pricing  aver- 
age life  at  8.1  years.  An  8-year  bond 
trades  to  yield  5.9%. 

For  investors  trying  to  calculate 
more  accurate  returns  for  unit  trusts, 
the  Securities  &  Exchange  C'ommis- 
sion  has  made  things  easier.  Since 
August  1989  the  sec  has  required  all 
new  unit  trust  offerings  to  disclose  in 
the  offering  prospectus  the  estimated 
long-term  return  of  the  trust.  As  a 
result,  portfolio  issues  that  are  trading 
at  premiums  must  be  priced  to  first 
call  (or  to  final  maturity  when  trading 
at  a  discount).  Any  investor  thinking 
of  buying  units  in  the  secondary  mar- 
ket should  ask  his  or  her  broker  for  the 
trusts'  updated  prospectus. 

To  guard  against  losses  from  mu- 
nicipal government  default,  1  would 
seek  out  only  insured  fiinds.  Yield  is 
slightly  lower  than  on  uninsured  port- 
folios. But  in  my  view  the  cost  of  the 
insurance  is  worth  the  peace  of  mind. 

You  may  want  to  stick  with  no-load 
funds  to  get  the  same  kind  of  tax-free 
diversification.  But  if  you're  carefully 
selective,  the  secondary  market  in  unit 
investment  trusts  can  yield  some 
pleasing  results.  ■■ 
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PORTFOLIO  STBATEGY 


MONEY  &  INVESIMENTS 


Much  of  the  bearish  case  rests  on  a  false  argument:  that 
Americans  are  ovehndebted.  We're  not  at  all. 

Dumb  bears 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based 
money  manager.  He  has  written  two  books:  The 
Wall  Street  Waltz  and  Super  Stocks. 


Supporting  most  bears  right  now  is 
a  bunch  of  bull:  namely  the  notion 
that  too  much  debt  will  bite  us  in  the 
butt.  Ever  since  last  fall,  the  guts 
underlying  gloom-and-doom  market 
forecasts  have  been  disproven  one  by 
one.  Excessive  debt  is  the  main  argu- 
ment that  the  bears  still  hug. 

Which  is  one  reason  the  bull  market 
has  a  good  long  way  to  run;  the  bears 
are  basing  their  case  on  a  wrong  argu- 
ment. Debt  doomers  come  in  varying 
styles.  There  is  the  banking  crisis 
style  and  the  real  estate  implosion 
style — often  linked,  as  in  "falling  real 
estate  prices  will  bankrupt  the  banks, 
which  will  cause  chaos."  Then,  too, 
are  those  noting  the  "tapped-out 
consumer"  who  can't  or  won't  bor- 
row more — thereby  causing  an  ane- 
mic recovery,  or  no  recovery,  or  final- 
ly, the  pseudo-sophisticate's  favor- 
ite—the "double  dip"  recession. 

Don't  get  me  wrong.  I  don't  rec- 
ommend going  into  debt.  Personally 
I  owe  virtually  no  money.  Certainly 
there  are  individuals,  firms,  industries 
and  municipalities  that  are  too  heavily 
and  stupidly  leveraged  and  will  pay  for 
it  dearly  (as  is  always  true). 

However,  in  aggregate,  debt  levels 
won't  hurt  the  economy  or  the  stock 
market  in  the  1990s. 

A  most  basic  truth  is  that  whatever 
most  folks  are  fretting  about  never 
much  impacts  stocks  in  the  long  term. 
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The  market  is  driven  mainly  by  sur- 
prise. That  so  many  have  so  visibly 
focused  on  banking  and  real  estate 
problems  for  so  long  almost  guaran- 
tees their  impact  being  less  than  a 
surprise  and  already  fijUy  "in  the  mar- 
ket." Trust  me:  If  250  banks  tail,  the 
market  will  rise.  If  750  of  our 
10,000  banks  fail,  the  market  will 
explode  upward.  Fundamentally,  we 
have  too  darn  many  banks. 

And  the  tapped-out  consumer? 
Historically  silly.  Consumers  have  al- 
ways reacted  conserx'atively  to  tough 
times — recoveries  have  never  been  fu- 
eled by  consumer  borrowing.  Despite 
all  you  read,  consumer  debt  as  a  per- 
cent of  personal  income  has  always 
been  flat  to  down  in  the  18  months 
after  a  recovery's  birth.  That  so  many 
otherwise  seemingly  intelligent  and 
educated  seers  seem  to  have  so  over- 
looked this  fact  is  astounding.  Con- 
sumer debt  won't  impede  this  recov- 
ery just  as  it  didn't  fuel  past  ones. 

Don't  believe  me.'  Hit  your  library 
and  get  the  Department  of  Com- 
merce's Business  Conditions  Dijjest,  a 
great  statistical  source.  It  will  show 
you  that  consumer  debt  as  a  percent 
of  personal  income  is  only  a  hair 
higher,  maybe  2%,  than  it  was  in 
1980— up  to  16%,  from  14%. 

In  aggregate,  the  net  carr^'ing  costs 
of  America's  total  debt  of  all  forms  are 
only  about  9%  of  U.S.  personal  in- 
come. Yet,  you  or  anyone  with  a  semi^ 
secure  job  and  minor  savings,  col 
borrow  five  times  that  amount  irefa- 
tive  to  your  income  at  most  bar 
home  mortgage,  car  loans,  cre^ 
cards,  etc.  Far  from  "tapped  out." 

For  all  the  chatter  about  indebted 
America  and  indebted  Americans,  our 
total  societal  debt  of  all  forms — cor- 
porate, individual  and  government 
debt — is  less  than  that  of  most  West- 
ern nations,  relative  to  gnp.  And  less 
than  they  had  two  recessions  ago.  If 
they  evoked  past  prior  recessions 
with  higher  debt  loads,  I  suspect  we 
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will  do  just  fine  now. 

No,  overall  we  don't  have  t( 
much  debt.  We  have  too  little  ai 
have  had  too  little  ever  since  fit 
becoming  a  modern  society.  Which 
why  for  60  years  we  have  been  addii 
debt  relative  to  our  economy's  siz 
And  will  for  maybe  30  more  years 

Why.''  A  better  but  seldom  consi( 
ered  question  is:  What  is  the  rig 
amount  of  debt  for  a  society  to  carr 
The  answer?  Well,  look  at  good  o 
America  in  total.  Our  total  societ 
$  1 3  trillion  of  debt  is  relative  to  aboi 
$5  trillion  of  total  income.  Our  tot 
assets  arc  worth  some  $30  trillion 
$40  trillion  (depending  on  how  yc 
value  our  land,  etc.).  That  gives  us  i 
overall  return  on  assets  of  1 3%  to  17 
(5  -^  35  =  14%).  As  long  as  our  socio 
return  on  assets  is  handily  higher  th 
the    top    sustainable    interest    rati 
imaginable  (averaging  long  and  sho  '^ 
term),  borrowing  will  slowly  rise 

As  long  as  society  can  borrow  at  5 
to  9%  and  generate  13%  to  17%  n 
turns  on  the  borrowed  bucks,  we  ha\ 
too  little  overall  debt.  And  someboc  IN  YOl 
somewhere  who  isn't  too  leverage  ingsin 
will  cook  up  a  scheme  to  turn  a  buc 
or  buy  some  cheap  assets,  and  del 
levels  will  rise.  It  doesn't  matter  muc 
even  if  the  borrower  is  Uncle  Sam  (  Rardv 
your  state,  because  statistically  the  eking 
borrowing  is  a  mere  "transfer  pa]onga 
ment"  of  cash  that  ultimately  ends  u  ering 
in  private  hands  anyway. 

Since  debt  won't  bag  us,  you  migl 
find  something  better  to  worry  abou 
like  which  stocks  to  put  in  your  shoj  /en  tir 
ping  bag.  For  all  the  reasons  I  ha^  nmcin 
discussed  in  recent  months,  I  woul  86  ha 
focus  on  second-tier  stocks  (in  tern  en  ac 
of  size),  selling  at  value  discounts. 
May  I  suggg5£eii:;ffrBr-£j<//er  at  44 
rQsej:^ffand  is  noW  aboiu^l — and 
jrammend  it  again. 

Alaska  Air  (23)  is  cheap  At  27%  dcceede 
revenue  and  book  value,  wt  consun  proac 
er  polls  consistently  sIkw  that  foil  irkets 
would  rather  flvit^han  any  oth(erthc 

t€r  cheap  transport 
Consolidated  Frei£[ht}vays  ( 1 7)  at  13: 
of  revenue,  also  at  book  value.  Twitorof 
cheap  cyclicals  that  should  be  muc 
higher  in  two  years  are  Boise  Cascai\twQ^i 
(25)  and  Inland  Steel{24).  And  fina )bcrtp 
ly,  two  cheap  and  too-beat-up  specia  t,\\ 
ty  retailers  that  will  bounce  back  iHCoi 
this  economic  recovery:  Pier  1  In  Shears 
ports  {7)  and  U.S.  Shoe  (13) 
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WALL  STREET  RREGUIAR 


MONEY  &  mUESTMENTS 


there  money  to  be  made  playing  the  fluctuations 
the  bond  market?  No,  and  here's  why. 


*  \  tool 


sgame 


,t  ral  k  Hulbert  is  editor  of  the  Alexandria,  Va.- 

iJsh(  3d  Hulbert  Financial  Digest.  His  newest 

i^e,  K  is  Thie  Hulbert  Guide  to  Financial 

m  at;  vsletters  (New  York  Institute  of  Finance). 


'AC  hi 

IKM  N  YOU  MAKE  MONEY    playing    the 

crigi  mgs  in  the  bond  market?  Or  should 

bui  a  think  of  bonds  chiefly  as  a  means 

lie!  hedging  the  risks  of  holding  stocks 

rmui  1  of  collecting  interest? 

Mini  Rarely  does  the  research  from  my 

thf  eking  of  investment  letters  yield  as 

crpi  3ng  a  conclusion  as  it  does  in  an- 

endsi!  sring  this  question:  Don't  try  to 

tguess  the  bond  market.  The  odds 

;iiigt  successfully  timing  the  bond  mar- 

1  jboil  :  are  so  poor  that  not  one  of  the 

en  timing  strategies  the  Hulbert 

Ik^tancial  Dijjest  has  followed  since 

86  has  bettered  what  could  have 

D*n    achieved    simply    by    buying 

nds  and  holding  them. 

vVhile  successfully  calling  the  ups 

^and  d  downs  in  any  market  is  difficult,  at 

st  some  of  the  timers  I  follow  have 

xeeded  in  beating  a  buy-and-hold 

;aii  broach  in  both  the  stock  and  gold 

.rkets.  But  not  so  in  bonds,  at  least 

r  the  longer  term. 

The  best  of  the  bond  timers  over 

:,past  5y2  years  was  Gerald  Appel, 

tor  of  Systems  &  Forecasts,  with  a 

mpound  annual  return  of  8.6%. 

e  worst  was  the  trading  strategy  of 

jjtinalbert  Prechter's  Elliott  Wave  Theo- 

mecia*  fj  with  a  compound  annual  loss  of 

\%.  Contrast  these  returns  with  that 

Shearson's  all -maturities  Treasury 

ijnd  index,  which  averaged  9.4%. 
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Of  course,  there  have  been  shorter 
periods  since  1986  in  which  some 
bond  timers  have  beaten  a  buy-and- 
hold.  But  in  every  case,  these  timers 
eventually  dropped  below  the  return 
they  could  have  obtained  from  buy 
ing  and  holding.  In  the  bond  market 
hot  hands  soon  turn  cold.  Not  one  of 
the  20  bond  timing  strategies  that  I 
have  followed  over  the  past  three 
years  is  ahead  of  the  market. 

Why  would  the  bond  market  be 
more  difficult  to  time  than  the  gold  or 
stock  markets?  The  contrast  with  the 
gold  market  can  be  explained  quite 
easily:  Gold  has  been  in  a  bear  market 
for  much  of  the  last  five  years,  and  it's 
much  easier  for  a  timer  to  beat  a  bear 
than  a  bull  market.  Since  the  begin- 
ning of  1986,  for  example,  a  period  in 
which  gold  bullion  has  averaged  a  2% 
annual  gain,  10  of  the  14  different 
gold  timing  strategies  1  follow  have 
beaten  a  buy-and-hold.  Yet,  even  in 
the  stock  market,  which  has  been 
more  bullish  than  bonds  over  the  last 
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Tipiers  thrive  on  volatility,  explaining 
why  stocks  are  more  easily  timed. 


19^  -bes  ■  August  5,  1991 


five  years,  and  thus  should  have  been 
more  difficult  to  time,  no  fewer  than  8 
of  the  32  stock  market  timers  1  follow 
have  beaten  a  buy-and-hold  since 
1986.  Why  have  no  bond  timers  been 
able  to  beat  the  market? 

The  answer,  1  think,  is  simply  this: 
The  bond  market  is  so  efficient  that  it 
leaves  few  anomalies  for  investors  to 
exploit.  This  is  especially  the  case  for 
the  government  bond  market,  which 
the  nearly  universal  consensus  among 
academia  holds  to  be  the  most  effi- 
cient market  in  the  world.  Unlike 
stocks,  whose  prices  reflect  everything 
from  broad  macroeconomic  forces  to 
factors  unique  to  each  company,  gov- 
ernment bond  prices  are  determined 
by  just  one  thing — interest  rates.  And 
there  are  so  many  tens  of  thousands  of 
very  smart  people  watching  the  key 
variables — and  each  other — that  it  is 
nearly  impossible  for  one  to  get  an 
edge  over  the  others.  Not  so  in  stocks, 
especially  small -company  stocks, 
where  there  are  far  fewer  watchers  and 
far  more  variables  to  be  watched. 

Consistently  beating  the  stock  mar- 
ket by  moving  in  and  out  is  something 
accomplished  by  relatively  few  hu- 
mans— yet  it  can  be  done.  But  timing 
the  bond  market  is  just  about  impossi- 
ble. My  advice  is:  Resist  the  tempta- 
tion to  try. 

Instead,  take  the  portion  of  your 
portfolio  allocated  to  bonds  and  in- 
vest it  in  a  bcind  incdex  fund.  One  such 
funti  is  Portico's  Bond  Immdex  fiind 
(sales  load,  0.25%),  which  tracks 
Shearson's  corporate/government 
bond  index.  Vanguard's  Bond  Mar- 
ket fund  (no  load)  tracks  the  Salomon 
investment-grade  bond  index.  The 
Vanguard  fund  has  a  significantly 
lower  expense  ratio — 0.21%  of  assets 
annually,  to  Portico's  0.5%. 

An  index  fiind  is  a  pretty  cheap  way 
of  investing  in  the  bond  market,  but 
there's  a  cheaper  way  still:  purchasing 
Treasury  bonds  directly  from  a  Feder- 
al Reserve  bank  and  holding  to  matu- 
rity. You  don't  pay  any  commissions 
doing  this.  This  makes  particular 
sense  if  you  don't  need  to  be  diversi- 
fied among  many  different  bond  ma- 
turities (as  are  both  of  these  bond 
index  funds).  Treasury  coupons  are  a 
bit  lower  than  those  on  high-quality 
corporates,  but  have  the  added  advan- 
tage of  being  exempt  from  state  in- 
come tax.  ■■ 
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MARKHTREKDS 


MONEV  &  NVISIMENIS 


Following  a  trend  can  be  more  profitable 
than  anticipating  one. 

Rich?  Oi*  right? 


BY  FREDERICK  E.ROWE  JR. 


Frederick  E.  (Shad)  Rowe  Jr.  is  the  general 
partner  of  Dallas'  Greenbner  Partners, 
a  hedge  fund. 


If  you  are  in  the  business  of  present- 
ing ideas  for  public  consumption, 
there  is  a  premium  placed  on  being 
first  or  early.  If  you  are  in  the  business 
of  managing  money,  there  is  no  pre- 
mium on  being  first  or  early. 

Ned  Davis,  the  respected  stock 
market  observer  and  technician,  fre- 
quently asks  a  question  that  I  find 
compelling:  "Do  you  want  to  be 
right.^  Or  do  you  want  to  make  mon- 
ey?" If  you  come  down  solidly  on  the 
side  of  being  right  or  solidly  on  the 
side  of  making  money,  in  my  opinion, 
you  have  a  very  good  chance  of  being 
successftil  in  the  stock  market.  But  if 
you  equivocate,  then  I  suspect  that 
you  will  have  problems.  Hamlet  had 
difficulty  answering  a  somewhat  more 
cosmic  question — "To  be  or  not  to 
be" — and  consequently  had  trouble 
effectively  managing  his  life. 

If  the  name  of  your  game  is  being 
right,  then  you  must  be  willing  to 
accept  the  slings  and  arrows  of  outra- 
geous stock  market  fortune  imtil  the 
world  comes  around  to  your  point 
of  view.  But  money  managers  who 
are  able  to  subordinate  their  desire  to 
be  right  to  their  desire  to  make  money 
frequently  find  themselves  leading 
happier  and  certainly  more  prosper- 
ous lives. 

Rick  Barry  is  a  friend  and  fellow 
hedge  fund  manager  here  in  Dallas. 
His  career  illustrates  my  point.  In  the 
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fall  of  1979  Barry  was  senior  oil  ana- 
lyst at  a  regional  stock  brokerage  firm 
in  Dallas.  He  made  a  very  -astute, 
though  premature,  market  call:  Sell 
oil  and  gas  exploration  companies. 
Barry  felt  these  stocks  were  overval- 
ued and  fully  reflected  any  sort  of 
reasonable  expectations  for  rising  oil 
prices.  The  market  in  these  stocks  was 
frothy.  Companies  with  litde  sub- 
stance were  coming  public  and  being 
snapped  up  by  eager  investors.  Barry's 
firm  was  d(^ing  a  lot  of  volume  in  these 
issues,  and  since  Dallas  is  in  the  oil 
patch,  his  negative  call  took  courage. 
It  also  made  him  wrong  for  a  while,  as 
oil  stocks  kept  rising  for  another  year. 
Many  of  his  fellow  brokers  resented 
that  his  bearish  attitude  was  hurting 
their  business;  nobody  likes  a  party 
pooper.  Yet  almost  without  exception 
these  stocks  later  sold  at  tiny  fractions 
of  the  prices  they  were  selling  for  in 
the  fall  of  1979. 

As  a  sell-side  security  analyst,  Barry 
did  what  he  thought  was  right  and 
absorbed  a  few  of  the  stock  market's 
slings  and  arrows.  Today,  though,  as 
a  hedge  fi.md  manager,  Barr)'  would 
not  short  the  same  stocks  he  told  his 
clients  to  sell  at  the  time  he  made  his 
recommendation.  He  would  wait  un- 
til the  group  was  clearly  headed  south 
before  acting  on  his  conviction.  Barry 
is  a  capable  number  caincher.  He  is  a 
chartered  financial  analyst  and  has  an 
M.B.A.  from  Stanford.  But  he  spends 
less  time  poring  over  financial  state- 
ments and  relies  more  on  his  indica- 
tors to  help  him  with  his  timing.  Wall 
Street's  graveyards,  after  all,  are  filled 
with  people  who  were  right  too  soon. 
Interestingly,  the  further  away  from 
fiandamental  security  analysis  Barry's 
approach  has  moved,  the  better  his 
results  have  been.  And  they  have 
been  good. 

I  once  asked  the  famous  hedge 
fund  manager  Bob  Wilson  why  he 
bothered  to  publicize  his  various 
stock  market  theories  and  positions. 
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He  replied:  "Only  two  reasons,  reall)  13(Sl 
Ego  and  vanity."  Further,  I  know  tha  ..j 
many  short-sellers — I  would  have  t  ^  r 
include    myself  in    this   group — ar[ 
frustrated    financial    reformers    ad 
editorial  writers. 

For  years  I  ranted  and  raved  aboi 
what  I  thought  were  crazy  real  estat  \ 
lending  practices.  Eventually,  I  wa' 
right  and  made  a  little  money  for  m 
trouble  on  the  short  side.  One  mone  ^^ 
manager  friend  chided  me,  thougl  HI 
"Look,  Shad,"  he  said,  "the  financi;  w* 
world  is  going  where  it  is  going  witl 
or  without  your  help.  So  why  don'  .^^^^ 
you  lighten  up.'" 

Lately  I  have  been  ranting  and  ra\ 
ing  about  health  care,  a  group  that  ha 
been  a  standout  performer  in   tl 
stock  market  for  two  years  and  ha 
been  living  death  for  short-sellerJ 
The  stock  market  cannot  find  enougl 
new  medical  stocks  to  buy.  IndustrT 
profits  are  intoxicating  while  insuJ 
ance  and  Medicare  abuse  continues  t" 
grow.  Competition,  changing  rein  , 
bursement  rules  and  excess  capacit 
will  turn  the  health  care  boom  into 
bust.  The  health  care  group  is  ideal  fc 
short-sale  investigation  because  it  a 
lows  running  room  for  the  shor^^'^'^^' 
seller's    leading    personality    quirk '^^*' 
cynicism   (trees  don't  grow  to  th'^^™ 
skies)  and  moral  indignation.  ™^' 

For  example,  T^  Medical  (FoRBE'''^y™ 
Apr.  15)  has  been  a  popular  shor  ^^^^^ 
The  company  is  in  the  horrie  infiisio  ""^ 
business.  ( Patients  get  chemotherap;  -"^^6 
antibiotic  therapy,  etc.  at  home  ii**'oyca 
stead  of  in  the  hospital.)  "^*'^'o 

One  short-seller  I  know  becan  "■'^*'^^  tl 
attracted  to  the  business  when  hi'^^fys^* 
aunt,  who  had  been  stricken  wit'^'^ok 
cancer,  was  solicited  by  18  differei  ^  ""^'^s 
home  inftision  sales  representatives  t%2s 
handle  her  chemotherapy.  Home  ir'^Ufdi 
fusion  is  fantastically  profitable.  Th'^^^^^o 
short-seller  concluded   that  all 


need  to  get  into  the  business  is 
needle  and  a  car."  T^  is  a  darling 
Wall  Street  because  of  its  "experd 
in  forming  joint  ventures  with  do 
tors,"  which  would  seem  to  circur*'*g 
vent  the  competitive  process.  SnW) 

As  long  as  Medicare  and  insuran  ^'t. 
companies  blindly  pay  the  invoic 
presented  to  them,  home  infi.ision  w 
remain  a  wonderful   business.   Ai' 
how  much  longer  will  that  be.> 


won't  be  forever,  but  it  could  be  foi^'% 
good  while  yet.  W^  ^  rece 

Forbes  ■  August  5,  19<^'Aii»m 
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MONEY  &  INUESTMENTS 


liat  should  fixed-income  investors  do  now? 
:ept  lower  yields?  Or  risk  investing 
Donds  of  longer  maturity? 

esist 
mptation 


;s  E.  Babin  is  managing  director  of  BRS 
Management,  Inc.,  an  investment 
ifcementfirm  in  Boston. 
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N  IT  COMES  to  financial  markets, 
;'s  always  a  wrinkle,  even  for  indi- 
als  who  restrict  their  investments 
skless  U.S.  Treasury  obligations, 
ild  you  buy  long-term  bonds  and 
in  current  yields?  Or  should  you 
j^  medium  term  and  avoid  risk  from 
uating  interest  rates.^ 
vo  years  ago  there  was  far  less  . 
itive  to  go  into  long-term  bonds, 
cross  the  spectrum  of  maturities, 
surys  were  priced  to  yield  rough- 
0.  No  longer.  These  days  conser- 
te  investors  find  themselves  in  a 
I  idary  as  their  shorter-term  securi- 
:ome  due.  As  shown  in  the  chart, 
on  two-year  Treasury  notes  pres- 
yield  about  6.9%,  versus  roughly 
for  long-term  Treasury  bonds, 
gap  between  bills  and  bonds  is 
t  pronounced.  To  maintain  their 
Ties,  many  investors  are  tempted 
k  long  maturities  or  even  dabble 
gher-yieidingcorporates.  But  is  it 
h  it,  especially  for  investors  who 
•  "safe"  investments? 
me   experts   recommend   long- 
bonds  because  they  foresee  a 
when  investors  flock  to  the  high- 
Iding    instruments.    To    para- 
ge a  recent  Wall  Street  Journal 


niurin' 
invoic, 
;jion«" 

It  be! 

Jbefoi 

I 
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article,  as  investors  begin  to  shift:  their 
money  into  long-term  securities,  that 
will  eventually  bring  long-term  rates 
down  and  spark  a  rally.  According  to 
this  view,  now  is  the  time  to  snap  up 
long  bonds  before  the  crowd  arrives. 
Maybe  so,  but  I  find  the  logic 
suspect.  Even  if  demand  for  30-year 
T  bonds  increased  markedly,  what 
about  the  supply  side?  If  the  market 
rallied,  as  investors  shifted  to  longer- 
term  bonds  from  shorter-term  notes 
and  bills,  would  the  supply  of  bonds 
available  in  the  market  remain  static? 
I  doubt  it.  Every  tick  long  bonds 
appreciate  could  easily  bring  forth  a 
new  crop  of  sellers,  putting  pressure 
on  prices  from  the  opposite  direc- 
tion. After  all,  for  every  seller  there  is 
a  buyer.  This  is  not  to  say  that  long- 
term  bond  yields  won't  fall.  But  I 
wouldn't  count  on  a  demand  imbal- 

Are  T-bonds  a  good  buy? 

Yield 


1989  Treasury 
yield  curve 


1991  Treasury 
yield  curve 


5.0       'JJa 


312      5 
Mos. 


10 
Maturity  (years) 


30 


Beyond  five  years,  the  reward  for 
assuming  the  marginal  risk  that  taxes 
and  inflation  will  escalate  sloughs  off. 


ance  to  spur  on  the  bond  market. 

I  believe  there  is  a  simple  explana- 
tion for  today's  widened  yield  gap.  As 
I  discussed  in  my  Feb.  1 8  column,  few 
economic  theorems  have  withstood 
the  test  of  time.  One  that  has  is  Irving 
Fisher's  turn-of-the-century  observa- 
tion that  the  market  rate  of  interest  is 
forward-looking  and,  among  other 
considerations,  reflects  the  market's 
expectation  of  inflation  during  the 
term  of  the  instrument.  If  true,  the 
current  yield  diflferential  between 
short  and  long  rates  simply  may  reflect 
the  credit  market's  implicit  inflation 
forecasts  for  different  time  intervals. 

Expectations,  of  course,  often  dif- 
fer from  reality.  As  new  information 
becomes  available,  market  prices  ad- 
just. Not  surprisingly,  empirical  evi- 
dence indicates  that  the  reliability  of 
these  implicit  forecasts  deteriorates  as 
time  horizons  stretch  out.  The  longer 
the  maturity,  the  greater  the  potential 
for  error.  Should  inflation  accelerate 
beyond  the  market's  current  anticipa- 
tions, investors  moving  into  30-year 
Treasurys  now  could  suffer.  Short- 
term  investors  would  suffer  far  less. 

In  broad  terms,  today's  aftertax 
yield  on  long-term  Treasurys  hovers 
around  6%,  assuming  a  28%  federal 
tax  bite.  Even  if  inflation  averages  a 
modest  4%,  bondholders  stand  to 
pocket  only  2%  net  of  inflation  and 
taxes.  If  Fisher's  formula  holds,  infla- 
tion expectations  would  have  to  tum- 
ble below  4%  to  trigger  a  bond  market 
rally — not  very  likely. 

But  what  if  inflation  and  tax  rates 
cut  in  the  opposite  direction?  De- 
pending on  the  investor's  marginal 
tax  rate,  for  every  1%  increase  in  the 
anticipated  rate  of  inflation,  the 
market  rate  of  interest  would  have  to 
climb  by  an  even  greater  amount  to 
preserve  the  same  aft:ertax  real  rate. 
Bondholders  would  get  squeezed — 
and  fast — by  an  increase  in  inflation- 
ary expectations. 

For  me,  the  bottom  line  is  suggest- 
ed by  the  steepness  of  today's  curve: 
For  maturities  much  over  five  years, 
the  marginal  increase  in  yield  doesn't 
justify  the  incremental  risk  that  infla- 
tion and/or  tax  rates  will  rise.  Inves- 
tors may  be  well  advised  to  resist  the 
temptation  to  roll  out  to  long  Trea- 
surys. Grin  and  bear  the  reduction  in 
yield  rather  than  risk  serious  erosion 
of  your  capital.  ^ 
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FINANCIAL  SERVICES 


SERVICES 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 


My  new  Pertormance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or 
9)  — including  some 
very  famous  names 
— whicfn  I  believe 
MARTIN  ZWEIG  could  'take  a  bath  " 
I'll  rush  you  the  Performance  Ratings 
for  the  next  3  months  ($45  value)  as 
a  BONUS  with  your  trial  to  The  Zweig 
Forecast  I'd  also  like  to  send  you.  as 
a  gift,  the  hardcover  edition  of  my 
book,  "Winning  on  Wall  Street," 
showing  the  long-term  performance  of 
my  key  market  indicators  which 
helped  make  The  Zweig  Forecast 


"1  IN  PROFITS  for  the  whole  decade 
through  12/90  among  all  advisory 
services  tracked  by 
Hulbert,  (Past  results 
do  not  guarantee 
future  results.)  Call  to- 
day for  bonus  Per- 
formance Ratings  and 
gift  book  with  your 
Zweig  Forecast  trial. 
Time  IS  crucial  EXTRA  BONUS 

Three-Month  Trial  $55. 
One  Year  $265.  Visa/MC. 
1-800-535-9649  Ext.  9057. 

THE  ZWEIG  FORECAST 

P.O.  Box  2900,  Wantagh,  NY  1 1 793-0926 


Introductory  Trial 

Value  Line 
Only  $g5;$55 


An  introductory  subscription  to  The 
Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors 
Reference  Service — ^Value  Line's  most 
recent  ratings  find  reports  on  1700 
stocks.  You  will  also  receive  analyses 
of  about  130  stocks  each  week  for  10 
weeks  for  $66k$55.  Available  only 
once  every  two  years  to  any  house- 
hold. 30  day  Money-Back  Guarantee. 

CaU  ToU-Free^'^ 
1-800-833-0046^ 

(Ext.2903-Dept.316I)05) 
American  Express,  MasterCard  or 
Visa.  7  days  week,  24  hrs.  a  day. 


BUSINESS  OPPORTUNITIES 


"BEER  DISTRIBUTORSHIPS" 

The  Last  Frontier  In  "Beer  Dis- 
tributorships" Now  Available.  New 
Technology  Makes  It  Legal  To  Sell 
Beer  (Cans)  From  A  Machine,  Sim- 
ilar To  Vending  Machines.  Our 
Patented.  Controlled  Electronic 
Dispenser  Will  Soon  Be  In  Many 
High  Traffic  Locations  Nationwide. 
Taking  Applications  For  Most 
States.  Must  Quality. 
Investments  From  $15k  To  $1  Million 
(800)  933-4677 


■  .',M!<*H^W:iJ:lilJni 


MIRACLE  POLISHING  CLOTH 

Cloans/pdlibhcs    ANY    surface   like    magic 
Instantly'  Teffific  10  second  demonstration'  Fast 
$3  49  seller  pays  $2  90  protiti  Big  volume  Cham 
Store  Item  Exclusive  territory 

FREE  SAMPLE  '"'prX^" 

nOQ      Viv^m      WASHINGTON  AVfNUE 
nOlO     ST  LOUIS,  MO  63103  19fl9  USA 

Phone  or  write:  314-241-8464 


BOND  TRADERS 
TAKE  PROFITS! 


ACE  T-BONDS 

program  up 
$9,000  in  1991 


sirvjk-  hmin 


^Easy  to  inc  ^Rcath  U>  luulv  </Pic(isv  u^iuih  Jail) 

</  Free  14  year  tlaiuhusv  /  Ptiwvrftil  tcsiina  loiinnc 

/  We  offer  a  ornplerc  line  t)/ proiiiani'i  for 

every  rraJiiifi  siyk-  aiuljiiliircs  market 

/  Stiftware  for  IBM  PC's  and  compalihles 

CALL  NOW:  t: i^::';:::' 

(800)726-2140 


Essex  Trading  Company,  Ltd. 

300  W.  Adams,  Chicago.  IL  60606 


BUSINESS  OPPORTUNITIES 


Successful  Specialty 

Sales  Coivipany 
For  sale.  14-year  old  company 
with  $4  million  sales.  Principals 

call:  DDI  Group 

903-592-1128. 


FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  lo 

Free  Business  ('atalog 

LIS.  Government  Printing  Office 

Office  of  Marketing — Stop  SM 

Washington,  D(    20401 


FREE  "Fidelity  Profit  & 
Survival  Kit"  worth  $70! 


Contused  about  Fidelity  mutual 
funds?  Now  get  independent 
information  and  objective  advice  to 
help  you  make  the  most  of  your 
investments.  Join  the  Mutual  Fund 
Investors  Association  today. 

Receive  monthly  Fidelity  Insight 
reports.  Published  by  former  Fidelity 
manager,  Eric  Kobren,  each  report 
comes  packed  with  his  latest  buy  and 
sell  recommendations  ...  model  port- 
folios that  mix  and  match  funds  to 
meet  your  goals  ...  breaking  news 
inside  Fidelity  ...  fund  performance 
analysis  ...  fund  manager  interviews 
...  the  scoop  on  promising  new  funds 
...  ways  you  can  make  more  money ... 
and  ways  to  save  money. 


You'll  also  receive  our  FREl 
"Fidelity  Profit  &  Survival  Kit 
containing  $70-worth  of  valuabl 
reports  including:  If  You  Could  Onl 
Buy  One  Fidelity  Fund.  Buy  Thi 
One  ...  Fidelity' s  Best  Mutual  Fund 
For  1991-92  ...How  To  Avoid  Sale 
Loads  and  more. 

VISA  &  MasterCard  orders,  call: 

1-800-638-1987 

60  day,  full  money-back  guarantee 


1-Year  Membership 
Only  $89 

Save  $60 


3-Month  Tria 
Only  $29 

Save  $8.25 


Mutual  Fund  Investors  Association 

P.O.  Box  9135 
Wellesley  Hills,  MA  02181-9135 

9108 


BUSINESS  OPPORTUNITIES 


Network  Marketing  at  its  finest. 
"The  Safe  Way  To  Wealth  " 

Our  group  provides  comprehensive  executive 
training  and  support  using  professional  in- 
house  materials.  We  get  predictable  results  of 
time  freedom  and  extraordinary  income  We 
are  looking  for  sincere  professionals,  seeking 
a  viable  alternative  to  a  franchise  or  the  40 
year  employment  plan.  Financial  retirement 
possible  in  2-4  years. 

Contact  Tony  Musso,  IMS  Inc. 
1-800-845-8901 


INCORPORATE  IN  DELAWARE! 


Specialists  In  setting  up  Delaware 
Cdrporatlons.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
VelauKm'     CallAVrite  for  FREE  KIT: 

%^S,;.y         P.O.BOX484-FB 
^     -      Wilmington,  DE 19899 
800-321-CORP- 302-652-6532 


Ahtii 


$    OVER  ONE  BILLION    $ 

WORTH  OF  BUSINESSES.  FARMS  S  RANCHES 
FOR  SALE  BY  OWNERS 

MANY  OFFERING  OWNER  FINANCING' 
To  List  or  Buy  Call  Toll  Free  1-800-999-SALE 
.,mv    NO  BROKERAGE  FEES 


GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 


mmmm 


U1  Spare  Time  Money  Maker! 

Work  from  hoTie  .  pxk  tfMn  hou/^  No  sellinq 
No  inverlofy  No  muttf-level.  Almosl  no  overtieao 
Age.  location,  exp^tienct  nol  imponani  Tap«  anc 
full  report  free        phone  80S-646-U00  Moo-Fn 

-!"?H°1''.'!'.'.'°°2     ■Publicly  Documwiled 
7iJt?^^:!'.'{'jJ    REAL  MONEY 

"^     206-K  Signal  St  Dept  r- 
Oiai.Calilwnia  33023 


EDUCATIONAL  SERVICES 


COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  DOCTORAl 

For  Work.  Llle  and  Acaden 

Eiperience  •  No  Classroo 

Attendance  Required 

1-800-423-3244 

FAX  (213)  471-649 

or  send  detailed  resume 

tor  Free  Evaluation 

Pacific  Western  University 

600  N  Sepulveda  6lvd  DepI  185.  Los  Angeles,  CA  900^ 


FREE  COLLEGE  TAP 


•  EXTERNAL  DEGREES  < 

Business  &  Public  AOmmistfttion 

Criminal  Justice  Mgt    Theology.  LAW 
Financial  SiO  avsiiaOit 

TOLL  FREE  24  hr«.  (800)  7S9-000 

L*  SALUE  UNIVERSITY 

Mandeville  LA  70470  4000 


FORBES  MARKET/I 
CLASSIFIED 

Advertising  closing  date  is 
one  month  preceding  date  o 
issue. 

Frequency  discounts  avail- 
able. Payment  must  accom- 
pany order  unless  from 
accredited  agency. 

FOR  ADDITIONAL 

INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  NARKET/t 
CLASSIFIED 

60  Fifth  Ave..  N.Y..  NY  10011 

(212)  620-2440 


CORPORATE  ITEMS 


WINE  CELLARS 


100%  Cotton/ Your  Logo!  — 

Better  Than  Lacoste  or  Ralph  Lauren! 


!)ur  100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logo 
re  such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  for  an 
ndefinite  period  of  time!  Minimum  order  just  12  shirts,  for  a  price  list  and  catalogue 

'"'^""^  1-800-274-4787 

The  Queensboro  Shirt  Company 

Dept  FI8,  119  N  Uth  St.,  Greenpoint,  NY  I121I 


FREE  CERTIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 

SEMD  FOR  FREE  COLOR 
BROCHURE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NUMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaloosa,  Alabama  35403 


REAL  ESTATE 


FRANCHISING 


(TRA  ORDINARY  Montana  Ranch  for 
le.  Along  the  northern  rim  of  Yellowstone 
«rk.  I960  acres,  abundant  wildlife,  trout 
earns.  Extensive  amenities  include  main 
ige,  guest  residence,  care  taker's  home, 
una  and  pool,  ranch  foreman's  home. 
!rmanently  protected  by  a  conservation 
sement.  Price:  $2.5  million  firm.  Shown 
■  appointment  only.  Contact:  BobKiesling, 
merican  Conservation  Real  Estate 
i06)  443-7085  or  (406)  728-4176. 


Own  Spectacular  Land, 
40  acres  in  the  Colorado 
Rockies.  $30,000  and  up,  1% 
Sdown,  9%  financing.  Write: 

^     Forbes  Wagon  Creek  Ranch 
■Box  303,  Fort  Garland,  CO  81133 
(719)  379-3263 


FORBES  BINDERS 


CASE 


AVE  YOUR  COPIES  OF  FORBES 

lese  custom-made  cases 
id  binders  protect  your 
luable  copies  from  dam- 
le  Ttiey  hold  about  half  a 
ar's  issues,  tvtade  from  re 
'creed  board  covered  vi/ith 
ather-like  material  in 
d-  Title  IS  hot-stamped 
gold  Binders  have 
lecial  spring  mechanism 
hold  snap-in  rods,  BmOER 

ases  l-$7  95  3-$21  95  6-$39  95 
nders:  l-$9.95  3-$27,95  6-$52,95 
1DEH  FROIVI  Jesse  Jones  Industries  Dept  FB, 
9  East  Erie  Ave  .  Phila  PA  19134  Enclose 
ime,  address  (no  PO  Box)  &  payment  Add  $1  per 
■ilforP&H  Outside  USA  $2  50  per  unit  lU  S  funds 
ily)  Pa  residents  add  6%  sales  lax  Credit  card 
derscall  1.800-972-5858  (mm  $15)  Please  allow 
:o  6  weeks  lor  delivery  Satisfaction  Guaranteed. 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

New  York  Chicago         Los  Angeles 

m  Park  Jl.enu«  ?0;00  Goveiriori  D'Ivf       6013  W    C«<^lurv  Blvd 

Me«  'Of*    NY  1001?     Olympia  Fifldi   II  60J6t    Loi  Anqtlcs   CA  90045 
(212)  922-3600    (708)  481-2900     (213)  338-0600 

1-800-877-1103 


FRANCHISE  YOUR 

BUSINESS  $2,900 


IN  30  DAYS 

1  Year  Free  Consultation 

Top  Franchise  Pros. 


iiL 


J  FRANCHISES 

^  - 


THAT 
^SELL 
609-662-6446 


CAPITAL  AVAILABLE 


CAPITAL  AVAILABLE 


For  viable  expansion  projects  and  excit- 
ing start-ups  $250,000.  USD  and  up. 
Brokers  Welcome  'y 

INTERCONTINENTAL 
CONSULTANTS 


(407)  788-6267 


WINE  CELLARS 


BY 


28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  ma'de  in  u  s  a 

•^  FACTORY  DIRECT  TO  YOU '"''^-^scov^,'''''' 


MODEL      DESCRIPTION       APPRX  CAPACITY 


440 

700 

296 

114 

230 

700FUR 

700HH 


Upright 
Upright 
Credenza 
Conn  pact 
Tw/o  Doors 
Fur  Vault 
His  and  Hers 


400 
600 
280 
114 
230 
8  to  10  Furs 
300  bottles  4/5  Furs 


SUGG 
RETAIL 

S2495 
2995 
2695 
1395 
1795 
2995 
3995 


Designers'  non  wood  model  60  bottle  glass  door  899 


YOUR 

COST 

S1695 

1995 

1795 

995 

1195 

1995 

2995 

659 


VinOtemp  Int'l  ♦  1 34  W  1 3 1  st  St  (PO  box  6 1 6 1  E)  ♦  Los  Angeles,  CA  9006 1 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


EXECUTIVE  GIFTS 


HAND  CARVED  MAHOGANY 
JET  FIGHTERS 


F-14  TOMCAT 


•  16 "  to  22'  models  ore  hand- 
crohed  from  solid  mohogony  wilh 
hondpoinled  moHiings  ond  details 

•  Over  )60  models  m  slocl" 

•  Priced  from  S99  50 

•  Solisfoclion  guoronleed 

Call  1-800-950-9944 


IPAVC:llfllC. 


WOUD^UADINGtUiaC 
(XnNE 

AiiosainuKs 

W!«  North  TWiStrwi 
ScollviifcA,rp<ri,«8S!« 
i((»l  991 1841    —     ^F 


PERSONAL  CARE 


STOP  SWEAT 
6  WEEKS 

Drionic*'  is  an  in- 
credibly more  effec- 
tive way  to  connbat 
excess  sweat  — 
without  chiemicals. 
Electronic  treatment 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
10  medical  books. 
Send  for  free  information. 

GENERAL  MEDICAL  CO.  Dept   FOB-47 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


FEET 


OlMOGENMEOCi 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemslones  Free  wliolesale  catalog  since 
t%7!  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville,  Kentucky  42345 

TOLL  FREE  l-800-62«-8352 


EXECUTIVE  GIFTS 


SAVE  UP  TO  60% 

Take  advantage  of  one  of  the  failest  growing 
sports  in  ihe  world  and  begin  building  clubs  for 
business  and  pleasure. 

I  T  (lolfs  vears  of  experience  and  knowledge 
pnmdfs  \tni  a  full  line  of  original  "proline" 
(|u.ilit\  (.iinipoiR'nLs  iifid  finished  clubs    while 
sa\ing  you  up  lo  60%  with  faclon  direct 
wholesale  prices 

Before  you  "invesl "  in  a  new  set  of  clubs,  take 
a  look  at  IT  (iolf  components  They'll  speak  for 
themselves    and  vou' 


UT  Golf 

1-800-666-6035 

^(4llftl>>lUiK):«Ulh 

Sill  Like  Cin.luh 

|.«0|.l):i«!6 

Mj,sIeiani4VISAaca-pU-d 
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Timely 
Reminder 

special  Promotional  Offer— $19.50 

Send  us  yi'ur  cohir  logo  (stationery  or 
business  card).  We'll  reproduce  it  on 
this  deluxe  quartz  watch.  Limit:  3  per 
customer  at  $19.50  ger  watch  (plus  sales 
tax  CA  only). 

GREAT  AMERICAN  IMAGES 

One  Waters  Park  Drive.  Suite  213- 
San  Maleo.CA  94403  (415)  358-0800 


COMPUTERS 


MffrnflRYfTlflC 


INDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy*  Computers 

Radio  Shack'^  phones  ...  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy.  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 
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Steve  Ross'  rights  stu£f 

At  least  the  U.S.  Tax  Code  works  in 
favor  of  Time  Warner  shareholders, 
now  that  Chairman  Steve  Ross  has 
opted  for  a  straightforward  rights  is- 
sue. "The  taxation  of  rights  is  fiend- 
ishly complicated,"  says  Lehman 
Brothers  tax  expert  Robert  Willens, 
"but  has  quirks  that  can  go  in  the 
taxpayer's  favor."  Here's  how: 

You  don't  owe  tax  when  you  get 
the  rights.  Once  you  have  the  rights, 
you  can  sell  them,  exercise  them  or  let 
them  lapse.  If  you  let  them  lapse,  you 
have  no  income,  gain  or  loss.  Nor  do 
you  pay  when  you  exercise  your 
rights;  taxes  are  due  only  when  you 
ultimately  sell  the  new  shares,  or  sell 
the  rights  themselves. 

If  you  sell  the  new  stock  or  the 
rights,  you  can  choose  to  use  a  com- 
plex formula  to  shift  some  of  the  cost 
basis  of  your  old  Time  Warner  com- 
mon stock  into  the  new  shares  or 
rights,  and  save  on  taxes. 

The  rights  cost  you  somethiiig;  the 
question  is  how  much.  To  figure  the 
cost,  multiply  the  basis  of  your  origi- 
nal stock  by  a  fraction.  Its  numerator 
is  the  fair  market  value  of  the  right  on 
the  first  day  of  trading,  and  its  denom- 
inator is  the  sum  of  the  numerator  and 
the  stock  price  on  the  same  day. 

Example:  Say  your  basis  in  Time 
Warner  stock  is  $50.  You  get  six- 
tenths  of  a  right  to  buy  a  new  share  for 
each  old  share  you  own;  suppose  on 
the  day  the  rights  are  issued  they  trade 
at  $6,  and  the  common  stock  trades  at 
$85.  You  then  divide  $3.60  (i.e.,  six- 
tenths  of  $6)  by  $88.60  and  multiply 
$50  by  the  result.  Answer:  $2.03. 

Now  for  the  complicated  part.  You 
can  deduct  that  $2.03  from  the  basis 
in  the  old  stock.  Why  reduce  a  basis? 
Because  if  you  do,  you  can  increase 
the  basis  in  either  your  new  stock  or 
the  rights  themselves.  Because  of  how 
the  math  works,  you  would  increase 
these  bases  by  $3.39  per  share  or  per 
right  (using  the  same  assumptions  as 
above). 

This  allocation  works  particularly 
well  if  you  sell  your  rights  now  but 
hold  on  to  the  old  stock;  on  the  sale  of 
the  stepped  up  rights,  you  could  cut 
the  amount  of  your  taxable  gain  more 
than  50%.  This  maneuver,  incidental- 
ly, can  work  even  better  if  your  Time 
Warner  stock  is  currently  under  water 
and  you  sell  your  rights.  Why?  Be- 
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cause  you  can  generate  a  cash  gain  and 
a  small  capital  loss  at  the  same  time. 

Who  says  Steve  Ross'  financial  en- 
gineering isn't  doing  anything  for 
shareholders?        -Laura  Saunders 


Moo! 

Wall  Street's  affair  with  consumer 
goods  may  indeed  be  waning,  but 
strong  earnings  can  still  help  stocks  to 
new  highs.  Witness  the  recent  surges 
of  Kellogg  and  Quaker  Oats.  - 

But  what  about  a  laggard  like  Bor- 
den Inc.?  On  Wall  Street,  Borden  has 
stood  for  boredom.  The  stock — re- 
cent NYSE  price  of  33^2 — is  about 
where  it  was  two  years  ago. 

Analyst  Robert  Cummins  of  New 
York's  Wertheim  Schroder  thinks  the 
lack  of  interest  is  a  buy  signal.  The 
$7.6  billion  (sales)  company  is  in  dairy 
products,  snacks  like  Wise  potato 
chips  and  Cheez  Doodles,  pasta 
brands  like  Creamette  and  Prince,  and 


Borden's  Elsie 

Out  of  the  barn  at  last? 


other  grocery  items  like  RcaLemon 
juice  and  Aunt  Millie's  sauce.  Then 
there  are  nonfood  products  like  El- 
mer's glues,  and  films  and  adhesives. 
Cummins  notes  that  Borden's 
plant  consolidation  program,  begun 
in  1989,  will  be  completed  by  early 
1992.  In  recent  quarters  the  start-up 
costs  have  hurt  earnings.  Capital 
spending,  which  will  hit  an  estimated 
$370  million  this  year,  will  return  to 
around  the  $260  million  level  as  of 
1992.  C'ummins  thinks  the  company 
will  generate  excess  cash  flow  with 
which  to  pay  down  debt  ($1.5  billion) 
and  cut  interest  expenses. 


Finally,  Borden's  snack  food  bus 
ness  has  been  hurt  by  the  strength  ( 
PepsiCo's  Frito-Lay,  the  market  lea< 
er.  But  with  Frito-Lay  now  focuse 
more  on  boosting  its  sagging  profit 
Cummins  thinks  the  pressure  on  Bo 
den's  snack  margins  will  ease. 

Cummins  estimates  1991  earning 
will  be  up  just  8%,  to  $2.65  a  shar 
But  he  looks  for  a  13%  gain,  to  $3, 
1992.  The  average  p/e  for  the  grou 
Cummins  follows  is  15  times  ne) 
year's  anticipated  earnings.  Borde 
sells  for  11  times  his  1992  estimat 
He  expects  the  stock  to  trade  aroun 
48  over  the  next  12  months.  Thei 
are  148  million  shares  outstanding. 

GM's  yield  gap 

Professional  investors,  observ< 
analyst  Ronald  Glantz  of  Dean  Wi 
ter,  consider  General  Motors  stock  t 
be  a  bond  alternative.  Recent  pric 
42V4,  or  16%  below  its  52-week  higl 
Current  dividend:  $1.60,  for  a  lo 
yield  of  3.8%.  Moreover,  he  say; 
they're  rarely  willing  to  anticipate 
dividend  increase  more  than  one  yea 
in  advance.  According  to  Glantz,  Gf 
normally  yields  240  basis  points  les 
than  ten-year  Treasurys.  Something 
clearly  out  of  whack,  then.  Recent!) 
ten-year  Treasurys  were  yieldin 
8.3%.  That  makes  for  a  spread 
roughly  450  basis  points.  With  th 
Treasurys  at  present  levels,  he  say; 
Gm's  yield  should  be  more  like  5.9% 

"Given  the  stock's  historic  rela 
tionship  to  bonds,"  Glantz  worries 
"the  current  yield  spread  indicates 
value  of  $27."  And  if  the  yield  on  ten 
year  Treasurys  were  to  fall  to,  say 
7V2%?  Even  then,  says  he,  it  woul< 
make  for  a  share  price  of  $31 .60 

Looking  out  a  year,  Glantz  goes  on 
the  traditional  yield  spread  implie 
that  investors  are  counting  on  a  divi 
dend  increase,  to  $2.50.  Unfortu 
nately,  the  company  has  historical! 
raised  its  dividend  only  when  casl 
exceeds  total  debt.  The  last  such  in 
crease  took  place  in  1989 — when  G^ 
ended  the  year  with  $514  millioi 
more  of  cash  than  debt. 

Glantz  thinks  GM  will  finish  thi 
year  with  $10.7  billion  of  debt  anc 
just  $4.8  billion  of  cash  and  equiva 
lents.  He  expects  the  company  to  lose 
$3.25  a  share  in  1991.  Even  thougl 
Glantz  expects  a  recovery  to  $2.50  it 
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*'992,  he  oflfers  little  comfort  to  those 
/aiting  on  the  dividend.  For  cash  to 
qual  debt  next  year,  Glantz  contin- 
es,  GM  would  have  to  earn  $11 .67  a 
■thare.  "Doubtful,"  he  says. 


iMI. 


i  resurgent  Allied^ 

vLLIED-SlGNAL  Inc.'s  move  to  re- 
i|ilace  Chief  Executive  Edward  Hen- 
"i|  lessy  Jr.  wdth  Lawrence  Bossidy, 
fi  General  Electric's  highly  regarded 
It  I ormer  vice  chairman,  has  already  paid 
)ff  for  investors.  Since  the  June  an- 
'"f  louncement,  the  stock  has  risen  near- 
f  25%.  Recent  nyse  price:  36y4. 

The  plain  fact  is,  Hennessy  never 
nade  his  conglomerating  work  for 
he  $12.3  billion  (sales)  company, 
vhich  provides  a  broad  range  of  prod - 
icts  and  services  to  the  aerospace  and 
lutomotive  industries,  and  manufac- 
ures  synthetic  fibers  and  plastics.  In 
.983  he  snapped  up  Bendix,  ending 
ts  nasty  takeover  batde  with  Martin 
vlarietta.  In  1985  he  paid  $5  billion 
br  Signal  Cos.  Yet  by  1990  Allied's 
•  |')rofits,  $462  million,  were  only  $12 
^iifnillion  more  than  in  1983. 

Despite  the  runup,  analyst  Michael 
csiLauer  of  Kidder,  Peabody  thinks  the 
?sbest  is  yet  to  come.  But  not  for  a 
vhile.  This  year  he  expects  Allied  to 
4;arn  only  $2.60  a  share,  down  22% 
rom  1990.  Next  year  he  thinks  it  will 
licf'ecover  to  just  $3  a  share. 
H    Lauer  thinks  the  big  pop  will  come 
M^Ji  1993.  For  now,  he  estimates  Al- 
lajied — with  depressed  pretax  margins 
:s|bf  less  than  5%— will  earn  $3.90  a 
is^jhare,  on  revenues  of  $13.2  billion, 
n  But  under  Bossidy,  Lauer  thinks  Al- 
iy,.ded's  pretax  margins  on  the  same  sales 
l(i[:ould  easily  rise  to  about  6.5%.  He 
Salso  expects  Bossidy  to  cut  both  cor- 
porate and  interest  expenses,  and  to 
slash  capital  spending.  All  this  could 
translate  to  roughly  $5  a  share  of 
uj  earnings  in  1993.  Given  a  modestly 
1 1  successful     restructuring     program, 
Lauer  says  earnings  might  be  even 
higher.  Near  term,  he  thinks  Bossidy 
will  take  a  big  charge  against  earnings 
before  the  fourth  quarter  of  this  year. 
One  concern:  Bossidy  may  cut  Al- 
lied's $1.80  dividend;  current  yield, 
around  5%.  Even  so,  Lauer  estimates 
3  the  downside  in  the  stock  at  just  34.  He 
se  I  expects  a  minimum  price  in  the  mid- 
;li  40s  by  late  1992.  (There  are  135.7 
in  million  shares  outstanding.)  IH 
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Put  Our  List 
On  Your  List 


Our  list  can  help  you  do  the  other  things 
you  have  on  your  list.  Such  as  buy  a  car.  .  . 
estimate  social  security.  .  .start  the 
diet.  .  .check  out  Investments.  .  . 

Our  list  is  the  Consumer  Information 
Catalog.  It's  free  and  lists  more  than  200 
free  and  low-cost  government  booklets  on 
employment,  health,  safety,  nutrition, 
housing.  Federal  benefits,  and  lots  of  ways 
you  can  save  money. 

So  to  shorten  your  list,  send  for  the  free 
Consumer  Information  Catalog.  It's  the  thing 
to  do. 

Just  send  us  your  name  and  address. 
Write: 

Consumer  Information  Center 
Department  LL 
Pueblo,  Colorado  81009 

A  public  service  of  this  publication 
and  the  Consumer  Information  Center 
wkj^  of  the  U.S.  General  Services  Administration 


You  don't  have  to  be  a  millionaire 

to  vacation  in  Forbes'  island  paradise 


Many  who  vacation  on  Laucala  Island  in  the  Fijis 
are  millionaires.  So  it  isn't  the  attractive  cost  that 
entices  the  rich  and  famous  to  this  famed  idyllic 
retreat  of  the  late  Malcolm  Forbes.  It's  the  exclusivity. 
The  privacy. 

Small  wonder  that  one  of  today's  most  beautiful 
film  stars  vacationed  on  this  exquisite  South  Seas  Bali 
Ha'i.  Or  that  a  Broadway  leading  man  chose  to  be 
married  here. 

Laucala  is  the  perfect  place  to  get  away  from  your 
workaday  world.  And  the  cost  is  surprisingly  modest. 


,j,<,     Errol  Ryland/ FORBES  MAGAZINE 
'^'       Box  303,  Fort  Garland,  CO  81133 

# 

Help 

me  escape  to  paradise  in  the 

Fijis 

Name  _ 
Address 

State 

7ip 

1LD5 

orcaii  71 9-379-3263 

No  more  than  ten  or  twelve  guests  are  ever  on  our 
island  at  the  same  time,  and  each  vacationing  couple  or 
family  is  housed  in  their  own  private  seaside  cottage. 
It's  the  perfect  place  for  a  honeymoon  or  an  escape 
from  reality. 

Stroll  pristine  beaches.  Swim,  snorkel  or  scuba  in 
azure  waters  renowned  for  the  splendor  of  their  tropi- 
cal fish  and  colorful  coral  reefs.  Fish  for  the  big  ones 
from  our  deep  sea  boat  or  just  unwind  by  the  pool. 
From  tennis  to  windsurfing,  it's  probably  the  world's 
most  exclusive  playland  paradise  for  those  who 
choose  to  vacation  their  own  way  and  on  their  own 
schedule. 

For  7  nights  and  8  days,  the  cost  is  just  $2,600  per 
person.  And  that  includes  everything:  all  activities, 
meals,  drinks,  lodging,  taxes  and  round-trip  flights 
between  Laucala  and  Fiji's  Nadi  International  Airport 
(on  the  main  island).  Service  with  a  smile  and  no 
tipping. 

So  come  on  down.  Luxuriate  in  this  South  Pacific 
paradise.  It's  the  vacation  of  a  lifetime.  You'll  want  to 
come  back  again  and  again. 


For  information,  please  write 
Errol  Ryland,  Manager 
Box  303,  Fort  Gariand,  CO  81133 
or  call  719-379-3263 
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he  more  things  change  . . ." 
1^0  years  ago  in  Forbes 

Ir-'ROM  IHH  ISSUK  OF  AUG   6,  192  1 ) 

1A  number  of  the  bigger  financiers 
Ind  industrial  leaders  of  the  country 
liave  joined  forces  in  forming  a  per- 
Inanent  organization  to  deal  with  the 


"Today  the  layman  looks  at  [a  I'v] 
image  which  is  interesting,  entertain- 
ing to  an  extent,  but  not  to  be  consid- 
ered as  a  definite  factor  in  our  national 
life.  Tomorrow  the  same  man  will 
tune  in  the  baseball  game,  a  movie,  a 
presidential  speech  ...  in  fact,  any 
public  place  or  event.  .  .  ." 


Bvish  1921  display  of  Julius  Kayser  products  in  New  York  department  store  window. 


breign  relations  problems  of  this 
:ountry.  They  have  entered  a  peti- 
ion,  under  the  Membership  Corpo- 
•ation  law,  for  the  Council  on  Foreign 
R.elations,  for  the  purpose  of  bringing 
ogether  expert  minds  on  statecraft, 
inance,  industry,  education  and  sci- 
ence. These  will  be  united  in  a  'con- 
inuous  conference  on  international 
questions  afi^ecting  the  U.S.'  " 

''Alexander  Howat  and  August 
Dorchy,  president  and  vice  president 
of  the  Kansas  Miners'  Union,  were 
sentenced  to  serve  six  months  in  jail 
jand  to  pay  a  fine  of  $500  following 
ir  [their  conviction  of  violation  of  the 
1 1  ICansas  Industrial  Law  by  calling  a 
strike." 


«0 


years  ago 


(From  THK  ISSUE  OF  Aug  1,  1931) 
"Every  employer  must  reason  out  his 
own  policy  in  dealing  with  or  refijsing 
to  deal  with  striking  workers,  their 
representatives,  their  unions,  or 
would-be  mediators.  Neither  Forbes 
nor  any  other  observer  on  the  side- 
lines can  justly  say,  'Thus  you  should 
do  and  thus  you  should  not  do.' 
Nevertheless,  let  every  employer  who 
finds  himself  in  the  unfortunate  posi- 
tion of  having  to  make  such  a  decision 
remember  that  privation  breeds  des- 
peration, passion  flames  easily  into 
violence.  Strikes,  bitterness,  violence, 
harm  not  only  the  contendents  but 
the  whole  business  community." 


50  years  ago 

(From  thf  issuf  of  Aug  1 ,  1941 ) 
"Savings  banks  report  a  sharp  dip  in 
deposits,  but  declare  that  'withdraw- 
als for  reinvestment  in  defense  bonds' 
is  only  partly  to  blame.  A  growing 
number  of  aliens,  it  is  explained,  are 
holding  their  cash  in  fear  that  bank 
deposits  will  be  frozen." 

"No  matter  who  finally  gives  the 
order — OPM  or  OPACS — it  probably  is 
a  fact  that  the  motorcar  industry  will 
be  curtailed  at  least  50%  next  year. 
This  will  bring  a  serious  reallocation 
of  our  economic  life.  .  .  ." 


25  years  ago 

(From  IMF  ISSUK  OF  Auc;  I,  1966) 
"Despite  a  popular  misapprehen- 
sion, the  Sherman  and  Clayton  acts 
do  not  give  the  government  a  monop- 
oly in  filing  antitrust  suits.  Anyone 
who  considers  himself  injured  by  a 
violation  of  the  laws  can  go  into  court 
and  seek  restitution.  Section  4  of  the 
Clayton  Act  entitles  him  to  'recover 
threefold  the  damages  by  him  sus- 
tained, and  the  cost  of  the  suit,  includ- 
ing a  reasonable  attorney's  fee'.  .  .  . 
Two  figures  show  the  trend:  Antitrust 
suits  against  corporations  by  the  gov- 
ernment dropped  from  87  in  1960  to 
49  last  year;  but  the  number  brought 
against  corporations  by  other  corpo- 
rations more  than  doubled,  rising 
from  228  to  472." 


10 


years  ago 


(From  the  issue  of  Aug  3,  1981 ) 


Jeep  promotion  uses  familiar  backdrop. 


Venture  capitalist  Arthur  Rock. 


"You  can  walk  up  to  the  people  on 
the  street  and  ask  them  if  they  want  to 
be  rich,  and  99%  will  tell  you,  'Sure,  I 
want  to  be  rich.'  But  are  they  willing 
to  do  what's  necessary  to  be  success- 
fiil.>  Not  many  are." 
-Venture  capitalist  Arthur  Rock 

"For  an  eye-opening  eyeful,  every 
CEO  should  earmark  one  day — ^just 
once — to  be  spent  personally  signing 
every  check  over,  say,  $1,000  that  his 
company  will  be  sending  out.  Just 
headquarters  checks — not  divisions, 
subsidiaries,  et  al.  Not  salary  checks. 
No  prior  warning.  Just  the  checks  that 
go  out  on  one  of  the  'pay  bills'  days  of 
the  month.  As  CEO,  you  may  even 
discover  that  you  are  not  entitled  to 
sign  corporate  checks."  WM 
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HUUUH  b  UN  IHt  bUSINtbb  Ur  Lirt 


Authority's  for  sharing 
only  when  the  sharer 
is  sure  of  his  (or  hers). 

No  one's  a  leader  if 
there  are  no  followers. 

In  business,  there's 
such  a  thing  as  an 
invaluable  person, 
but  no  such  thing  as 
an  indispensable  one. 

Once  you've  given  advice 
to  someone,  you're 
obligated. 

Elders  always  lament 
change — and  the  young 
cannot  wait  for  it. 

-Malcolm  Forbes 


Animals  are  not  brethren, 
they  are  not  underlings; 
they  are  other  nations, 
caught  with  ourselves  in 
the  net  of  life  and  time. 
-Henry  Beston 

Is  it  not  wonderful  that  the 
love  of  the  animal  parent 
should  be  so  violent  while 
it  lasts  and  that  it  should 
last  no  longer  than  is 
necessary  for  the 
preservation  of  the  young? 
-Joseph  Addison 

All  animals  except  man  know 
that  the  principal  business 
of  life  is  to  enjoy  it. 

-Samuel  Butler 

A  dog  is  the  only  thing  on 
earth  that  loves  you  more 
than  he  loves  himself 
-Josh  Billings 

The  dog  was  created 
especially  for  children. 
He  is  the  god  of  frolic. 

-Henry  Ward  Behchkr 


A  Text ... 

We  came  unto  the  land 
whither  thou  sentest 
us,  and  surely  it 
floweth  with  milk  and 
honey,  and  this  is  the 
fruit  of  it. 
-Numbers  13:27 


Sent  in  by  Garrow  Page,  So. 
Burlington,  Vt.  What's  your  fa- 
vorite text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


The  Latin  proverb  homo  homini 
lupus — man  is  a  wolf  to  man — 
is  a  libel  on  the  wolf,  which 
is  gende  to  other  wolves. 

-Geoffrey  Gorer 

Each  outcry  of  the 

hunted  hare 
A  fiber  from  the  brain 

doth  tear. 

-WiLLL\M  Blake 

Elephants  suffer  from  too 
much  patience.  Their 
exhibitions  of  it  may 
seem  superb — such  power 
and  such  restraint, 
combined,  are  noble — but 
a  quality  carried  to  excess 
defeats  itself 
-CiARENCE  Day 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  in  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19.50.  Sertd 
check  and  order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  sales  tax  on  orders  in  Hew 
York  State  and  other  states  where  applicable. 


Of  all  God's  creatures 
there  is  only  one  that 
cannot  be  made  the  slave 
of  the  lash.  That  one  is 
the  cat.  If  man  could 
be  crossed  with  the  cat,  it 
would  improve  man,  but 
it  would  deteriorate  the  cat. 
-Mark  Twain 

The  trouble  with  a  kitten  is 

That 
Eventually  it  becomes  a 

Cat. 
-Ogden  Nash 

There's  an  old  cliche,  "Sick  as 
a  dog."  After  you  have  seen 
as  many  sick  dogs  as  I  have, 
you  realize  it's  more  truth 
than  cliche.  A  dog  who  hurts 
can't  reason  that  he  has  felt 
bad  before  and  recovered  to 
chase  cats.  He  can't  comfort 
himself  that  this  too  will 
pass.  He  doesn't  even  care 
whether  the  doctor,  the  nurse 
or  the  other  patients  think  he's 
a  coward.  He's  sick  as  a  dog. 
-James  R.  Kinney 

The  toad  beneath  the 

harrow  knows 
Exacdy  where  each 

tooth  point  goes. 

-RuDYARD  Kipling 

There  is  one  respect  in 
which  brutes  show  real 
wisdom  when  compared  with 
us — I  mean  their  quiet, 
placid  enjoyment  of 
the  present  moment. 
-Schopenhauer 

Animals  are  such  agreeable 
friends;  they  ask  no 
questions,  they  pass 
no  criticisms. 
-George  Eliot 

Human  beings  are  the  only 
animals  of  which  I  am 
thoroughly  and  cravenly  afraid. 
-George  Bernard  Shaw 
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In  some  parts  of  the  world,  this  isn't  off-road  driving. 


ycst  you  forj^cl  tlint  the  Kanj^c  Kover 
was  dcsijiiicd  for  terrain  even  more  elial- 
lenj^iiij^  than,  say,  Rodeo  Drive,  we  brinj* 
yon  this  reminder  of  Raiijie  Ro\er's  otlier 
natnr.il  haliitats. 

Typhoon  drenelieti  trails. 

lioiilder  eoN'ered  slopes. 

( inUies,  tundras,  ravines  and  liayous. 

IMaees  where  Ranj^e  Rovers  massive 
power  ilereulean  suspension  ami  perma 


nent  4  wheel  drive  make  it  possible  to  jiet 
to  eiviiization.  Instead  of  away  from  it. 

So  wliile  e\er\'  Raiij^e  Rover  eomes 
with  a  sujireme  level  of  eomfort,  every 


<S>RANGE  ROVER 


Ransje  Rover  also  eomes  with  a  level  of 
eapahilitv-  horn  of  endless  refinement  in 
deeidedly  unrefined  eonditions. 

And  you  ean  be  in  one  for  as  little  as 
S.V>,.S()().*  .lust  eall  l-NOO  FIXK  4\Vn  for 
the  name  of  a  dealer  near  you. 

After  all,  thouiih  many  ears  boast  of 
extensive  road  testinj^.  Rans^e  Rover  brings 
you  somethinji  even  more  reassuring. 

Deeades  of  no  road  testini*. 


FACT:  Using  an  Irrevocable  Trust  Can 
Reduce  Estate  Tax  Costs  by  75%  or  More. 


Much  has  been  written  about  the  value  of  Life  Insurance  and  the  ways  in  which 
this  financial  tool  can  help  significantly  reduce  estate  taxes.  The  subject  is  complex 
and  the  advice  given  is  often  conflicting,  confusing,  or  misinformed.  For 
individuals  with  assets  above  three  million  this  issue  is  critical.  But  for  those  who 
know  the  facts  about  Life  Insurance  and  estate  planning,  the  answers  are  simple. 


The  Wealth  Creation  Centers 
concept  simply  involves  transferring 
money  to  an  irrevocable  trust.  Then, 
the  trust  purchases  a  one-payment 
life  insurance  policy  based  on  cur- 
rent assumptions.  Upon  death,  the 
policy  produces  the  money  to  pay 
the  estate  taxes  at  a  substantial  dis- 
count. Uncle  Sam  receives  the  full 
estate  tax  due.  Your  family  can  re- 
tain the  full  value  of  your  estate. 
(For  trust  and  tax  information  see 
your  own  accountant  or  attorney.) 


84%  DISCOUNT  ON  YOUR 
ESTATE  TAX  COST 

$792,731  Transferred  to  Irrevocable 

Trust  Pays  $4,948,000  Tax  on  Your 

$10,000,000  Estate 


TRANSFER 
$792,731 
or 
GAIN        I  <^M  1    $146,963 

$4,155,269  I  ^5^5^      Yearly 

for  7  years 

6.2  TO  1  RETURN 
$4,948,000 


EQUAL  AGE  70/70 

'  1991  Barry  Kaye  Associates 


Based  on  current  assumptions 


If  your  estate  is  worth  $3  million  or  more,  call  for  a  free,  no-cost,  no-obligation 

proposal  and  our  videotape:  Save  A  Fortune  On  Your  Estate  Taxes  which  describes 

our  concepts.  These  concepts  can  also  be  used  to  create  huge  wealth  for  children  or 

grandchildren,  or  substantially  leveraged  gifts  to  charity.  Call  the  original  creators 

of  the  estate  tax  cost  discount  program  now  at  800-932-5841. 


Available  in  Kiokstores. 


Barry  Kaye,  author  of 
Save  a  Fortune  on 
Your  Estate  Taxes 


Wealth  Creation  Centers" 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 

Barry  Kaye  Associates 

1901  AVENUE  OF  THE  STARS,  SUITE  500 
LOS  ANGELES,  CA  90067 
213-277-9400  FAX:  213-282-0775 

©1991  Wealth  Creation  Centers 


I SAVE  A 
FORTUNE 
ON YOUR 
ESTATE 
TAXES 

BARRY  KAYE 


"Much  useful  advice 
from  a  pro."-  Forbes 
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''Either  you  shape  the  future, 
or  the  future  shapes  you  " 
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"Change  or  be  changed.  Act  or  be  acted 
upon.  Your  success  depends  upon  which  you 
choose.  That's  why  we  are  continuing  a  course 
of  successfully  managed  change,  transform- 
ing the  old  Greyhound  Corporation  into  an 
even  more  dynamic  new  business  force:  The 
Dial  Corp!  We  divested  11  less  profitable  sub- 


sidiaries, totaling  almost  $3  billion  in  reven 
We've  acquired  new  companies  with  ye, 
revenues  of  $1.4  billion  with  excellent  gro 
and  profit  potential.  The  result  is  a  strong,  tc 
sumer-oriented,  multiservice  corporation  li 
short,  we've  repositioned  ourselves  to  leaqh 
way  in  consumer  products,  services,  transi 
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Two  of  the  U.S.' 
richest  teens: 
Capriati  and 
Seles,  who  can't 
even  vote  yet. 

^mm  80 


rui  uca 


AUGUST  19, 1991  VULUME  148  NUMBER  4 


ON  THE  COVER 


Madonna  Is  The  Model  80 

By  Peter  Newcomb 

When  athletes  make  more  money 
from  endorsements  than  from  salaries 
and  prize  money,  it  helps  to  develop 
celebrity  status.  Meet  two  of  the 
world's  richest  self-made  teenagers. 


The  Highest-Paid  Athletes 


82 


Media  Wars  38 

By  Dana  Wechsler  Linden  and  Vicki  Contavespi 
There's  gloom — and  opportunity — 
in  the  media  industry  these  days. 

An  Interview  With 

Peter  F.  Drucker  72 

By  MarkSkousen 

The  wise  old  man  of  business  tells  why 
he  doesn't  see  a  global  financial  crisis, 
why  most  business  school  teaching  is 
obsolete  and  why  IBM  and  Japan  Inc. 
are  in  trouble. 


COMPANIES/ IKDUSTRIES 
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Publishing 

By  Fleming  Meeks 

Tom  Clancy's  new  book  will  make 
him  millions.  MCA's  Putnam  Berkley 
Group  won't  do  badly  either. 

Atlantic  Richfield  Co.  43 

ByToni  Mack 

Is  its  cleaner-burning  gasoline  a 
shrewd  ploy  to  increase  competitors' 
refining  costs.' 


The  Annual  Mutual  Fund 
Survey  appears  in  our  next 
issue,  September  2. 


Crane  &  Co.  44 

By  Linda  Killian 

Does  quality  matter.'  Here's  an  outfit 
that  has  survived  for  nearly  two  centu- 
ries, remained  family-owned  and 
prosperous. 

Pet  Food  50 

By  Matthew  Schifrin 

Brown  rice  for  dogs?  Don't  laugh.  It's 
transformed  a  tired  industry  and  cre- 
ated another  great  American  fortune. 

Up  &  Comers: 

Duty  Free  International  56 

By  James  Lyons 

Helped  by  more  border  traffic  and 

Canadians'  passion  for  beating  the 

taxman. 

Up  &  Comers: 

Thomas  Nelson,  Inc.  58 

By  Ignatius  Chithelen 

Sam  Moore  strayed  from  his  religious 

publishing  niche — and  suffered. 

Watch  Out,  Coming  64 

By  Gale  Eisenstodt 

Glass  is  crucial  to  the  information  age, 
and  Japan's  Hoya  is  one  of  the  most 
innovative  glassmakers. 

Retailing  70 

By  Rita  Koselka 

More  department  stores  appear  ready 

to  bite  the  dust. 
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Is  It  Mere  Wishing?  41 

By  Peter  Futirman 

The  Baltic  republics  struggle  for  free- 
dom, but  the  Red  Army  isn't  loosen- 
ing its  grip. 
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South  African  Blue  Chips 

By  Tatiana  Pouschine  witti  Amy  Feldman 

Will  state  and  local  pension  funds  buy 

oft-limit  stocks  when  the  laws  change? 

Calculated  Risks  136 

By  Suzanne  L.  Oliver 

Scudder's  short-term  bond  fund  has 
higher  returns  from  long  bonds  but 
lower  risk  from  short  ones.  How? 

The  Forbes  Index  36 

The  Forbes/Barra 

Wall  Street  Review  133 

Forbes/TUCS  Institutional 
Portfolio  134 

Streetwalker  148 

Handy  &  Harman;  Fisher-Price; 
textile  stocks;  Giddings  &  Lewis. 


LAW  AND  ISSUES 


On  The  Docket: 

Conditional  Banking  88 

By  James  Lyons 

The   fine   print  in  loan  documents 

doesn't  always  mean  what  it  says. 

Shakedown?  98 

By  William  Tucker 

Lawyers  have   figured   out  how  to 

get  fat  off  technology  firms'  volatile 

earnings. 
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ation  manufacturing  and  financial  services. 
Because  at  The  Dial  Corp,  we  not  only  have  a 
/ision  of  the  future,  we  also  have  the  will  and 
he  ways  to  shape  it." 


lohn  W  Teets,  Chairman,  President 
ind  Chief  Executive  Officer 


The  Dial  Corp 

Profit  Through  Leadership 


One  by  one  they  go 
the  way  of  B.  Altman. 
70 


Le  soap  exceptionnel! 
Coming  here  soon. 
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"I  have  little  use  for  schools.  Practice 
starts  with  apprenticeship,"  says  Drucker. 

^^H   72 
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Teamwork 

By  Kathleen  K.  Wiegner 

Small  technology  companies'  team- 
ing with  big  companies  often  ends  in 
disaster.  But  not  Pyramid  Technolo- 
gy's deal  with  AT&T. 

Telephone  Survivor's  Guide        107 

ByGary  Slutsker 

How  to  protect  against  phone  system 

outages. 

Dick  Tracy  Computing  110 

By  Julie  Pitta 

Chips  that  can  put  a  phone  in  a  watch 
can  also  connect  a  PC  to  the  office. 
Also:  Commentary  by  Esther  Dyson. 


SCIENCE  &  TECHNOLOGY 


Whose  Invention  Is  It  Anyway?   1 14 

By  Gary  Slutsker  and  David  C.  Churbuck 
Thomas  Edison's  inventions  would 
not  get  a  U.S.  patent  today.  Are  we 
stifling  innovation?  Also:  Commen- 
tary by  Michael  Gianturco. 
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Let  Your  Fingers 

Do  The  Banking  122 

By  David  C.  Churbuck 

Home  banking  had  to  wait  for  cheap 
PCs  and  touch-tone  phones.  Also: 
Beware  the  au  pair. 
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The  Collectors  126 

By  Christie  Brown 

Charles  Pankow  still  doesn't  know 

very   much   about   art,   but   he    has 

learned  the  perils  of  dealing  with  art 

consultants. 
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$125  million  business. 
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oome  risks  are  clearly  visible.  Others  hide  from  sight. 
The   unexpected  is  the  one   thing  you  can 
always  expect. 


Risk.  It  isn't  always 
where  you  expect  it  to  be. 


Suppose  that  overseas  political  upheaval  thins 
out  the  flow  of  a  raw  material  you  can't  do  without. 
That's  a  risk  Bankers  Trust  can  help  you  contain. 

Or  suppose  a  natural  disaster  cripples  your 
payments  system.  Again,  with  our  merchant  banking 
help,  that  risk  can  be  dealt  with. 

Like  every  financial  institution,  we  trade,  arrange 
financing,  close  deals.  But  everything  we  do  is  done  with 
an  eye  to  helping  you  profit  from  risk. 

Our  greatest  strength  is  putting  all  our  skills  to 
work  at  managing  every  kind  of  global  risk. 

Life  can  never  be  risk-free.  Leadership  isn't  built 
on  sure  things.  But  with  Bankers  Trust  behind  you,  you'll 
be  leading  from  unparalleled  strength. 


LEAD       FROM       STRENGTH. 


I'i'lfilfilill^llTlllFim'l 


Forbes 


EACH  REFERENCE  IS  TO  THE 
FIRST  PAGE  OF  THE  STORY  IN 
WHICH  THE  COMPANY 
NAME  APPEARS. 


A&A  Auto  Parts,  128 

Abbott  Laboratories,  50 

Abraham  &  Straus  (Federated  Stores),  70 

AdExpress,  38 

Advanced  Micro  Devices,  20 

Aegis  Group,  102 

Africa  Monthly^  38 

Alabama  Housing  Finance 

Authorit\'  bonds,  141 
Altera,  120 
B.  Altman,  70 
AMCA  International,  149 
American  Barricic  Resources,  14 
Ameritech,  106 

Apple  Computer,  72,  98,  114,  122,  142 
Arco,43,  107 
Ashton-Tate,  112 
Asymetrix,  1 14 
AT&T,  106,  107,  126 
AuPairCare,  124 


Babson's  Enterprise,  143 

Baccarat,  64 

Robert  W.  Baird,  149 

BankAmerica,  142 

Bankers  Trust  New  York,  16 

Bantam  Doubleday  Dell  Publishing 

Group  (Bertelsmann),  42 
BCCl,  144 
Beatrice,  12 
Bell  Atlantic,  106 
BellSouth,  106 

Bloomingdale's  (Federated  Stores),  70 
BMW,  131 

Boehringer  Mannheim,  114 
Bonwit  Teller,  70 
Borland  International,  1 12,   120 
Broadcasting  Partners,  38 
Alex.  Brown  &  Sons,  107 
ButTlims,  70 
Burlington  Holdings,  16 


Cabletron  Systems,  120 

Cadtrak,  114 

Campbell  Soup,  50 

Canon, 80 

Capital  Cities/ABC,  38,  58 

Carson  Pirie  Scott,  70 

Carter  Hawley  Hale  Stores,  70 

Carrier,  44 


Casio,  80 

Caterpillar,  48 

CBS,  38,  131 

Cetus,  114 

Chase  Manhattan  Bank,  58 

Checkfree,  122 

Chemical  Banking,  72 

Chevron,  43 

Cirrus  Logic,  120 

Citicorp,  72,  130 

CNA  Insurance,  12 

CNN  (Turner  Broadcasting  System),  107 

Coca-Cola,  80 

Colgate-Palmolive,  50 

Communications  Network  Architects,  107 

Compaq  Computer,  142 

CompuServe  (H&R  Block),  112 

Cooper  Industries,  48 

Corning,  64 

Cox  Enterprises,  38 

Crane,  44 

Creditanstalt,  144 

Cross  &  Trecker,  149 

Crown  Crafts,  148 


Dallas  Semiconductor,  110 
B.  Dalton  Bookseller 

(Barnes  &  Noble  Bookstores),  42 
Danat,  144 
Dayton  Hudson,  70 
Delta  Woodside  Industries,  148 
Digi  International,  120 
Digital  Research,  112 
Dillard  Department  Stores,  70 
Walt  Disney,  28 
Dodd,  Mead,  58 
Doyle  Dane  Bernbach,  38 
Drug  Emporium,  143 
Du  Pont,  48,   114,   136 
Dutv  Free  International,  56 


E-Il  Holdings,  12 

EC  Television/Paris,  102 

Ecology  &  Environment,  143 

Economics  &  Technology,  107 

A.G.  Edwards  &  Sons,  141 

EFAu  Pair,  124 

Electronic  Data  Systems,  38 

Flquitable  Insurance,  16 

eurAuPair,  124 

Experiment  in  International  Living,  124 


Federated  Stores,  70 
Fila,  80 

First  Cit)'  Industries,  17 
First  Interstate,  133 
Fisher- Price,  148 
Forstmann  Left",  12 
Forta,  102 

Freudenherg-NOK,  20 
Fujitsu,  110,   114 


Gabelli  tiinds,  148 

Gabriele,  Hueglin  &  Cashman  Eastwood,  141 

Garfinckel's,  70 

GE,  72,  114 

Genentech,  1 14 

General  Motors,  72 ,  131 

Gerard  Klauer  Mattison,  148 

Giddings  &  Lewis,  149 

GimbePs,  70 

Gish  Biomedical,  143 

Golden  West  Financial,  142 

Government  National  Mortgage 

Association,  136,  141 
Granada  Telexision,  102 
Grey  Advertising,  102 
Guilford  Mills,  148 


Handy  &  Harman,  148 

Harrods,  56 

Hasbro,  148 

G.  Heileman  Brewing,  106 

H.J.  Heinz,  50 

Heritage  Media,  38 

Hewlett-Packard,  106 

Hoya,  64 

Hulbert  Financial  Digest,  143 


lams,  50 

Ibbotson  &  Associates,  143 
IBM,  72,  106,  114,  122 
Illinois  Housing  Development 

Agency  bonds,  141 
Ingersoll-Rand,  48 

Intercontinental  Financial  Ser\'ices,  130 
InterExchange,  124 
Intermart,  38 

International  Management  Group,  80 
Interpublic  Group,  102 
Interstate/Johnson  Lane,  148 
Intuit,  122 

Investment  Horizons,  143 
Irish  Echo,  llA 
IVAX,  134 


Janus  Venture,  143 
Jordan  Marsh,  70 
J V  Dialogue,  112 
JVC/Matsushita,  131 


Keystone  Automotive  Warehouse,  128 

Kidder,  Peab<>d\'  ( G E ),  1 48 

King  Broadcasting,  38 

Kline's,  70 

Kmart,  70 

Kraft  General  Foods  (Philip  Morris),  80 


.fc 
ilC 
ilcC 
ikC 
MCI 


Men 
Mtti 
Ikr 
Jkr 
» 

Mine 
Ml 
.Mod 
Jlori 
JloK 


Sint 


XEC 
Ilior 
llior 
fell 
fav 

■VlT 
&VI 
hi 
.\«! 
■VlTPi 


Forbes  ■  August  19,  1991 


Kenneth  Levcnthal,  12 

Eli  Lilly,  48 

Limited,  70 

Lipper  Analytical  Services,  136 

LMR  Records,  16 

Lockheed,  16 

Look,  38 

Lotus  Development,  1 12 


Mabon  Securities,  133 

Manfra,  Tordella  &  Brookes,  1 30 

Manufacturers  Hanover,  72,   122 

Marshall  &  Ilsley,  142 

Marshall  Field's  (B.A.T  Industries),  70 

Massachusetts  Housing  Finance 

Agency  bonds,  141 
Matrix,  80 
Mattel,  148 

May  Department  Stores,  70 
MCA  (Matsushita),  131 
McCrory,  12 
McDonald's,  80 
MCI,  43 
MECA,  122 

Medco  Containment  Services,  120 
Samuel  Meisel,  56 
Mellon  Bank,  133 
Merck,  48 
Metromedia,  38 

Microelectronics  Technology,  107 
Microsoft,  112 

Milberg  Weiss  Bershad  Specthrie  &  Lerach,  98 
Minnesota  Mining  &  Manufacturing,  48 
Minorco,  14 
Mobile  Office^  38 
Monsanto,  48 
Morgan  Stanley,  16 
Motorola,  110 
MTB  Banking,  130 
MTV  (Viacom),  12 


Nantucket,  112' 

Natural  Life  Pet  Products,  50 

NBC(GE),  38,  151 

NCR,  106 

NEC,  110 

Thomas  Nelson,  58 

Thomas  Nelson  &  Sons,  58 

Nestle,  50 

New  England  BioLabs,  1 14 

New  York  Times,  38,  42 

Newmont  Mining,  14 

News  Communications,  38 

News  Corp,  38,  58 

Newsweek,  38 

Nike,  80 


Nippon  Sheet  Cilass,  64 
NL  Industries,  16 
Nordstrom,  70 
Nowy  Dziennik,  124 
Nucorp  Energy,  98 
Nutro  Products,  50 
Nynex,  106 


Pacific  Telephone,  126 

Pacific  Telesis,  106 

Pankow  Builders,  126 

Parametric  Technology,  120 

J.C.  Penney,  70,   151 

PepsiCo,  50 

Perrier  Group,  80 

Perritt's  Capital  Growth  Fund,  143 

Pet  Nosh,  50 

Pfizer,  48 

Philadelphia  Eagles,  131 

N.V.Philips,  110 

Prince,  80 

Procter  &  Gamble,  102 

Putnam  Berkley  Group  (Matsushita),  42 

Pyramid  Tcchnoiog}',  106 


Quaker  Chemical,  143 
Quaker  Oats,  50,  148 


Radio  Corporation  of  America,  151 

Ralston  Purina,  50 

RCA  Communications,  151 

RCA  Manufacturing,  151 

Reader's  Digest,  38 

Reason,  24 

Reliance  Group  Holdings,  12 

Rete  Quattro,  102 

Rich's,  70 

RJR  Nabisco,  48 

Rolls-Royce  Motor  Cars  (Vickers),  131 

Royal  Dutch/Shell,  43 

Rubbermaid,  148 


Salomon,  106 

Samsung  Group,  20 

Sara  Lee,  50 

Saturday  Evening  Post,  38 

SciMed  Life  Systems,  120 

Scudder  Development,  143 

Scudder,  Stevens  &  Clark,  136 

Seagate  Technology,  98 

G.D.  Searic  (Monsanto),  151 

Sears,  Roebuck,  122,  136 

Securities  Class  Action  Alert,  98 

Shearson  Lehman  Brothers  Holdings,  56,  1 34 

Showtime  (Viacom),  38 


Siemens,  72 

SIT's  New  Beginning  Cirowth,  143 

Smith  Barney  (Primerica),  136 

SMR  Research,  35 

Sony,  12,  16 

Southwestern  Bell,  106 

Springs  Industries,  148 

Studebaker,  10 

Studio  Hamburg,  102 

Sun  Microsystems,  106 

Supermarkets  General  Holdings,  130 


Target,  70 

Tele-Communications,  38 

Texas  Instruments,  110,   1 14 

TFI,  102 

Tiffany,  44 

Time  Warner,  12,  38 

Tonka,  148 

Toshiba,  64 

Tremont,  16 

TRW,  128 

Tuesday  Morning,  143 

Turner  Broadcasting  System,  38 

Twentieth  Century  Fund,  35 


U.S.  Biochemical,  114 

U.S.  Surgical,  120 

U.S.  West,  106 

Unilever,  102 

United  Jersey  Bank,  130 

Unocal,  43 

Upjohn,  48 

US  News  &■  World  Report,  38 

USX,  72 


Valhi,  16 

Valvoline- (Ashland  Oil),  128 

Verbatim,  98 

Viatech,  143 

Viking  Press  (Banta),  24 

VMI/Matsushita,  131 

^■H  W,  X,  Y 

Waldenbooks,  42 
Wal-Mart  Stores,  56,  70 
Washington  Post,  1 07 
Wendy's  International,  16 
Whittle  Communications,  38 
Wilshire  Associates,  134 
Wisconsin  Greyhound  Racing,  38 
Xerox,  1 14 
Yonex,  80 


Forbes  ■  August  19,  1991 


Forbes 


SIDE  LINES 


^B    Editor 

JAMES  W.  MICHAELS 

^H    Managing  Editor 

LAWRENCE  MINARD 

Assistant  Managing  Editors:  William  Baldwin, 

Jean  A.  Briggs,  Stewart  Pinkcrton 

Executive  Editor:  James  Cook 

Art  Director:  Everett  HaKorsen 

Senior  Editors:  Phyllis  Berman,  Peter  Brimelow, 

Subrata  N.  Chakravart)',  William  G.  Flanagan, 

Jerri'  Flint,  Ruth  M.  Gruenberg,  Lisa  Gubernick, 

Thomas  Jaft'e,  Steve  Kichen,  Marlene  Mandel, 

Gretchen  Morgenson,  James  R.  Norman, 

Howard  Rudnitsky,  Laura  Saunders,  Matthew  Schifrin, 

Harold  Seneker,  Gary  Slutsker,  Richard  L.  Stern 

Contributing  Editors:  Norm  Alster,  Esther  Dyson, 

George  Gilder,  Susan  Lee,  Richard  C.  Morais, 

Richard  Phalon,  Dero  A.  Saunders 

Associate  Editors:  Da\id  Churbuck,  Betty  Franklin, 

John  R.  Hayes,  Laura  Jereski,  Dolores  A.  llataniotis, 

Joshua  Levine,  Dana  Wechsler  Linden,  James  Lyons, 

Dyan  Machan,  Fleming  Meeks,  Peter  Newcomb, 

Tatiana  Pouschinc,  Jason  Zweig 

Staff  Writers:  Christie  Brown,  Patrice  Duggan, 

F^dward  Giltenan,  Rita  Koselka,  Seth  Lubove, 

Suzanne  L.  Oliver,  Eric  Schmuckler,  Leslie  Spencer 

Reporters:  Katherine  Weisman,  DepuDi'  Chief;  Reed 

Abclson,  Graham  Button,  Ignatius  Chithclen, 

Lisa  Coleman,  Vicki  Contavespi,  Amy  Feldman, 

Carolyn  T.  Geer,  Mar\'  Beth  Grover,  Toddi  Gutncr, 

William  Heuslein,  Roula  Khalat',  Martin  Kihn,  Linda 

Killian,  Paul  Klebnikov,  Manjeet  Kripalani,  Randall  Lane, 

Spyros  Manolatos,  Evan  McGlinn,  Bngid  McMenamin, 

Joel  Millman,  Christopher  Palmeri,  Zina  Sawaya,  Maura 

Smith,  David  Stix,  Wendy  Tanaka,  Merrill  Vaughn, 

Katarzyna  Wandycz 

Washington  Bureau:  Howard  Banks,  Manager;  Janet 

NVnack,  C'nstina  von  Zeppelin.  West  Coast:  John  H. 

Taylor,  Manager;  Kathleen  K.  Wiegner,  Kathnn  Harris, 

Julie  Pitta,  Thomas  Bancroft,  Julie  Schlax.  Midwest: 

Marcia  Berss.  Southwest:  William  P.  Barrett,  Manager; 

Tom  Mack,  ('Lure  Poole.  Eiu-ope:  John  Marcom  Jr., 

Manager;  Peter  Fuhrman.  Pacific:  Andrew  Tanzer, 

Manager;  Gale  Eisenstodt,  Hiroko  Katayama 

Colunuiists:  Ashby  Bladen,  David  Dreman,  Kenneth  L. 

Fisher,  Mark  Hulbert,  Michael  Novak,  Ben  Weberman 

Art  Department:  Roger  Zapke,  Deput)'  An  Director; 

Ronda  Kass,  Robert  Mansfield,  Andrew  Christie, 

Associate  An  Directors;  Alexandra  Gregson, 

Lauren  Stockbower,  Meredith  Nicholson,  Photo  Editors; 

Samantha  Hoyt,  Photo  Research 

Statistics:  Donald  E.  Popp,  Flditor;  Ann  C.  Anderson, 

Senior  Editor;  Carsten  M.  Thode,  Editorial  Programmer; 

John  Chamberlain,  Susan  Chin,  Scott  DcCarlo,  Timothy 

Dodman,  Eric  S.  Hardy,  Eileen  Henderson,  Gustavo 

Lombo,  Tina  Russo  McCarthy,  Warren  Midgett,  Steven 

Ramos,  Mitchel  Rand,  Dukhee  Son,  Gilbert  Steedley, 

Susan  Yu 

Copy  Desk:  Dolores  Aksel,  Deputy  Chief; 

Deborah  Markson-Katz,  Hugo  Moreno,  Gilda  Roberts, 

Maggie  Topkis;  Barbara  Souza 

Proofreaders:  Dolores  Guilhot,  Chief;  Arthur 

Abramowitz,  Deputy;  David  J.  Fleischmann, 

Susan  R.  Goldberg,  James  Neu 

Director  of  Information  Services:  Anne  P.  Mintz 

Information  Center;  Cynthia  Cnstal,  Clarita  Jones, 

Brenda  T.  Ling,  Naomi  Prall,  Irene  Richards, 

Linda  Stinson,  Information  Specialists;  Luis  Collazo  Jr., 

Jaculine  Daniel,  Queenie  Flake,  Vanessa  Lewis, 

Thomas  Scott,  Michael  Smith,  Staff 

Director  of  Manufacturing  and  Production:  John  J. 

Romeo;  Robert  M.  Roscngarten,  Fldward  B.  Morgan, 

Peter  I.  Pallans;  Donald  Althoff,  Peter  Althoff", 

Robert  E.  Crawford,  Joseph  De  Gray, 

Linda  Byron  Glucksman 

Advertising  Services  Manager:  Patricia  Deckelnick; 

Jane  Ramp 

Director  of  Photocomposition:  James  ("ianelli; 

Mark  Decker,  Arthur  Petz  III,  Richard  Nobile, 

Bill  Basliam;  Paul  ('aruso,  Tom  Shatinsky 

DirBCtor  of  Editorial  Informatian:  Riymond  F.  Hcaley  Jr. 

[^    FOUNDED  IN  1917 

B.C.  FORBES,  Editor-in-Chief  1 1917- 1954) 

MALCOLM  S.  FORBES,  Editor-in-Chief  ( 19541990) 


^l^__^^^^^^^ 

1  •  ■ 

^m 

i 

%■■ 

L 

Pete  Newcomb 
Watching  Monica. 


Two  glials,  $12  million 

The  RANKING  of  the  world's  highest-paid  athletes  that  starts  on  page 
82  was  again  compiled  by  Associate  Editor  Peter  Newcomb,  who 
also  wrote  the  cover  story  about  women's  tennis  and  Monica  Seles 
and  Jennifer  Capriati,  two  winsome  teenagers  who  will  together  earn 
over  $12  million  from  the  game  this  year.  Newcomb  wasn't  entirely 
surprised  that  Seles  made  the  list,  with  likely  earnings  of  $7.6  million. 
Says  he: 

"I  first  heard  of  Monica  Seles  last 
year  when  she  was  16  years  old  and  in 
the  midst  of  a  36 -match  winning 
streak.  The  streak  took  h?r  to  the 
French  Open,  where  she  captured  her 
first  Grand  Slam  tide  and  became  the 
tournament's  youngest  player  ever  to 
win  the  event.  By  the  end  of  the  year 
Monica  had  won  the  Virginia  Slims 
Championships.  By  early  this  year  she 
was  the  world's  top  women's  tennis 
player.  With  number  one  status  came 
all  the  endorsement  deals  that  make 
an  athlete's  total  earnings  so  much 
greater  than  what  he  or  she  earns  in 
prize  money,  and  I  knew  that  Monica 
would  qualify  for  this  year's  list  of 
highest-paid  athletes.  But  it  wasn't  ^^^M 
until  I  saw  the  hundreds  of  journalists 

and  photographers  that  showed  up  at  the  press  conference  she  held 
after  withdrawing  from  Wimbledon  that  I  knew  that  Monica  had 
crossed  the  line  from  tennis  player  to  celebrity," 

With  tenth-ranked  Jennifer  Capriati,  who'll  probably  earn  $5.1 
million  this  year,  Seles  hammed  it  up  for  Forbes'  photographer. 
Later,  she  told  Newcomb  she  hopes  to  become  an  actress,  like 
Madonna.  "But  I  don't  have  a  very  good  voice,"  she  said.  But  as 
Newcomb  reports  in  "Madonna  is  the  model"  (page  80),  this 
teenager  does  have  a  natural  gift  for  grabbing  attention,  as  well  as  for 
hitting  tennis  balls. 

Knute  did  it,  too 

Our  ARTICLE  last  year  on  the  world's  best-paid  athletes  suggested 
that  Notre  Dame's  great  Knute  Rockne  would  be  shocked  at  all  the 
product  endorsement  revenues  flowing  into  sports  stars'  pockets. 
Well,  maybe  not.  A  reader  with  a  great  memory,  George  Hackett,  of 
Dearborn,  Mich.,  points  out  that  Rockne  promoted  cars  for  Stude- 
baker,  which  even  named  a  car  model  aft:er  him.  In  fact,  says  Hackett, 
when  Rockne  was  killed  in  a  plane  crash  in  193 1 ,  he  was  on  his  way  to 
California  to  shoot  a  sales  training  film  for  Studebaker. 

Rockne  developed  other  ways  to  enhance  his  Notre  Dame  salary. 
For  example,  he  made  motivational  speeches,  wrote  football  manuals 
and  ran  sports  camps.  "Rockne  may  not  have  been  much  compared 
to  the  Arnold  Palmers  of  today,"  says  Dennis  Moore,  director  of 
public  relations  at  Notre  Dame,  "but  he  was  no  slouch  at  self- 
promotion." 


l^OlAAM^^^^     /CUVKA^ 
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Riklis  endangeitnent 

Meshulam  Riklis  isn't  quite  free  of 
E-II  Holdings,  the  spinoff  of  food 
giant  Beatrice  that's  had  seven  owners 
in  the  last  five  years.  The  crafty  finan- 
cier, who  juggles  assets  the  way  Mi- 
chael Jordan  dribbles  a  basketball 
(July  25,  1988),  resigned  as  chairman 
of  the   overindebted   company   last 


Meshulam  Riklis,  with  wife  Pla  Zadora 
A  court  date  with  E-II  junkholders? 


year.  But  E-II's  junk  bond  holders 
still  have  a  big  bone  to  pick  with  him. 

They're  upset  about  the  more  than 
$600  million  Riklis  transferred  out  of 
E-II  to  fiand  losses  at  its  former 
McCrory  unit,  a  discount  retailer. 
When  he  resigned,  Riklis  retained 
ownership  of  McCrory  and  left  E-II 
saddled  with  some  $350  million  in 
McCrory  paper  of  questionable  value. 

The  holders  of  E-II's  12.85%  se- 
nior notes  and  13.05%  junior  deben- 
tures— including  such  powerhouses 
as  money  manager  Forstmann  Leff, 
Saul  Steinberg's  Reliance  Group  and 
Laurence  Tisch's  c;na  Insurance — 
want  justice.  Riklis  left  E-II,  which 
makes  Samsonite  luggage,  Culligan 
water  treatment  systems  and  McGre- 
gor sporting  wear,  in  the  hands  of  his 
protege,  Steven  Green.  Riklis  even 
gave  Green  a  $7  million  bonus  late 
last  year.  Still,  E-II  defaulted  on  its 
$1 .2  billion  in  junk  in  March. 

Last  month  the  bondholders 
agreed  on  what  E-II  was  worth.  Ana- 
lysts put  it  at  some  $1  billion.  The 


bonds  have  already  had  a  big  run,  with 
the  12.85s  trading  recently  at  70  cents 
on  the  dollar  and  the  13.05s  at  28 
cents,  up  from  under  15  cents  for 
both  last  December.  Bondholders  are 
likely  to  push  for  a  recapitalization 
through  a  prepackaged  bankruptcy, 
which  can  be  approved  by  a  simple 
majority  of  creditors  holding  at  least 
66%  of  the  par  value  of  each  issue.  The 
plan  could  be  filed  by  year-end. 

One  option  bondholders  insist  on 
keeping  open:  suing  Riklis  to  recover 
the  money  shifted  to  McCrory. 
Would  Green,  who  has  been  cooper- 
ating with  the  bondholders,  surren- 
der his  old  mentor?  'T  don't  think  he 
will  stand  in  the  way  of  suits  against 
Riklis,"  says  a  source  close  to  bond- 
holders. "But  that's  the  acid  test."  E- 
II's  bondholders  have  hired  account- 
ing firm  Kenneth  Leventhal  &  Co.  to 
document  Riklis'  asset  transfers. 


Madonna,  Inc. 

Pop  DIVA  Madonna  is  bolstering 
Forbes'  suggestion  that  she  may  be 
America's  smartest  businesswoman. 
The  controversial  performer,  with  an 
acumen  rare  among  entertainers, 
manages  her  own  business  affairs 
(Oct.  1,  1990). 

Now  she  is  working  on  her  biggest 
deal  yet.  The  33-year-old  singer  re- 
portedly marched  into  a  recen;^  meet- 
ing with  Steve  Ross,  Time  Warner 
cochairman,  decked  out  in  a  three- 
piece  suit  and  toting  a  briefcase.  Ma- 
donna summarily  demanded  her  own 


Multitalented 
Madonna 
More  material 
than  ever. 
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record  label,  a  film  and  video  produc- 
tion house  and  other  trappings  of 
power  similar  to  those  Michael  Jack- 
son got  from  Sony  last  year. 

She's  likely  to  get  what  she  wants. 
Madonna  has  been  Time  Warner's 
biggest  star  for  years,  racking  up  over 
$500  million  in  record  sales  alone. 
She's  still  hot.  Wlien  MTV  refiised  to 
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Target  America's 

Emerging  Growth 

Companies 

Today's  new  products  and  technologies  could  be  the  path  to  tomorrow's  growth 
opportunities.  Fidelity  Emerging  Growth  Fund  gives  you  a  way  to  target  companies 
with  the  potential  for  rapid  growth.  This  aggressive  fund  invests  primarily  in 
stocks  of  small  companies  expected  to  achieve  accelerated  growth  in  earnings  or 
revenues.  Share  price  may  be  volatile. 

Call  today  and  learn  how  emerging  growth  companies  may  fit  with  your  long- 
term  investment  goals.  Start  with  just  $230();  $500  for  IRAs. 

No  Sales  Charge  Thru  1991! 


Call  24  hours  1-800-544-8888    flR^ 


X" 
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air  her  racy  "Justify  My  Love"  video 
in  November,  Warner  decided  to  re- 
lease it  as  the  first-ever  video  single, 
and  eager  customers  gobbled  up  over 
500,000  copies.  And  her  Truth  or 
Dare  concert  film,  while  drawing 
mixed  reviews  from  critics,  was  pro- 
duced on  a  shoestring;  Madonna  and 
her  partners  could  make  a  few  million 
on  it.  A  very  material  girl. 

-Peter  Newcomb 

Sir  Jimmy's  busted  deal 

Anglo-French  financier  Sir  James 
Goldsmith  is  keeping  a  stiff  upper  lip 
on  the  busted  merger  talks  between 
Newmont  Mining  and  American  Bar- 
rick  Resources  (July  8).  Sir  Jimmy,, 
whose  personal  42%  stake  in  New- 
mont is  worth  some  $1  billion,  traced 
the  collapse  of  the  deal  to  a  clash  of 
management  cultures  and  says  he's 
perfecdy  happy  with  a  stand-alone 
Newmont.  But  it's  still  a  missed  op- 
portunity. American  Barrick's  Peter 
Munk,  who  would  have  led  the  new 
company,  has  consistendy  beaten  his 
Newmont  counterpart,  Gordon 
Parker,  in  increasing  production  and 
boosting  earnings.  Analysts  say  Parker 
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was  reluctant  to  cede  control. 

What  else  queered  the  deal?  Ameri- 
can Barrick,  it  seems,  balked  at  paying 
Newmont  a  premium  for  potentially 
valuable  undiscovered  gold  resen'es 
because  it  would  have  resulted  in 
hefty  goodwill  charges.  A  foreign  bid- 
der wouldn't  have  to  amortize  good- 
will. One  analyst  has  heard  a  rumor 
that  Luxembourg- based  minerals  gi- 
ant Minorco,  rebuffed  by  Newmont 
two  years  ago,  may  take  another  look. 
But  he  says  that's  a  faint  possibility. 

With  Newmont  stock  at  a  recent 
38V'2,  Goldsmith  is  around  break- 
even on  his  investment  and  seems  in 
no  hurry  for  a  deal.  He's  worried 
about  the  health  of  the  U.S.  financial 
system,  and  confident  that  gold  prices 
will  rebound  soon. 

-Howard  Rudnitsky 
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THE     ONLY 
YARDSTICK     THAT 
COUNTS. 


Much  has  been  written  about  various  ways 

to  measure  corporate  performance.  But  over  the  years,  the 

odds-on  favorite  would  have  to  be  earnings. 

We  think  that  a  focus  on  earnings  misses 
a  much  more  relevant  factor 

Free  cash  flow. 

And  once  again,  we  expect  ours  to  remain  strong. 
Extremely  strong.  In  fact,  in  a  year  when  business  has  certainly 

not  been  booming,  our  free  cash  flow  will  run  close  to 

$1  billion.  And  we  expect  that  number  to  average  substantially 

more  in  the  coming  years. 

And  the  point?  • 

Cash,  not  earnings,  has  put  us  on  the  fast  track  to  debt  reduction. 

In  fact,  between  cash  from  operations  and  the  sales  of 

certain  non-strategic  assets,  we're  well  ahead  of  schedule.  Which 

means  we're  adding  economic  value  to  the  company 

more  quickly  than  many  thought  we  could. 

To  be  sure,  there  are  as  many  opinions  on  the  subject 

of  how  best  to  judge  value  as  there  are  people  to  pen  them. 

But  we  think  we'll  stick  with  cash.  It  sure  works  for  us. 

And  we  think  it  works  for  our  shareholders. 


GeorgiaF^cific      ^ 


©1991  Georgia-Pacific  Corporation.  All  rights  reserved. 
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Simmons  bounces  back 

It  HASN'T  TAKEN  long  for  Texas 
multimillionaire  Harold  Simmons  to 
bounce  back  from  his  $35  million  loss 
on  his  failed  bid  for  Lockheed.  He's 
not  saying  much  yet,  but  he  confirms 
that  he's  investigating  several 
opportunities. 

This  time,  says  Simmons,  the  deal 
will  likely  be  mosdy,  if  not  all,  cash. 
No  more  loss  of  face  in  a  deal  that 
might  not  go  through.  So  he'll  be 
going  after  something  smaller,  thank 
Lockheed.  Where  will  the  money 
come  from.^  Simmons  says  he's  got 
about  $1  billion  in  cash  in  his  Valhi 
Inc.,  NL  Industries  and  Tremont 
Corp.,  plus  another  $200  million  or 
so  in  lines  of  credit. 

-Richard  L.  Stern 

Dial-a-quote 

Congressman  James  Scheuer,  the 
liberal  New  York  Democrat,  has  a  new 
press  secretary  who  thinks  the  media 
aren't  giving  the  boss  his  fair  share  of 


CongressiTicin  James  Scheuer 
Please,  please  quote  me. 
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Harold  Simmons 
Bloodied  but  unbowed 
by  his  ill-conceived  run 
at  Lockheed. 


quotes.  So  the  flack,  Peter  Woolfolk, 
has  sent  out  letters  to  the  media  ad- 
vertising the  congressman's  quotabil- 
ity,  and  availability  by  telephone,  in 
person  or  by  satellite.  Woolfolk  says 
the  media  tend  to  quote  the  same 
people  all  the  time,  and  he's  trying  to 
help  Scheuer  crash  the  quote  clique. 
Scheuer,  you  should  know,  is  a  lead- 
ing proponent  of  air  bags. 

-Janet  Novack 

Nice  trade 

Buried  in  troubled  Burlington  Hold- 
ings' bond  refinance  deal,  now  being 
unpleasantly  digested  by  many  hold- 
ers of  Burlington's  $1.1  billion  in 
junk  debt,  is  a  special  deal  for  Equita- 
ble Insurance  Co.  Bondholders  are 
being  ofl^ered  between  12  cents  and 
55  cents  on  the  dollar,  depending  on 
which  of  four  bond  issues  they  hold. 
Burlington  needs  to  renegotiate  the 
heavy  debt  it  took  on  when  it  went 
private  in  a  leveraged  buyout  four 
years  ago. 

But  Equitable  and  its  affiliates  were 
allowed  to  swap  $195  million  in  ju- 
nior subordinated  zero  coupon 
bonds,  which  would  have  paid  16%, 
for  a  similar  amount  of  senior  zero 
coupon  bonds  that  will  pay  an  average 
of  1 1.5%. 

The  difference  between  taking 
cents  on  the  dollar,  as  Burlington 
proposes  for  other  bondholders,  and 


a  swap  is  an  important  one  for  Equita- 
ble. Taking  cash  would  force  the  in- 
surer to  declare  a  fat  loss.  By  swapping 
paper  for  paper,  Equitable  can  carry 
its  share  of  the  new  bonds  at  face 
value;  this  will  help  it  keep  its  all- 
important  capital  adequacy  up  to  the 
states'  insurance  requirements. 

How  come  Equitable  got  special 
treatment.^  With  Morgan  Stanley  and 
Bankers  Trust,  Equitable  was  one  of 
the  three  key  investors  that  took  Bur- 
lington private. 

-Laura  Jereski 

LeFrak  takes  on  Sony 

'Tt's  Pearl  Harbor  all  over  again," 
says  Samuel  LeFrak,  73,  the  New 
York  developer  who  is  also  a  partner  in 
lmr  Records.  He  claims  that  Sony 
Music  Entertainment  stole  away 
lmr's  hot  discovery,  pop  singer  Stevie 
B.,  whose  hits  include  "Party  Your 
Body."  In  a  $150  million  lawsuit, 
LMR  alleges  Sony  advised  the  singer  to 
file  for  bankruptcy  in  Florida  so  that 
he  could  escape  his  exclusive  contract 
with  LMR.  LeFrak  is  demanding  a 
congressional  investigation  into  the 
matter. 

Sony  denies  the  allegations.  But 
LeFrak,  as  usual,  has  plenty  to  say. 


Pop  singer  Stevie 
B.,  now  with  Sony 
Was  he  stolen  by 
unfair  Japanese 
trade  or  did  he 
just  quit? 
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About  Stcvic  B:  ''Wc  invested  $7 
million  in  him,  and  when  we  found 
him  he  was  flipping  hamburgers  at 
Wendy's  in  Miami  for  $4  an  hour.'' 
About  Sony:  "What  chutzpah." 

-HOWARI:)  RUDMTSKY 


In  Kroll  they  trust 

Jules  Kroll,  ubiquitous  private  dick, 
has  been  hired  by  the  bondholder 
committee  for  First  City  Industries. 
KroU's  assignment:  to  sniff  out 
whether  the  Belzberg  family,  which 
owns  the  company,  diverted  maybe 
$10  million  to  $20  million  into  Lux- 
embourg trusts,  as  has  been  rumored. 
The  Bclzbergs  couldn't  be  reached. 

The  First  City  bondholders  claim 
that  the  Belzbergs  shuffled  millions  of 
dollars  among  at  least  ten  corporate 
entities.  Between  First  City  Industries 
and  its  Scovill  Inc.  subsidiary,  they 
say,  the  Belzbergs  sold  off  assets  for 
over  $200  million,  then  shifted  the 
money  to  other  companies.  The  mon- 
ey was  more  than  enough  to  pay  off 
First  City's  $140  million  in  subordi- 
nated debt. 

The  creditors,  however,  do  not 
hold  out  much  hope  for  finding  a 
sizable  pot  of  gold  at  the  end  of  the 
rainbow  in  Luxembourg.  "At  most, 
we  will  find  $10  million  or  $20  mil- 
lion, not  the  hundreds  of  millions  that 
have  been  commingled,"  asserts  one 
bondholder.  -Laura  Jereski 

Decode  this 

The  three  major,  privately  printed 
versions  of  the  federal  tax  code  used 
by  most  tax  preparers  contain  79  ma- 
jor differences  of  opinion.  The  discov- 
ery was  made  by  Tax  Analysts  of 
Arlington,  Va.,  a  nonprofit  group, 
when  it  prepared  a  computerized  tax 
code  for  sale  to  the  public.  Tax  Ana- 
lysts believes  that  there  may  be  more 
discrepancies. 

The  government  officially  updates 
the  code  only  every  four  years.  The 
last  time  was  1989,  so  the  1990 
changes  to  the  tax  law  have  been  left 
to  interpretation  by  the  companies 
that  publish  the  code.  That's  bad 
news  for  taxpayers  if  their  accountants 
use  an  incorrect  interpretation.  Now 
Tax  Analysts  hopes  to  persuade  the 
government  to  update  the  code  each, 
year.  -Graham  Button 
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In  an  effort  to  change  with 
the  times,  many  computer 
companies  are  trying  to  open 
their  systems. 

At  Digital,  our  systems 
are  aheady  open.  So  we  can 
concentrate  on  opening  your 
system.  To  the  point  where  we 
can  give  you  the  freedom  to 
choose  the  best  applications 
and  solutions  for  your  needs. 
Whether  those  solutions  come 
from  us  or  someone  else. 


What  makes  this  possi- 
ble is  our  Network  Appli- 
cation Support  (NAS).  A 
comprehensive  implementa- 
tion of  standards,  NAS  actu- 
ally enables  you  to  integrate 
applications  across  a  multi- 
vendor  networked  environ- 
ment, protecting  them  from 
the  differences  betw^een 
manufacturers. 

For  example,  the  graphic 
created  on  an  Apple'^^  the 
spreadsheet  done  using  MS- 
DOS"'  on  a  PC,  the  design 
drav\n  on  a  UNIX®  worksta- 
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Kon,  the  documentation  gener- 
ited  on  a  VAX'  ^^  system,  and 
he  data  stored  on  an  IBM® 
naintrame  can  be  exchanged 
imong  apphcations  and  even 
:ombined  to  work  within  the 
*ime  application. 

The  mtegration   brought 
orth    by    NAS    is    turther 


enhanced  by  our  open  serv- 
ices. From  work  group  to 
enterprise,  we  provide  com- 
prehensive muki-vendor  sup- 
port -  training,  installation, 
service,  everything  -  for  more 
than  8,000  hardware  and 
software  products  from  over 
800  vendors. 


Through  our  open  serv- 
ices and  the  openness  ol 
NAS,  we  protect  your  past 
investments  and  give  vou  a 
poweri^ul  advantage  for  future 
growth.  And  for  any  company 
that  uses  a  computer,  that's  a 
change  for 
the  better. 


SDIDDID 


UTHE    OPEN    ADVANTAGE 


¥ 


MS-DOS  IS  A  TRADEMARK  Of  MICROSOFT  CORPORATION,  UNIX  IS  A  REGISTERED  TRADEMARK  OF  UNIX  SYSTEMS  LABORATORIES   INC 
IBM  IS  A  REGISTERED  TRADEMARK  OF  INTERNATIONAL  BUSINESS  MACHINES  CORPORATION. 


RtADtRS  SAY 


Weird  science 


Sir:  Re  the  cover  stor\'  "Junk  science 
in  the  courtroom"  (July  8).  Forbes 
didn't  mention  another  legal  arena 
where  junk  science  occurs  (with  little 
or  no  challenge  as  to  its  scientific 
validity).  In  workers'  compensation 
cases  where  there  are  psychological 
injuries,  psychiatric  evidence  can  be 
mtroduced  whether  or  not  it  meets 
legal  standards  of  evidence  and  proof. 
Injured  workers  can  find  themselves 
"accused  and  convicted"  of  having  a 
pre-existing  psychiatric  disorder  even 
though  they  have  no  psychiatric  his- 
tory, nor  is  there  any  research  that 
demonstrates  that  psychiatrists  or 
psychologists  can  make  valid  diag- 
noses of  past  conditions.  The  insur- 
ance companies  are  the  financial  ben- 
eficiaries of  this  particular  form  of 
junk  science. 

-John  F.  Fieldkr,  Ph.D. 
President 

California  Institute  of  Psycholojjy 
San  Francisco,  Calif. 

Sir:  As  a  physician  who  has  been  the 
victim  of  a  frivolous  lawsuit  (later 
dismissed)  and  as  a  scientist  involved 
in  research,  I  cannot  agree  more  with 
your  conclusions.  Partially  at  fault  is 
the  contingency- fee  stmcture  which 
had  resulted  in  so  many  lawsuits. 

Despite  the  bleak  picture  in  the 
near  term,  however,  public  opinion 
and  market  forces  will  eventually 
bring  an  end  to  this  predominantly 
American  plague. 

-Mahmoud  Loghman-Ai^ham,M.D. 
Assistant  Professor 

University  of  Utah  School  of  Medicine 
Salt  Lake  City,  Utah 

Sir:  How  ironic  that  in  the  same  issue 
there  appeared  an  article  on  junk  sci- 
ence in  the  courtroom  and  the  edito- 
rial call  to  eliminate  placebo  control 
groups  in  tests  of  new  drugs  (Fact  and 
Comment).  Placebo  control  groups 
are  vital.  Fliminating  them  will  only 
lead  to  precisely  the  kind  of  junk 
science  practiced,  for  example,  by  the 


clinical  ecologists  rightly  pilloried  in 
the  cover  story. 
-Terence  Hines,  Ph.D. 
Ossinin£[,  N.T. 

Sin  of  omission 

Sir:  Your  list  of  25  large  nonpublic 
foreign  companies  (Forbes,  July  22) 
failed  to  include  Samsung  Group.  At 
the  end  of  last  year  Samsimg  Group 
employed  181,809  people;  revenues 
for  the  year  were  S37,984,000,Q00. 
This  would  have  ranked  Samsung 
Group  in  third  place  on  your  list  of 
private  foreign  companies. 
-H.S.  Lee 

Executive  Mana£in£i  Director 
Financial  Control  Department 
The  Samsung  Group 
Seoul,  Korea 

Samsunjf  should  indeed  have  been 
ranked  third  on  that  list.  We're  happy 
to  set  the  record  straijjht. — Ed. 

A  qualified  success 

Sir:  Re  Fact  and  Comment  (June  24). 
The  U.S. /Japan  semiconductor  trade 
agreement  of  1986  was  a  qualified 
success,  not  a  disaster  as  you  allege. 
The  Japanese  were  caught  and  con- 
victed of  dumping  in  the  U.S.,  and 
finally  stopped. 

In  Japan,  foreign  market  share  has 
risen  from  about  8.5%  to  13.3%.  This 
is  worth  about  $850  million  annually 
in  additional  revenue.  The  new  agree- 
ment   continues    the    momentum. 
There  is  deterrence  from  dumping 
and  a  commitment  from  the  Japanese 
to  open  their  market,  reaching  the 
20%  minimum  goal  by  the  end  of 
1992.  This  market  share  would  imply 
over  $2  billion  in  increased  business. 
-Ben  Anixter 
Vice  President 
External  Affairs 
Advanced  Micro  Devices 
Sunnyvale,  Calif 

Price  discrimination  f 

Sir:  Since  World  War  II  many  of  our 
nation's  leading  colleges  and  universi- 
ties have  awarded  financial  aid  solely 
on  the  basis  of  need.  There  are  those 
(Thomas  Sowell,  Forbes,  June  24) 
who  describe  this  policy  as  "price 
discrimination" — but  if  so,  it  is  a  most 


unusual  kind.  These  schools  do  offer 
"discounts"  to  almost  half  their  cus- 
tomers, but  they  simultaneously  turn 
away  thousands  of  other  potential 
customers  willing  to  pay  even  more 
than  the  "list  price." 

The  "overlap"  meetings  that  so 
concern  Mr.  Sowell  were  intended 
simply  to  assure  that  each  school  had 
made  as  accurate  an  assessment  as 
possible  of  each  student's  need.  The 
recent  antitrust  settlement  is  likely  to 
result  in  less  accuracy  in  assessing 
need,  and  may  lead  to  some  erosion 
over  time  in  the  commitment  of  these 
institutions  to  policies  of  need-only. 
-Robert  K.  Durkee 
Vice  President  for  Public  Affairs 
Princeton  University 
Princeton,  N.J.  '' 

Full  speed  ahead 

Sir:  In  the  International  Billionaires 
issue  (July  22)  Forbes  indicates  that 
Freudenberg  is  "pruning"  its  oil  seal 
and  vibration  damper  business.  This  is 
totally  inaccurate.  In  fact,  Freuden- 
berg and  its  afiiliates  are  the  largest 
producers  of  oil  seals  in  Europe,  the 
U.S.  and  Japan.  Additionally,  we  are  a 
world  leader  in  vibration  dampening 
technology. 

Please  be  assured  that  Freudenberg 
and  Freudenberg-NOK  are  totally 
committed  to  expanding  our  world- 
wide leadership  position  in  oil  seals 
and  vibration  dampers. 
-Joseph  C.  Day 

President  &  Chief  Executive  Officer 
Fr'eudenber£i-'NOK 
Plymouth,  Mich. 


Eastern  Europe 

Sir:  Re  your  recent  editorial  on  East- 
ern Europe  (Fact  and  Comment,  July 
8).  I  fully  share  your  criticism  of  the 
IME  and  I  agree  that  Western  assis- 
tance has  been  inadequate.  I  would 
add  that  it  has  also  been  incoherent; 
whereas  Poland  got  an  $18.5  billion 
debt  forgiveness,  Czechoslovakia  and 
Hungar)'  ha\e  gotten  nothing.  Ulti- 
mately what  will  defeat  East  Europe's 
aspirations  is  not  the  lack  of  financial 
assistance  but  the  refusal  of  the  G-7  to 
let  them  join  the  world  trading  system 
on  a  reasonable  basis. 
-Peter  Rona 
Nov  York,  N.T. 
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:  AUDI'S  INNO\OTIVE  SAFETY  FEATURES 

^  DO  MORE  THAN  BUILD  A  BETTER  CAR, 

THEY  BUILD  CONFIDENCE 


^^B^    Having  examined  all  of 
^^^^    Audi's  safety  features, 
you'd  probably  find  it  challenging 
trying  to  determine  which  one  in- 
spires the  most  confidence. 

Would  the  distinction  fall  on  our 
Automatic  Front  Seatbelt  Tension- 
ing System  or  driver's  side  air  bag? 

Does  it  belong  to  the  hands-free, 
voice-activated  cellular  telephone 
that  lets  you  keep  your  eyes  on  the 
road  and  your  hands  on  the  wheel? 
How  about  all-wheel  Quattro® 
drive?  Logically  speaking, 
everything  points 


to  the  Anti-Lock  Brakes:  An  electro- 
mechanical system  so  sophisticated 
it  can  modulate  pressure  up  to  15 
times  a  second,  react  instantane- 
ously to  the  steepness  of  a  hill  or  the 
"g"  forces  of  a  turn. 

Ironically,  we  would  assert  that 
it  is  none  of  the  above. 

The  most  confidence- building 
feature  in  an  Audi  is  none  other 

GOOD 

TAKE  CONTROL 


than  control.  Granted,  control  can't 
be  touched,  activated  or,  for  that 
matter,  seen. 

It  can't  be  turned  on  or  off  with 
the  flick  of  a  switch. 

But  make  no  mistake  about  it. 
From  the  moment  you  place  your  key 
in  the  ignition,  it's  there. 

It's  working. 

And  it's  quite  real. 

Moreover,  were  you  to  ask  Audi 
drivers  about  control,  chances  are 
you'd  hear  the  same  thing. 

It's  the  one  safety  feature  they 
can't  live  without. 

Audi  100 


01991  Audi  of  America 
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Communications:  One  of  the  great  strengths 
of  the  Great  Lal<es  region. 


The  Great  Lakes  region  is  home  to  25%  of  America's 
Fortune  500  U.  S.  companies,  is  the  commodities  trading  center 
of  the  world,  and  has  more  newspapers  and  computer  sites  than 
any  other  region  in  the  country.  How  do  more  than  12  million 
businesses  and  homes  in  this  information-intense  region  keep 
communications  flowing?  By  relying  on  Ameritech. 

The  communications  needs  of  the  Great  Lakes  region  are 
among  the  most  demanding  in  the  country.  That's  why  we  always 
stay  a  step  ahead,  anticipating  those  needs  and  creating  better 
ways  to  serve  and  satisfy  our  customers.  We  put  the  first  mobile 
phone  system  in  the  U.S.  into  operation,  we  have  the  largest 
voice  messaging  network  in  the  country,  and  we  currently  have 
two  fiber  optic  tests  in  market  for  new  technology  that  will  lead 
the  way  in  bringing  the  information  age  to  the  home. 

Solutions  that  work:  We  know  it's  our  commitment 
to  successful  innovation  that  has  helped  our  company  reach  $10 
billion  in  revenues.  Since  divestiture,  Ameritech  has  led  all  the 
other  regional  Bell  companies  in  recording  the  highest  return  to 
equity,  16.3%  last  year.  The  Great  Lakes  region  and  Ameritech 
continue  to  thrive  together. 

For  a  copy  of  our  Annual  Report  or  other  information,  call 
Ameritech  Investor  Relations  at  312/750-5353. 


The  Communications  Companies  of  Ameritech: 

Illinois  Bell 

Indiana  Bell 

Michigan  Bell 

Ohio  Bell 

Wisconsin  Bell 

Ameritech  Audiotex  Services 

Ameritech  Credit 

Ameritech  Development 

Ameritech  Information  Systems 

Ameritech  International 

Ameritech  Mobile  Communications 

Ameritech  Publishing 

Ameritech  Services 

The  Tigon  Corporation 

JjbMERSTECH 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Malcolm  S.  Forbes  Jr.,  Editor-in-Chief 


New  York  Times  headline: 

"STATES  AND  CITIES  FIGHT  RECESSION  WITH  NEW  TAXES" 

That's  Washington's  answer,  too.  And  that's  why  the  recovery  is  anemic. 


LET  THEM  GO 


THERE'S  NO  POINT  in  trying  to  save 
Yugoslavia.  Communism  killed  this 
confederation  of  several  south  Eu- 
ropean nationalities.  No  glue,  either 
of  race  or  religion  or  ideology,  can 
keep  this  country  together.  Only 
brute  force  by  the  dominant  Serbs 
preserves  the  facade  of  unity.  Even- 
tually, Serbia  will  tire  of  its  oppres- 
sion as  it  faces  growing  diplomatic 
hostility  and  economic  isolation. 

Can  Slovenia  and  Croatia  survive 
as  independent  states?  Yes.  They 


Romania 


i  Y  Greece 

rrS  SAD  TO  SEE 


are  westernized;  they  are  economi- 
cally stronger  than  their  southern 
neighbors.  If  allowed  to  integrate 
with  the  rest  of  Western  Europe, 
they  will  prosper. 

Someday,  the  combination  of 
prosperity,  democracy  and  the  pas- 
sage of  time  will  enable  Croatia  and 
Slovenia  to  interact  with  Serbia  as 
casually  as  France  and  Germany  do 
with  each  other  now.  But  that  day 
is  in  the  fijture.  For  now,  divorce  is 
the  best  course. 


Serbia  play  the  role  of  bad  guy  in  Yugoslavia's  breakup. 
Serbia  was  a  staunch  ally  in  both  world  wars.  Its  civilian 
population  was  literally  decimated  in  each  of  those  con- 
flicts. While  the  Serbs  bravely  fought  the  Nazis,  neighbor- 
ing Croatia  was  governed  by  a  puppet  regime  that  gleefiilly 
murdered  "undesirables"  such  as  Jews  and  Gypsies. 

Serbian  valor  goes  back  even  fiirther  as  the  country  rose 
repeatedly  against  the  Turk,  finally  throwing  ofi^the  yoke  of 


the  Ottoman  Empire  and  winning  independence  in  1878. 
Those  who  have  read  European  history  devoutly  hope 
that  Serbia  sees  the  light  and  again  joins  the  ranks  of 
Western  nations.  For  now,  however,  it  is  a  warning  of 
what  may  happen  in  the  Soviet  Union.  Serbia's  govern- 
ment combines  Communism  with  virulent  nationalism. 
Serbia  is  the  first  state  to  freely  elect  an  avowed  Commu- 
nist to  lead  it.  The  results  are  unsavory  and  unstable. 


BALEFUL  ANNIVERSARY 


AUGUST  16,  1971 

New  Tork  Times 


Twenty  years  ago  this  month  President  Nixon  cut  the 
last  link  between  gold  and  the  dollar  by  refijsing  to 
redeem  dollars  for  gold  at  $35  an  ounce,  thereby 
destroying  the  post-World  War  II  Bretton  Woods 
International  Monetary  System.  It  was  a  misbegotten 
decision  that  is  still  cost- 
ing us,  and  the  world, 
dearly.  Consider: 

•  Interest  rates  have 
stayed  at  levels  rarely  seen 
in  our  history.  Before  the 
system  began  to  unravel,       "^--^r-T—' .         -— 

it  was  highly  unusual  for  long-term  Treasury  bonds  to 
yield  above  5%  or  for  average  household  mortgages  to  go 
much  above  6%. 

•  High  interest  rates  threw  the  S&Ls  into  the  red.  In 


NIXON  ORDERS  90-DAY  WAGE-PRICE  FREEZE 
ASKS  TAX  CUTS,  NEW  JOBS  IN  BROAD  PLAN- 
SEVERS  LINK  BETWEEN  DOLLAR  AND  GOLD 


response,  Congress  let  them  go  into  other  fields,  which 
they  were  ill-equipped  to  handle.  At  the  same  time 
Congress  liberalized  federal  deposit  insurance  rules,  giv- 
ing banks  a  federally  guaranteed  flow  of  fijnds  with  which 
to  speculate.  How  many  hundreds  of  billions  of  dollars 

will  this  disaster  cost  us? 

•  We  got  high  inflation 
in  the  1970s,  which  in 
turn  made  possible 
OPEC  and  the  rapid  rise 
in  oil  prices.  During  that 
miserable  decade  we  twice 
came  close  to  a  1930s-style  financial  collapse. 

•  Our  banking  system  increasingly  went  haywire,  mak- 
ing large,  reckless  loans  to  Third  World  nations  and  to 
real  estate  developers  and  other  borrowers. 
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•  The  dollar  turned  volatile,  becoming  a  plaything  of 
ill-informed  policy-making.  It  was  the  Treasury  Depart- 
ment's signal  that  it  wanted  a  weak  dollar  in  the  fall  of 
1987,  for  example,  that  helped  precipitate  the  great  stock 
market  crash.  The  zigzagging  dollar  distorted  trade  pat- 
terns, giving  new  political  life 
to  trade  protectionism. 

Sadly,  most  economists  still 
clon't  grasp  the  implications  of     f  KIIIISKVKI.I  APPKAI,   I  / 
the  Bretton  Woods  collapse. 

A  soundly  constructed 
monetary  order  gives  officials 
the  right  target  to  aim  at,  the 
right  compass  to  set  their  pol- 
icies by.  Otherwise,  they 
flounder.  Trying  to  target  in- 
terest rates  or  the  money  sup- 
ply or  the  GNP  or  other  cur- 
rencies or  some  price  index  have  all  been  tried  and  foimd 
wanting.  That's  why  we  have  8.5%  Treasury  bonds. 

Under  Bretton  Woods,  the  dollar  was  fixed  to  gold,  and 
other  currencies  were  fixed  to  the  dollar.  (This  so-called 
gold  exchange  standard  differed  fi-om  the  traditional  gold 
standard  where  all  currencies  and  money  creation  were 
tied  directiy  to  the  barbarous  relic.) 

If  a  currency  deviated  fi-om  its  moorings,  remedial 
measures  had  to  be  taken.  In  the  early  1960s,  for  exam- 


JULY  2,  1944  • 

New  York  Times 

I  FOR  UNITY  STARTS 
i  MONETARY  PAM 

Word  to  Men  of  44  Countries  \ 
I  at  Bretton  Woods  Asks  Coop- 
\    eration  in  Peace  as  in  War 


pie,  the  greenback  weakened.  President  Kennedy  adopt- 
ed a  host  of  measures  to  shore  it  up.  His  policies, 
including  Reagan-like  tax  cuts,  kicked  off  a  boom  and 
strengthened  the  dollar. 

Why  gold.''  Because  no  other  compass  works  as  well  as 
the  yellow  metal.  Economists 
have  yet  to  devise  a  commod- 
ity index  that,  over  time,  suc- 
cessfijlly  mimics  gold  as  a 
quick,  rehable  indicator  of  in- 
flation or  deflation.  Unlike 
other  commodities,  gold  is 
not  eaten  or  burned  as  fiiel. 
It's  scarce  enough  to  be  intrin- 
sically valuable  but  plentiftil 
enough  to  be  traded  actively 
and  to  be  held  in  adequate 
amounts  by  central  banks  and 
individuals  worldwide.  The  output  of  new  gold  is  suffi- 
cient to  permit  a  healthy  long-term  economic  growth. 

Sound  money,  which  we  had  for  nearly  two  centuries, 
doesn't  guarantee  an  economic  nirvana,  not  in  an  envi- 
ronment of  protectionism,  excessive  regulation,  high  tax- 
ation or  a  destructive  legal  system.  But  it  is  an  essential 
ingredient  for  a  strong  prosperity. 

As  you  contemplate  the  shakiness  of  our  financial 
system  today,  remember  what  happened  20  years  ago. 


AUGUST  16,  1971 

New  York  Times 


Referring  to  the  I9<4  confer- 
ence in  New  Hampshire  that 
esublished  the  I.M.F.  and  the 
present  rules  for  monetary  ex- 
change, Arthur  M.  Okun.  Chair- 
man of  the  CouDcil  of  Eco- 
nomic Advisers  under  President 
Johnson,  said  tonight,  "We  just 
ended  the  Bretton  Woods  sys 
tern  forever."... 


FANTASTIC  FANTASIZER 


The  Man  Behind  the  Magic — by  Katherine  and 
Richard  Greene  (Viking,  $16.95).  Well-told  tale  of  a 
man  who  ranks  with  Edison,  Ford  and  Bell  in 
shaping  American  life.  This  written-for-all- 
ages  biography  underscores  what  a  restiess, 
formidable  and  fun  imagination  Walt  Disney 
possessed.  His  characters,  of  course,  are  leg- 
endary, but  he  created  much  more.  He  was 
in  the  vanguard  of  exploiting  sound  and 
color.  He  pioneered  cartoons  with  story  lines 
and  later  on  feature-length  cartoons  (starting 
with  Snow  White,  which  nearly  sank  the 
company  financially),  wildlife  documentaries, 
technologically  dazzling  feature  films  and 
theme  parks  with  equal  appeal  for  adults  and  children. 
Unlike  other  moviemakers,  Disney  immediately  wel- 
comed television  as  a  new  and  far-reaching  outiet  for 


what  he  made.  Like  most  great  inventors,  Disney  was 
largely  self-taught  (he  barely  went  beyond  grade  school). 
He  paid  painstaking  attention  to  detail:  When 
Snow  White  was  finally  completed,  Disney  felt 
her  pallor  too  pallid;  he  had  his  artists  add 
rouge  to  her  cheeks  on  literally  tens  of  thou- 
sands of  fi'ames.  The  breadth  and  popularity  of 
Disney's  creativity  remain  unrivaled.  His  work 
is  as  fresh  today  as  it  was  decades  ago. 

Excerpt:  Walt  had  an  amazing  track  record 

at  the  box  office.  Basically,  he  Just  made  movies 

he  wanted  to  see  himself.  "I  remember  when  I 

was  a  kid  and  some  adult  would  pat  me  on  the 

head  and  say,  'Well,  little  man,  how  are  you?'  I 

always  felt  like  I  wanted  to  kick  him  ri^ht  in  the  teeth. 

When  we  put  on  a  show,  we  try  to  put  the  children  ri^ht  in 

the  middle  of  it.  We  never  discount  their  intelligence." 


CAPITALIST  TOOL  n:  DEFENDING  DYNAMISM 

From  an  interview  with  Malcohn  Forbes  Jr.  by  Virginia  I.  Postrel  and  Charles  Oliver  of  Reason  magazine 


People  describe  Malcolm  S.  Forbes  Jr.  as  'How-key," 
"serious"  and  "bookish,"  in  contrast  to  his  flamboy- 
ant father,  Malcolm  Sr.  While  FORBES  readers  ap- 
preciated his  father's  insi£ihlful  "Fact  and  Com- 
ment" column,  policymakers  turned  to  Steve's  "Fact 
and  Comment  II"  to  find  the  cutting  edge  ofeconom- 

Reaso.v  What  direction  do  you  see  Forbes  going  in 
over  the  next  5  to  10  years? 
MSF  Jr.:  We  will  continue  to  evolve  as  we  have  done  for 


ic  analysis.  Steve  was  one  of  the  first  to  push  supply- 
side  economics  and  continues  to  be  a  strong  voice  for 
tax  cuts  and  deregulation.  He  is  the  only  person  to 
win  the  Crystal  Owl  award — given  each  year  by  USX 
to  the  most  accurate  economic  prognosticator — more 
than  once.  He  currently  owns  four  Crystal  Owls. 

the  past  20  years — concentrating  on  the  people  who  run 
and  manage  companies,  people  who  can  make  decisions, 

(Continued  on  p.  138) 
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Our  commitment 
is  written  all  over  us. 


far  back  as 

1899,  founder 

Adolphus  Busch  made  brewing 

by-products  available  for 

other  uses.  And  we're  still 

reclaiming  spent  grains,  hops 

and  other  by-products  for 

use  as  fertilizers,  fuels  and 

animal  feed. 


Our  resjx^ 
for  nature  has 
ahvays  been  at  the  heart 
of  our  company  G)nsistent 
with  our  appreciation  for 
the  earth  and  all  it  provides, 
we  use  only  the  finest  all- 
natural  ingredients  to  make 
our  quality  products. 
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KING  OF  BEERS* 


We  are  the 
world's  lai)»est 
aluminum  can  recycler, 
recycling  over  14  billion 
caiLS  last  year  alone.  And 
we  recycle  nearly  as  much 
aluminum  as  we  use.  This 
saves  energy,  reclaims 
vital  resources  and  reduces 
solid  waste. 


For  a  century 
we've  been  committed  to 
the  world  we  share.  We 
genuinely  believe  this 
world  is  only  given  to  us 
in  trust.  And  we're  trusted 
to  preserve  it  for  every 
generation  to  come. 


A  Pledge  and  a  Promise.  Anheuser-Busch  Companies.  .*i^ 


=  199)  Anheuser Busch  Irtc    St  Louis,  Mo 


BRITTAMY     HAIFA    LAHAINA    WATERFORD    BALI    NICE    SYDNEY    TANGIER    JUNEAU    LENINGRAD    NAWILIWILI    LISBON    VANCOUVER    LIVOR 


After  discussing  world  affairs,  why  not  step  into 
the  world  of  music?  Classical?  )a22?  Or  perhaps,  the 
sound  of  Broadway,  far  from  the  trafpc  and  crowds. 


^ 


As  far  as  we  know,  ours  is  the  only  university 
campus  in  the  world  with  highly  lauded  cuisine, 
European  staff  and  leisurely  open  seat  dining. 
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'LAYA  DEL  CARMEN    NAPLES    MANILA    KETCHIKAN     LAS  PALMAS    OCHO  RIOS    MELBOURNE    PUERTO  VALLARTA    SHANGHAI    CARTAGEN/^ 


lUlun.,.,..  Ki><.,lry 


J 


-)S    KUALA  LUMPUR    NEW  YORK    OSLO    PIRAEUS    LONDON    PAPEETE    BORDEAUX     SYRACUSE    WHITTIER    HAMBURG    BANGKOK    QUEBEC 


piiri  in  a  discussion  of  art  or  wine  on  hoard, 
lisit  the  Louvre  or  Chateau  Lafite  Rothschild 
to  see  and  taste  for  yourself. 


B 


le  worldwide  routes  and  ports  or  call  chosen  by 
jyal  Viking  Line  nave  always  been  considered  stun- 
ng  and  exotic.  Lately,  nowever,  we've  round  a  way 
imbue  tbem  witn  a  greater  dimension  or  ricnness. 
^ffelcome  to  Royal  Viking  Line's  World  Arrairs 
ogram,  a  pioneer  series  orrered  witn  tne  School  or 
weign  Service  or  Georgetown  University,  widely 


Peter  E  Krogh,  Dean  of  the  School  of  Foreign 

Service,  Georgetown  University,  and  originator 

of  the  Royal  Viking  World  Affairs  Program. 


appreciated  as  the  premiere  institution  in  the  held. 

Many  or  our  1992  sailings  will  include  distin- 
guished experts  on  board.  Thus,  as  the  tableau  or 
New  Zealand  s  alpine  peaks  and  sort  green  meadows 
slips  by,  you  might  be  drawn  into  a  discussion  or  the 
inrluence  or  landscape  on  Maori  art.  Or  you  could 
attend  a  lecture  on  the  possibilities  or  a  United  States 
or  Europe  on  our  way  to  Expo  92  in  Seville. 

The  program  is  elective.  So,  ir  you  complete  it, 
you'll  receive  the  orricial  Certiricate  or  Merit  bearing 
the  Georgetown  seal.  Though  ir  you  prerer  to  engage 
in  our  other  non-academic  activities  (and  gracious 
inactivities,  let's  not  rorget),  who'll  be  the  wiser? 

All  universities  should 
be  so  broad-minded. 
-sS"  Please  dial  your  travel 

proressional  or  (800)  426-0821  ror  more  informa- 
tion. As  always,  we  look  rorward  to  seeing  you  on  board. 


EN»:ZAIRE    CALDERA    SOUTHAMPTON    MAUI    PICTON    FORT-DE-FRANCE    SANTAREM    CAPRI    SAN  BLAS  ISLANDS    BOMBAY    SINGAPORE    ROME 
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Othei*  Comments 


Think  Big 

The  Forbes  survey  [The  World's  Bil- 
lionaires] tells  us  a  lot  about  wealth. 
The  big  fortunes  are  predominantly 
from  consumer  products,  communi- 
cations and  real  estate.  If  you  want  to 
get  rich  in  a  big  way,  you  need  to 
please  large  numbers  of  people  in  a 
big  way.  Consumers  reward  those 
who  serve  them.  Karl  Marx  might 
not  have  believed  it,  but  not  a  single 
billionaire  is  getting  rich  by  exploit- 
ing his  or  her  labor  force. 
-Paul  Craig  Roberts, 
Washinjfton  Times 

Wizard  of  Wonderland 

In  the  early  1940s  Walt  Disney 
turned  his  attention  to  building  a 
"family  park,"  unlike  any  amusement 
park.  Amusement-park  owners  told 
him  he  was  off  his  rocker.  "You  can't 
charge  admission,"  they  claimed. 
"You've  got  to  serve  liquor;  it  will 
cost  you  too  much  money  to  keep 
clean  rest  rooms;  you're  going  to  lose 
your  shirt." 

[Walt's  brother  and  business  part- 
ner] Roy,  too,  was  opposed.  He  felt  a 
deep  responsibility  to  his  stockhold- 
ers, even  if  that  meant  saying  no  to 
his  brother.  He  told  Walt  that  he 
wouldn't  provide   the  cash  for  his 


latest  whim.  ...  If  the  company 
wasn't  going  to  back  him,  Walt 
would  use  his  own  money.  He 
cleaned  out  his  small  savings  ac- 
counts. He  sold  his  vacation  home. 
He  persuaded  dozens  of  employees 
to  lend  him  money.  He  started  a  firm 
that  would  take  charge  of  designing 
and  building  Disneyland. 
-Katherine  and  Rjc  hard  Greene, 
7?;^  Man  Behind  the  Magic 

No  Swords  Here 

The  Japanese  einanc;e  minister,  con- 
fessing lax  surveillance  over  broker- 
age firms'  activities  [in  the  wake  of 
the  brokerage  scandal  in  Japan],  pub- 
licly fell  on  his  wallet  by  slashing  his 
salary  by  $1,000  per  month  for  three 
months — something  like  committing 
hari-kari  with  a  thumbtack. 
-John  Rutledge, 
ne  Rutledge  Report 

Belt-Tighteners 

Over  many  years  I  have  observed  a 
certain  sameness  in  the  posture  and 
predispositions  of  finance  minis- 
ters— whether  they  call  themselves 
Social  Democrats,  Conservatives, 
Liberals,  Christians  or  whatever — 
and  that  disposition  is  not  far  re- 
moved from  the  view  of  the  world  of 


^iir,,. 
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"Maybe  we  should  cut  back  on  those  lawn  catalogues." 


private  finance,  not  to  mention  the 
World  Bank  and  the  International 
Monetary  Fund.  They  share  the  attri- 
butes of  an  exclusive  club,  frozen  in 
orthodoxy  and  immensely  tolerant  of 
the  burdens  of  austerity  they  cheer- 
fully impose  upon  others. 
-Lane  Kirkland, 
AFL-CIO  President,  in  a  speech  be- 
fore the  Socialist  International 

Overnight  I  entered  the 
world  of  high-level  poli- 
tics, which  I  had  always 
been  watching  from  a  dis- 
tance. It  is  much  easier 
to  sit  at  home  and  write 
about  things  than  to  rule. 
-Vaclav  Havel, 
President,  Czechoslova- 
kia, formerly  a  dissident 
playwright,  Newsweek 


Age-Old  Complaint 

"People  are  dying  who  never  died 
before.  It's  getting  lonely  at  the  top 
of  the  tree." 
-Dorothy  Donegan, 

68-year-old  jazz  pianist, 

ITje  New  Yorker 

Ball  Park  Acolytes 

Los  Angeles  Dodgers  manager 
Tommy  Lasorda  doesn't  seem  to  get 
it.  What's  going  on  in  his  locker 
room  is  not  just  pep  talk.  It's  hard- 
core, evangelical  religion.  "See,  a  lot 
of  people  don't  understand," 
[Dodgers  ccntcrfieldcr  Brett]  Buder 
explains  in  a  soft,  confidential  tone, 
growing  at  once  more  fervent  and 
more  personal.  "The  fact  of  the  mat- 
ter is  that  if  Christ  was  a  player,  he'd 
be  the  best  there  is.  He  would  knock 
the  guy  down  at  second  base  and  pick 
him  up  and  say  I  love  you.  He'd  be 
the  best  pitcher;  he'd  come  inside  to 
push  the  guy  off  the  plate.  He'd  do 
all  the  things  a  ballplayer  does,  okay, 
without  sinning.  You  can  play  base- 
ball as  hard  as  you  can  without  sin." 
-Peter  Becker, 
M  inc.  ^M 
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Innovative  Business  Solutions 
lb  Real  Business  Needs. 


You  don't  achieve  new  business  goals  by  looking  at  things  the  same 
old  way.  New  business  needs  demand  new  thinking.  Sharp  Thinking 
about  business  technology  that  works  the  way  you  work  today. 

SharpThinkingcreated  the  first  high-resolution  VGA  notebook 
computer  small  enough  to  fit  in  your  briefcase,  the  powerfid  Wizard 
Electronic  Organizer,  the  world's  first  desktop  full-color  fax  and  the 
higli-performance  Masters  Series  (  opier/Duplicator. 

Creating  high-(iualit\  products  that  meet  your  needs  made 
Sharp  copiers  number  on(^  in  customer  satisfactitm.  And  made  Sharp 
the  number  one  selling  fax  brand  in  America. 

Sharp  Thinking.  It's  built  into  hundreds  of  innovative  Sharp 
products.  It's  behind  our  comprehensive  dealer  programs  that 
provide  your  business  with  total  semce  and  support  long  after  your 
purchase.  And  now  the  Sharp  National  Account  Program  (SNAP) 
offers  the  same  benefits  to  large  businesses. 

To  learn  what  Sharp  Thinking  can  do  for  your  business, 
call  l-SOOBK  SHARP 
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l*MKING  SYSTEMS  •  MICUIMOKS  'COIOR  SCANNERS  •  (OWUTERS  •  COPIERS*  ElECIRONIC  CASH  Rl. 
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How  oiir  900  service  can  get  more  customers 

to  check  out  your  product. 


If  you're  a  packaged  goods  company  you 
should  consider  adding  a  new  ingredient  to 
your  marketing  mix.  AT&T  MultiQuesf 
900  Service. 

Not  just  because  consumers  can  call  your 
900  number  for  new  usage  ideas  or  coupons 
or  samples. 

Not  just  because  it  can  drastically  increase 
the  impact  of  your  promotion  or  your 
sweepstakes. 

Not  even  because  it's  an  excellent  way  to 
develop  a  customer  profile  database. 

Rather,  the  reason  to  use  AT&T  MultiQuest 
900  Service  is  that  it's  extremely  cost-efiective. 
As  a  900  sponsor,  you  set  the  price  for 
the  call  and  AT&T  handles  all  the  billing  and 
collections,  then  forwards  the  proceeds 
directly  back  to  you. 

After  all,  a  promotion  should  put  nioney  into 
your  pocket,  not  take  money  out  of  it. 

Innovation.  Another  AH^ advantage. 

To  see  how  900  service  can 

help  you,  call  the  specialists  at  the 

MultiQuest  Action  Center 

1 800  243-0900 


AT&T 

The  right  choice. 


Who  Covers  Business 
Insurance  From  A  to  Z? 
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Zurich- American.  You  see,  we  make  it  our 
business  to  know  yours. 

It's  a  special  approach.  One  that  enables  us  to 
provide  the  right  insurance  for  your  particular  needs. 
And  to  back  it  up  with  financial  stability  you  can 
depend  on.  Stability  that  is  reflected  in  our  "A" 
rating  from  A.M.  Best  and  "AAA"  from  Standard 
and  Poor's. 

What's  more,  as  part  of  the  worldwide  Zurich 
Insurance  Group,  with  offices  and  experience  in 
over  100  countries,  we  have  the  insurance  capacity 
and  the  people  to  make  a  world  of  difference  for 
you  at  home  and  abroad. 

So  do  a  little  research  on  business  insurance. 
Ask  about  Z-A.  Zurich-American. 

ZURICH-AA/IERICAN 

r        INSURANCE  GROUP 
American  Creativity.  Swiss  Dependability. 

Zurich  Insurance  Company  American  Guarantee  and  Liability  Insurance  Company  Executive  Offices. Schaumburg,IL60l96 
A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 
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Commentairy 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Publisher 


PRIVATIZATION  AND  ITEM  VETOES-GOOD  FOR  STATES  AND  WASHINGTON 


Several  states,  ranging  from  Maine  to  California,  have 
had  an  exceptionally  difficult  time  balancing  their  bud- 
gets this  year.  They  went  days  and  even  weeks  beyond  the 
start  of  their  fiscal  year  without  any  budget,  and  were 
forced  to  stop  many  state  activities.  Some  cynics  think  this 
is  all  to  the  good,  but  state  governments  do  perform  some 
important  fianctions,  many  of  which  need  to  be  contin- 
ued. Part  of  the  problem  is  common  to  most  states:  Their 
revenues  fell  far  below  last  year's  estimates  because  the 
national  economy  fell  below  expectations,  and  state  reve- 
nues based  on  sales  and  income  taxes 
declined  accordingly.  I 

Most    states    have    constitutionally  f 
mandated    balanced -budget    require-  I 
ments  and  must  address  a  deficit.  The  | 
federal    government   deals    with    the  £ 
problem  by  inaction  or  desperate  bud- 
get summits  (which  are  usually  worse 
than  inaction).  The  last  federal  budget 
summit  agreement  resulted  in  deficit 
projections  in  January  of  about  $280 
billion  for  fiscal  year  1992.  By  last  month  the  projected 
deficit  had  risen  by  nearly  $70  billion. 

The  Office  of  Management  &  Budget  insists  that  the 
summit's  deficit  reduction  plan  is  a  success  because  "the 
major  changes  in  estimates  have  been  in  areas  that  are 
exempt  from  the  new  budget  disciplines,  such  as  deposit 
insurance,  [the  net  cost  of]  the  Gulf  war,  and  technical  re- 
estimates."  This  is  an  odd  definition  of  success. 

Incidentally,  with  respect  to  the  Gulf  war,  the  latest 
figures  show  that  our  allies  have  contributed  about  $44.5 
billion,  and  pledges  will  add  another  $10  billion.  This 
i  should  still  some  complaints  about  our  allies'  support. 
But,  back  to  the  states.  Most  distressed  state  govern- 
ments are  addressing  the  deficit  problem  in  traditional 
ways,  that  is,  with  a  combination  of  increased  taxation  and 
some  reluctandy  granted  reductions  in  spending. 
.    There  is  a  third,  and  a  fourth,  way,  as  former  OMB 
Director  James  Miller  has  pointed  out.  The  third  way  is 
J  the  adoption  of  a  number  of  budget  procedural  reforms, 
)  such  as  an  item  veto.  That  veto  is  now  in  eff"ect  in  43 
1  states,  10  of  which  give  their  governors  the  authority 
«  either  to  write  in  a  lower  spending  level  or  to  veto  the 
entire  item.  Mr.  Miller  suggests,  aft:er  a  carefiil  study  of  all 
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the  data,  that  if  the  President  had  been  given  this  power, 
as  Presidents  for  decades  have  requested,  about  $450 
billion  would  have  been  saved  over  the  period  1982-89. 
Other  budget  procedural  reforms  that  could  help 
both  the  states  and  the  federal  government  include 
reducing  or  eliminating  so-called  nonappropriated 
fiinding  outside  normal  budgetary  review;  requiring 
super  majorities  such  as  two-thirds  or  three-fourths  of 
the  legislature  to  approve  tax  increases;  and,  of  course, 
a  constitutional  balanced-budget  requirement. 

Mr.  Miller  recentiy  told  the  House 
Ways  &  Means  Committee  of  a  fourth 
way  to  reduce  expenditures:  privatiza- 
tion. The  states  are  embarking  on  this 
path  by  contracting  out  some  health 
and  custodial  requirements,  meal  ser- 
vices, etc.  What  is  not  realized  is  the 
number  of  congressional  roadblocks  to 
privatization  of  federal  activities.  We 
could,  for  example,  farm  out  the  collec- 
tion of  delinquent  loan  payments  owed 
the  federal  government  and  eliminate  the  Postal  Service 
monopoly — in  fact,  privatize  the  whole  Postal  Service. 

We  still  have  a  federal  Postal  Service  only  because  of 
a  typical  compromise  made  in  the  early  1970s.  A 
determined  effiart  to  privatize  the  delivery  of  mail  met 
postal  unions'  and,  therefore,  congressional  opposition. 
Instead  of  the  issue's  being  fought  through,  a  compro- 
mise was  arrived  at  under  which  we  have  the  worst  of 
all  worlds:  a  government-owned  corporation;  750,000 
civil  service  employees  with  a  strong  union  helped  by  a 
Congress  that  responds  to  pressure  groups  of  750,000; 
and  the  ever-increasing  cost  of  mailing  a  letter — always 
with  more  to  come. 

We  could  sell  Amtrak,  as  we  did  Conrail  in  1987,  and 
thus  eliminate  the  annual  subsidy  we  pay  for  it.  We  should 
sell  the  power  marketing  administrations,  such  as  Bonne- 
ville Power,  Alaska  Power  and  others,  whose  delivery  of 
power  is  more  costiy  than  that  by  private  utilities.  There 
are  many  other  examples. 

There  is  more  privatization  at  the  state  level  than  the 
federal  because  the  states  must  meet  balanced- budget 
requirements,  which  is  another  good  reason  for  imposing 
that  on  the  federal  government.  ■■ 
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It  takes  more  than  armament  to  put  the  sting  in  a  Hornet. 


To  make  a  fighter  as  strong  as  a  Hornet,  requires  the 
strength  of  thousands  of  dedicated  people. 

The  people  of  McDonnell  Douglas.  Armed  with  an  intense 
drive  to  excel,  these  individuals  are  making  the  F/A-18  more 
powerfijl  than  ever  before. 

With  an  increased  fuel  load,  the  next  generation  Hornet 
will  fly  greater  distances.  And  with  its  added  payload  it  will 


have  a  greater  punch.  All  at  a  cost  that's  highly  affordable. 

Getting  to  the  front  of  aviation  technology  is  no  easy  task. 
Many  companies  have  tried.  And  most  have  retreated.  Only 
one  has  consistently  held  its  ground— year  after  year,  project 
after  project— McDonnell  Douglas.  A  company  of  leaders. 
IVICDOI^hlELL  DOUGLAS 

A  company  of  leaders. 
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EDITED  BY  HOWARD  BANKS 


A  progressive  idea  to  increase  U.S.  savings 


Hhrk  is  an  intriguing  idea  as  to  how  to  increase 
the  U.S.'  paltry  savings  rate,  which  needs  all  the 
help  it  can  get.  (During  the  recent  recession 
the  personal  savings  rate  fell  to  under  4%.)  In  his 
new  book.  The  Vanishinjj  Nest  Eg^:  Reflections 
on  Sai'injf  in  America  (Twentieth  Century  Fund, 
$9.95),  Princeton  University's  B.  Douglas 
Bernheim  recommends  that  rather  than  put  a  cap 
on  savings  incentives.  Congress  should  put  a 
floor  under  them.  This  should  help  calm  politi- 
cians' fears  that  savings  incentives  help  "the 
rich"  disproportionately. 

Bernheim,  who  at  33  already  holds  an  en- 
dowed chair  in  economics,  has  devised  a  scheme 


B.  Douglas 
Bernheim 
if  you  want  the 
wealthy  to  save 
more,  put  a  floor 
under  savings 
incentives. 
Families  earning 
$100,000  might 
have  to  save 
more  than  $15,000 
to  qualify  for 
a  tax  break. 


that  would  work  like  this: 

Savings  each  year  above  a  benchmark  per- 
centage of  a  taxpayer's  adjusted  gross  income 
(agi)  would  be  tax  sheltered  and  also  qualify  as 
an  upfront  tax  deduction.  The  money  would  be 
saved  in  a  special  account,  akin  to  today's  IRA 
account,  and  used  for  retirement,  college  educa- 
tion or  the  purchase  of  a  first  home.  Bernheim 
says  families  should  be  required  to  set  up  separate 
accounts  for  each  of  these  purposes.  When 
people  save  for  specific  goals,  they  tend  to  save 
more.  "Saving  is  both  an  economic  and  a  psy- 
chological decision,"  says  Bernheim. 

The  benchmark  percentage  would  be  set  on 
a  progressively  rising  scale  that  would  increase  as 
AGI  increased.  So  a  family  earning  up  to,  say, 
$20,000  might  be  allowed  to  deduct  any  amount 
it  managed  to  put  into  a  special  savings  ac- 
count. For  families  earning  $50,000,  the  bench- 
mark might  be  10%,  meaning  the  saving  incen- 
tive would  apply  only  to  savings  over  $5,000.  For 
families  earning  $100,000,  the  floor  could  be 
15%,  so  that  only  savings  over  $15,000  would 
receive  the  tax  break.  And  so  on,  with  the 
actual  benchmark  rates  to  be  set  by  the  politicians 
in  Washington. 

Under  Bernheim's  concept,  all  of  a  tax- 
payer's savings,  whether  stock  purchases,  bonds 
or  his  own  contributions  to  a  pension  plan, 
would  count  toward  the  savings  floor.  And  exist- 
ing shelters,  such  as  401  -K  plans,  would  not 
lose  their  tax  breaks. 


Home  equity  loans  are  increasingly  reducing  people's  savings 


The  beauty  of  Bernheim's  idea  of  savings 
floors  is  that  it  gives  the  so-called  rich — the  peo- 
ple with  spare  cash — an  incentive  to  save  more, 
while  at  the  same  time  answering  congressional 
concerns  about  "fairness." 

"The  problem  with  imposing  ceilings  on 
deductions  is  that  once  you  hit  the  ceiling,  on  the 
margin  you  don't  have  any  incentive  to  save," 
says  Bernheim.  But  he's  a  realist.  To  keep  liberal 
Democrats  happy,  Bernheim  says  there  would 
probably  have  to  be  very  high  floors  and  some 
cap  on  the  total  deduction;  for  example,  those 
with  an  AGI  of  $500,000  might  be  allowed  a 
maximum  $100,000  deduction.  Pushing  the 
floor  up  would  also  help  reduce  the  upfront  loss 
of  tax  revenue  from  big  earners.  (The  savings 
and  the  earnings  would,  of  course,  be  taxed  at 
withdrawal,  as  with  iRAs  and  40 1-K plans.) 

Bernheim's  scheme  is  in  marked  contrast  to 
most  of  Washington's  proposed  savings  incen- 
tives. The  Bush  White  House,  for  example, 
favors  allowing  individuals  to  put  up  to  $2,500  a 
year  into  a  special  savings  account  with  no 


upfront  deduction.  The  account's  earnings 
could  be  withdrawn  tax  free  for  any  purpose 
after  seven  years.  That  worries  Bernheim,  who 
believes  people  may  be  tempted  to  use  the 
money  for  impulse  purchases  because  it  isn't 
specifically  earmarked.  Moreover,  for  political 
expediency,  the  White  House  proposes  that  indi- 
viduals with  an  AGI  of  over  $60,000  and  cou- 
ples with  over  $120,000  be  denied  the  break. 
In  today's  environment  of  low  savings,  the 
rush  to  take  out  home  equity  loans  is  turning  into 
a  pernicious  and  rapidly  growing  form  of  per- 
sonal dissaving.  At  the  end  of  1990,  according  to 
SMR  Research  Corp.,  there  was  $330  billion  in 
second  mortgage  debt  outstanding,  up  from  $34 
billion  at  the  end  of  1980  and  $183  billion  at 
the  end  of  1986.  "We're  making  another  ac- 
count easy  to  invade,"  says  Bernheim.  "Hous- 
ing wealth  used  to  be  sacrosanct."  The  need  to 
encourage  everyone,  including  "the  rich,"  to 
save  more  is  great,  and  Bernheim's  incentives 
deserve  serious  consideration. 

-Janet  Novack  ^ 
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The  Forbes  Index  (1967=100) 
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200 


Current 
Previous 
Percent  Change 

184. 2t    mmsmam. 

183.4t     ^^^^'               -^ 

0.4%  ^^SM"^-    y^^ 
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The  recession  is  over — provided  the  government  doesn't 
make  a  sharp  downward  revision  in  the  second-quarter  -^ 
Gross  National  Product.  The  preliminary  result  shows  that  ^ 
the  economy  grew  at  a  0.4%  annual  rate  in  the  second 
quarter.  This  is  a  weak,  but  promising,  start  to  the  much 
anticipated  recovery.  Other  good  signs:  Personal  income 
rose  a  strong  1%  in  June,  and  housing  starts  increased  5.7% 
from  May  to  June.  The  Forbes  Index  shows  a  preliminary 
0.4%  gain  for  June.  If  this  stands,  it  will  be  the  largest 
monthly  advance  since  February  1989. 


Other  key  rates 

Source 

Status 

Prime  rate 

Chase  Manhattan  Bank 

8.5% 

Auto  sales  year  to  date  vs  1990' 

Ward's  Automotive 

-11.3% 

Index  of  leading  Indicators  May  vs  Apr  Dept  of  Commerce 

Trade  balance  1 2  months  ended  Apr  1 391  Dept  of  Commerce 

All-commodity  producer  price  Index  June  vs  May'  Dept  of  Labor 

GNP  2nd  quarter  vs.  1st — annualized  growth  Dept  of  Commerce 

M2  (3-month  change) — annualized  growth'  Federal  Reserve 


0.8% 

-$85  bil 

-0.2% 

0.4% 

3.5% 


'  U.S.-based  rranufacturers,  excludes  irrports,  as  of  7/20/91.  ^Wholesale  goods.  ^  Includes  Ml 
(public  currency  and  checking  deposits)  plus  savings  accounts  and  money  market  funds. 


Index  components 


Services     •    Total  index 


Inventories     •    New  Orders 
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The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  8  equally  weighted  elements:  Total 
industrial  production,  new  claims  for  unemployment 
compensation,  the  cost  of  services  relative  to  all 
consumer  prices,  new  housing  starts,  total  retail  sales, 
the  level  of  new  orders  for  durable  goods  compared  with 
manufacturers'  inventories,  personal  income,  total 
consumer  installment  credit. 

To  measure  these  8  elements,  Forbes  monitors  10 
series  of  U.S.  government  data.  The  last  14  months' 
data  for  each  series  are  presented  below. 
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Consumer  price  indexes  (1982-84  average=100) 
all  urban  consumers,  unadjusted  (Dept  of  Labor) 
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Manufacturers'  new  orders  and  inventories 

($billions),  seasonally  adjusted  (Dept  of  Commerce) 


Industrial  production  index  (1987=100) 
seasonally  adjusted  (Federal  Reserve) 


New  housing  starts  (thousands)  privately  owned, 
unadjusted  (Dept  of  Commerce) 
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There's  lots  of  gloom  in  the  media  industry 
these  days.  But  lots  of  opportunity,  too. 

Media  wars 


By  Dana  Wechsler  Linden  and  Vicki  Contavespi 


"IT'S  MURDER  out  there,"  says  Metro- 
media Chairman  John  Kluge,  describ- 
ing the  current  slump  in  advertising 
revenues  that  has  afflicted  the  media 
business.  "It's  becoming  more  of  a 
commodity  business.  The  current 
problems  aren't  going  to  be  eradicat- 
ed in  six  months." 

Gloom  envelops  broadcasting  and 
publishing  these  days.  Even  Warren 
BufFett,  with  more  than  a  billion  dol- 
lars invested  in  media  stocks,  has  said: 
"Media  businesses  will  prove  consid- 
erably less  marvelous  than  I,  the  in- 
dustry or  lenders  thought  would  be 
the  case  only  a  few  years  ago." 

But  while  the  media  business  is  in 
turmoil,  nobody  thinks  it  is  going  to 
die.  Change,  yes,  and  change  always 
creates  opportunities.  Given  that 
newspapers  and  network  TV  are  in 
decline,  where  are  the  new  opportuni- 
ties in  broadcasting  and  publishingi' 

The  answers  are  clear:  The  fiiture 
looks  brightest  for  publishing  and 
broadcast  media  that  reach  target  au- 
diences for  advertisers  more  efficient- 
ly than  broad-based  media  like  news- 
papers and  network  TV  can;  and  to 
media  that  can  get  the  reader  or  view- 
er to  pay  a  major  part  of  the  freight. 

The  new  winners  will  be  radio  sta- 
tions, specialized  cable  networks, 
tightly  targeted  magazines,  new  kinds 
of  in-store  advertising  and  even  the 
old-fashioned  weekly  newspapers. 
Rather  than  appealing  to  huge,  broad 
audiences,  these  appeal  to  specialized 
audiences — what  advertisers  want  in 
these  days  of  fragmented  markets. 
Some  are  services  that  require  the 
readers  and  viewers  to  bear  a  substan- 
tial part  of  the  cost,  thus  assuring 
advertisers  that  the  customers  really 
want  them. 

Weekly  newspapers,  though  they 
currendy  get  not  even  3%  of  total  U.S. 


advertising  spending,  are  gaining 
market  share  because  of  their  ability 
to  deliver  specific  communities  rather 
than  broad  geographical  areas.  Adver- 
tising spending  on  weeklies  has 
grown  at  nearly  double  the  rate  of 
dailies  for  the  past  three  years  in  a  row, 
and  hit  $3.3  billion  last  year.  "You 
can  find  a  niche  market  with  [week- 
lies]," says  News  Corp.'s  Rupert 
Murdoch.  "I've  got  ideas  about  start- 
ing a  couple  of  them  myself" 

Weeklies  typically  use  someone 
else's  printing  presses,  and  so  can  be 
started  for  as  little  as  half  a  million 
dollars.  Most  employ  nonunion  em- 
ployees, thus  avoiding  union  feather- 
bedding. 

These  weeklies  are  not  restricted  to 
small,  rural  or  suburban  communi- 
ties. Take  New  York  City's  weekly 
newspaper  Manhattan  Spirit.  It 
charges  $2,900  for  a  fiall-page  ad, 
compared  with  $40,000  for  a  page  in 
the  New  York  Times.  On  a  cost-per- 
thousand-readers,  this  is  more  than 
the  New  York  TV wf.f  charges.  But  local 
advertisers  are  not  wasting  money 
reaching  readers  in  the  suburbs.  Man- 
hattan Spirifs  ad  pages  have  trebled 
in  the  last  six  years. 

Manhattan  Spirit,  part  of  tiny, 
publicly  held  News  Communications, 
Inc.,  has  found  its  niche  marketing  so 
powerful  that  it  has  begun  zoned 
editions,  breaking  down  its  76,000 
Manhattan-wide  circulation  so  adver- 
tisers in,  say,  Greenwich  Village, 
won't  waste  their  money  on  readers 
from  the  Upper  East  Side. 

If  slicing  the  market  is  important, 
radio  does  it  as  well  as  any  medium. 
Through  astute  programming,  a  sta- 
tion can  appeal  to  teens,  housewives, 
sports  tans,  business  people,  news 
junkies — almost  any  demographic 
grouping  you  can  think  of  And 


radio  isn't  threatened  like  other  me- 
dia, since  most  people  listen  to  radio 
in  their  cars.  "We  [radio]  invented 
narrowcasting  before  there  was  such  a 
word,"  says  William  Pearson  of  New 
York's  Broadcasting  Partners,  which 
owns  a  group  of  five  radio  stations  in 
cities  like  Chicago  and  Dallas.  Be- 
cause radio  stations  are  relatively 
cheap  to  operate  and  require  relatively 
little  capital,  they  can  afford  to  con- 
centrate heavily  on  a  narrow  market, 
say,  adult  blacks  in  Chicago. 

InterMart  Broadcasting,  a  Jack- 
son, Fla. -based  radio  station  opera- 
tor, recently  won  the  one  remain- 
ing FM  frequency  in  Orlando.  Total 
cost:  $5  million,  including  the  tow- 
er, studios  and  seed  capital.  Within  90 
days  WMMO   had   become   the   fast- 
growing  Orlando  market's  number 
one  station,  with  a  new  soft-rock 
format.  Next  year,  by  one  estimate, 
the  station  will  earn  some  $2  mil- 
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lion  from  operations. 

As  for  TV,  cable  is  the  principal 
narrowcasting  channel.  This  me- 
dium's ad  revenues  rose  17%  last  year, 
to  $1.8  billion,  while  broadcast  TV 
advertising  edged  up  only  5%  (but  to 
$27  billion).  Every  cable  network,  has 
its  own  demographic  finger- 
print— whether  retirees  or  ur 
ban  professionals.  And  rates 
less  than  half  those  of  the 
broadcast  networks. 

Cable  is  a  business  where 
investors  don't  have  to  worry 


about  fragmented  advertising,  since 
cable  operators  get  most  of  their  reve- 
nues from  the  growing  number  of 
subscribers.  By  one  estimate,  cable's 
53  million  subscribers  will  grow  to  61 
million  by  1995,  and  to  68  million  by 
the  year  2000. 

These   growing  legions  of  cable 
viewers  will  have  ever  more  enter- 
tainment and  information  choices. 
Thus  advertisers  will  get  even  better 
opportunities  to  aim  their  messages 
precisely — and  cable  operators  will 
have  new  opportunities  to  charge 
viewers.    Within    several    years, 
Tele-Communications,  Inc.  of 
Denver  expects  its  systems  to 
be  able  to  carry  300  to  400 
channels.  Every  hour  spent 
watching  cable  is  one  hour 
less  spent  on  network  TV  and, 
perhaps,  on  reading. 

"The  day  they  brought  out 
the  remote  control  unit,"  says 
Metromedia's    Kluge,    "any   mo- 
nopolistic aspect  of  this  [the  broad- 
cast] business  was  lost  forever."  One 


winner  in  the  war  for  viewers  is  Time 
Warner's  Home  Box  Office.  In  homes 
with  HBO,  the  cable  channel  outdrew 
all  three  networks  on  Saturday  nights 
with  a  number  of  original  programs 
like  Tales  from  the  Crypt.  This  fall, 
broadcast  network  advertising  rates 
are  expected  to  fall  by  at  least  5% — 
after  years  of  annual  increases  that 
averaged  close  to  10%. 

Without  the  power  to  increase 
prices,  CBS,  for  one,  is  in  a  very  tough 
spot.  By  one  estimate,  the  network's 
operating  revenues  at  current  ratings 
levels — about  $2.5  billion — will  not 
cover  its  estimated  $2.6  billion  in 
operating  costs. 

Opportunities  in  the  big,  broadly 
diversified  companies  do  exist.  Time 
Warner  is  a  global  media  and  enter- 
tainment company  with  publishing 
{Time,  Sports  Illustrated,  etc.),  film 
(Warner  Bros,  and  Lorimar  Televi- 
sion), cable  (hbo)  and  music  record- 
ing and  publishing  (Elektra,  Adantic 
and  Warner  Bros,  labels). 

Cap  Cities/ABC  has  the  ABC  net- 
work with  227  primary  affiliates  and 
ABC  radio  with  some  3,050  affiliates. 
It  also  has  cable  programming  inter- 
ests and  puts  out  speciahzed  publica- 
tions like  Women's  Wear  Daily,  Mine. 
and  Institutional  Investor. 

What  about  so-called  alternative 
media — those  out-of-home  vehicles 
such  as  Whitde  Communications' 
Channel  One  school  news  program, 
or  Turner  Broadcasting's  Airport 
Channel  for  airport-trapped  travelers 
to  watch  on  special  TV  sets  in  depar- 
ture lounges? 

Alternative  media  (sometimes 
called  "in-your-face  media")  try  to 
put  ads  where  the  target  audience — 
and  only  the  target  audience — is  sure 
to  pass  by.  Privately  held  media  con- 
glomerate Cox  Enterprises  (1990 
revenues,  $2  billion)  gets  over  10%  of 
its  newspaper  division  revenues  from 
the  Cox  Target  Media  group.  The 
division  includes,  among  other 
things,  an  in-store  radio  advertising 
business.  Cox  also  has  invested  in  the 
Clipper,  booklets  of  glossy  coupon 
ads  produced  in  regional  editions  and 
mailed  to  15  million  people. 

Heritage  Media  (1990  revenues, 
$204  million)  is  one  public  compa- 
ny that's  a  near-pure  play  in  alterna- 
tive media.  It  was  formed  in  1987  to 
operate  TV  and  radio  stations.  Heri- 
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Media 


Public  companies  scrambling  for  a  piece  of  the  advertising  pie 


Company/media  properties 


Capital  Cities/ABC/diversitied 

CBS/radio.  TV 

Comcast  Corp/cable,  cellular 

Dow  Jones  &  Co/newspapers,  info  services 

Gannett  Co/newspapers 

Heritage  Media  Corp/radio,  TV,  in-store  ads 

McGraw-Hill/books,  business  periodicals 

Multimedia,  Inc/diversified 

News  Corp/diversified 

The  New  York  Times  Co/newspapers,  magazines,  TV 

Park  Communications/radio,  TV,  newspapers 

Tele-Communications/cable 

Time  Warner/diversified 
Times  Mirror  Co/newspapers,  books,  cable 
Turner  Broadcasting  System  (BVcable 
United  Artists  Entertainment  Co/cable,  theaters 
Westwood  One/radio 

NM:  Not  meaningful.     Sources:  Value  Line  Investment  Survey:  FORBES. 

Media  massacre:  Stock  prices  and  cash-flow  multiples  are  under  heavy  pressure. 
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tage  got  into  the  in-store  advertising 
business  by  buying  ActMedia  in  early 
1989  and  pop  radio  in  late  1990.  pop 
radio  has  the  country's  leading  in- 
store  radio  business,  which  plays  mu- 
sic and  commercials  in  supermarkets 
and  other  stores.  ActMedia  sells  in- 
store  print  advertising,  with  ads  on 
shopping  carts  and  shelves.  It  also 
organizes  in-store  promotions. 

Heritage's  biggest  new  product  is 
an  electronic  coupon  dispensing  ma- 
chine. The  machines  are  in  only  400 
stores  right  now  but  will  begin  a 
national  rollout  into  8,000  stores  by 
year-end.  The  machines  could  gener- 
ate $30  million  of  revenue  and  $13 
million  of  cash  flow  by  1992. 

Turner  Broadcasting,  too,  is  mov- 
ing headlong  into  alternative  media. 
Its  vehicles:  the  Airport  Channel  and 
the  Checkout  Channel — TVs  blaring 
at  people  waiting  in  supermarket 
checkout  lines. 

Cable  spot  advertising  is  a  fertile 
new  field  for  targeted  media.  This 
form  of  advertising,  which  places  ads 
on  local  systems,  is  currently  worth 
abc  ir  $S00  million.  John  Davison, 
formorlv  a  sales  executive  with  nbc, 
has  founded  a  company  called  AdEx- 
press  to  make  it  easier  to  sell  spot 


advertising  to  local  cable  systems. 

Currently,  local  cable  systems  col- 
lect only  some  $50  million  from  na- 
tional advertisers,  or  less  than  1%  of 
the  national  spot  market  for  all  televi- 
sion, even  though  cable  has  20%  of 
the  national  TV  audience.  One  reason 
is  the  logistical  nightmare  of  selling 
cable.  "Ifyou  wanted  to  reach  the  top 
30  markets  in  the  U.S.,  you'd  have  to 
place  ads  on  600  dilTerent  systems," 
says  Michael  Gorman,  AdExpress' 
chief  financial  oflficer. 

So  AdExpress  has  come  up  with  an 
innovative  delivery  system,  a  box  that 
is  placed  with  each  cable  system. 
Rather  than  sending  out  videotaped 
commercials,  AdExpress  will  be  able 
to  send,  automatically,  by  satellite, 
the  commercials  that  national  adver- 
tisers want  to  run.  In  effect,  selling 
cable  will  be  as  easy  as  selling  spots  on 
national  network  TV. 

The  company's  startup  invest- 
ment is  $20  million  to  $30  million, 
most  of  that  for  the  boxes.  So  far,  the 
money  has  been  raised  from  private 
investors,  who  include:  Neil  Austri- 
an, former  head  of  Showtime  and 
the  Doyle  Dane  Bernbach  ad  agen- 
cy; Ancil  Payne,  former  chief  execu- 
tive officer  of  Seattle's  King  Broad- 


casting; and  Morton  Meyerson, 
who  helped  Ross  Perot  build  Elec- 
tronic Data  Systems. 

Magazines  are  also  encountering 
the  brave  new  world  of  target  market- 
ing. Thirty  years  ago,  newsstands 
were  dominated  by  a  few  national 
magazines,  including  Look,  Reader's 
Digest  ^nd  the  Saturday  Evening  Post. 
Some  of  the  old  titles  are  still  around, 
but  2,500  new  ones  joined  them  in 
the  last  five  years  alone — with  such 
esoteric  names  and  subjects  as  Mobile 
Office,  Africa  Monthly  and  Wisconsin 
Greyhound  Racinjf. 

Broader-interest  national  maga- 
zines are  trying  to  adjust,  too.  Time, 
Newsweek  and  U.S.  News  &  World 
Report  offer  so-called  selective  bind- 
ing to  allow  advertisers  to  place  their 
ads  in  only  those  magazines  going  to 
targeted  subscribers — such  as  home- 
owners, women  or  the  elderly. 

"1  don't  think  there'll  be  any  more 
big  titles,"  says  News  Corp.'s  Mur- 
doch, who  in  recent  years  launched 
Mirabella{t'or  $20  million)  and  Auto- 
mobile (for  $7  million).  "The  more 
focused  the  magazine,  the  more  satis- 
fying it  will  be  to  its  target  audience." 

In  adversity,  there's  always  oppor- 
tunity. ^ 
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The  Baltic  republics  haven't  given  up 
their  struggle  for  freedom.  But  the  hard-line 
Red  Army  is  hell-bent  on  keeping  its  ghp. 

Is  it  mere 


w 


ishing 


) 


By  Peter  Fuhrman 

The  Red  Army  has  failed  with  T-72 
tanks  and  Kalashnilcov  assault  rifles  to 
bring  the  Baltic  states  of  Lithuaiiia, 
Latvia  and  Estonia  to  their  knees.  But 
the  Red  Army  hasn't  given  up.  Growls 
Vladimir  Zatuliviter,  a  colonel  in  the 
Soviet  Army  who  was  recendy  elected 
to  the  Latvian  parliament  by  his  fellow 
soldiers:  "Wishing  for  independence 
is  all  it  is  and  will  ever  be." 

As  viewed  from  the  map  rooms  of 
the  Soviet  general  staff,  there  are  riv- 
eting reasons  for  the  Kremlin  to  keep 
as  many  as  500,000  soldiers  garri- 
soned on  Baltic  soil.  The  Baltics  will 
be  the  Soviet  Union's  front  line,  once 
the  Soviet  army  withdraws  from  east- 
ern Germany  and  Poland. 

And  the  Baltics  also  contain  some 
of  the  most  sophisticated  Soviet 
weapons  production  facilities,  espe- 
cially for  electronics  components  and 
advanced  machine  tools.  For  all  the 
talk  of  military  cutbacks  in  Moscow, 
these  Baltic  war-goods  factories  have 
not  seen  any  significant  slowdown. 
The  Red  Army  does  not  want  to  see 
these  factories  slip  out  of  its  grasp. 

But  there  is  a  more  mundane  rea- 
son the  Soviet  military  hierarchy 
wants  to  hang  on  in  the  Baltic:  Losing 
another  major  slice  of  Soviet-occu- 
pied territory  would  leave  many  of 
the  150,000  officers  in  the  Baltics 
without  a  mission  and  potentially  out 
of  work. 

Will  the  Red  Army  prevail?  Not 
necessarily.  "The  army  has  tanks,  sol- 
diers and  even  nuclear  weapons,"  says 
Vilnius  Zidonis,  a  minister  in  the 
Lithuanian  government,  "but  we 
know  that  the  military  is  defending 
the  indefensible." 

The  Baltic  governments  hope  to 


secure  control  of  the  defense  plants 
not  with  force  but  with  economic 
coercion.  Recently,  they  simplified 
tax  laws  and  cut  corporate  rates  to 
35%,  in  part  to  woo  the  defense  plants 
into  shifting  their  tax  allegiance  to  the 
local  government. 

If  tax  reform  doesn't  work,  step 
two  is  legal  action.  "We  must  'expro- 
priate the  expropriators,'  "  says  a  Lat- 
vian minister,  quoting  Marx.  Another 


Baltic  state,  Estonia,  has  already 
sketched  out  legislation  to  authorize 
the  takeover  of  defense  factories  with- 
in its  territory. 

The  independence-minded  Baltic 
leaders  are  counting  heavily  on  public 
opinion  in  the  West.  When  the  army 
tried  to  put  down  secessionist  demon- 
strations with  tanks  and  machine  guns 
back  in  January,  the  televised  violence 
cost  Gorbachev  and  his  senior  military 
men  heavily:  Preach  peace,  but  prac- 
tice violence  and  intimidation. 

Economics  ministers  in  both  Lith- 
uania and  Estonia  guess  that  the 
Kremlin,  an  old  hand  at  dirty  tricks, 
might  try  to  put  the  fear  of  Stalin  into 
them  by  dumping  lots  of  ruble  bank 
notes  in  the  Baltics;  this  would  create 
local  hyperinflation.  In  anticipation, 
the  Baltic  governments  are  quietiy 
moving  ahead  with  plans  to  introduce 
their  own  convertible  currencies. 

The  Red  Army,  of  course,  could 
put  down  any  physical  uprising.  But 
how  do  tanks  and  machine  guns  deal 
with  economic  weapons.^  The  fight  is 
not  as  one-sided  as  it  seems.  ■■ 


All  the  Red  Army's  T-72  tanks  couldn't  bring  Lithuania  down 

Losing  the  Baltics  could  leave  Soviet  troops  manning  the  unemployment  line. 
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Tom  Clancy's  new  techno-thriller  will  earn  him  at  least 
$15  million.  His  publisher,  MCA's  Putnam  Berkley 
Group,  won't  do  badly  either. 

Golden  prose 


By  Fleming  Meeks 

The  book  trade  is  getting 
more  and  more  like  die 
movie  business.  On 
Wednesday,  Aug.  7,  over 
1.2  million  copies  of  Tom 
Clancy's  latest  techno- 
tome,  The  Sum  of  All  Fears, 
will  be  delivered  to  some 
11,000  bookstores  around 
the  country. 

Since  early  July  the  pub- 
lisher has  been  promoting 
the  book  with  in-store  dis- 
plays  touting   the    book's 
publication  date  and  offer- 
ing "reservation  cards"  for 
the  books.   Big  chains  B. 
Dalton  and  Waldenbooks, 
which     together     operate 
some  2,300  stores,  expect 
reservations  and  a  few  care-      ^^HH 
fully   planned  TV   appear- 
ances by  the  author  to  push  over 
65,000  copies  out  their  doors  in  the 
first  three  days  of  publication. 

Add  sales  by  smaller  stores,  and  the 
book  should  sell  over  150,000  copies 
in  those  first  72  hours.  The  new  nail- 
biter,  798  pages  worth,  is  all  about  H- 
bomb-toting  Arab  terrorists  bringing 
the  world  close  to  apocalypse. 

When  the  $24.95  (list  price)  book 
zooms  to  the  top  of  bestseller  lists,  it 
will  be  one  more  feather  in  the  cap  of 
Phyllis  Grann,  chief  executive  of  Put- 
nam Berkley  Group,  Inc.,  Clancy's 
publisher.  Putnam,  the  book-pub- 
lishing division  of  mc:a.  Inc.,  which  is 
owned  by  Japan's  Matsushita  Electric 
Industrial  Co.,  has  been  one  of  the 
most  consistently  profitable  trade 
book  publishers.  Last  year  pretax 
profits  topped  $25  million  on  reve- 
nues of  $190  million.  Putnam  titles 
currently  occupy  the  numbers  1,  7 
and  14  spots  on  the  New  York  Times 
hardcover  fiction  bestseller  list. 

Clancy's  own  record  has  been  pret- 
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Techno-thriller  writer  Tom  Clancy 
"Am  I  permitted  to  gloat  now?" 


ty  good,  too.  Playing  on  readers' 
deep-seated  geopolitical  fears,  the  44- 
year-old  author  spins  scary  scenarios 
of  world  chaos  caused  by  the  Soviets, 
IRA  terrorists  and  drug  lords.  Inevita- 
bly, the  Defense  Department's  high- 
tech  weapons  systems,  described  right 
down  to  the  color  of  the  exhaust 
flame  on  a  3,000mph  air-to-air  mis- 
sile, come  to  the  rescue.  And  for  a  guy 
trying  to  sell  books,  it  certainly 
doesn't  hurt  that  the  Gulf  war  bore 
out  many  of  the  military  scenarios 
from  Clancy's  novels.  "Am  I  permit- 
ted to  gloat  now?"  he  grins. 

Royalties  from  U.S.  sales  of  his  5 
million  hardcover  books  and  nearly 
20  million  paperbacks,  plus  foreign 
rights,  book  club  and  movie  sales,  add 
up  to  probably  $45  million.  Not  bad 
for  a  former  insurance  salesman  and 
the  son  of  a  Baltimore  mailman. 

How  big  was  his  advance  on  the 
new  book?  In  conversation  with 
HoRBHS,  C>lancy  lets  slip  that  it  was  an 
"eight-figure"  deal.  Por  those  who 


are  a  bit  slow  with  arithmetic,  that 
means  more  than  $10  million — or 
more  than  $25  a  word.  How  much 
more?  Clancy,  who  will  easily  earn 
another  $5  million  from  sales  of  ancil- 
lary rights,  just  smiles. 

So  did  Putnam  overpay?  Probably 
not.  Unlike  most  bestsellers,  which 
stay  on  the  list  for  less  than  two 
months,  Clancy's  books  usually  hang 
in  for  40  weeks  or  more.  That  means 
Ti??f  Sum  of  All  Fears  should  be  in 
stores  until  next  May.  So 
Putnam  has  ample  time  to 
"recycle"  its  returns,  ship- 
ping them  out  to  fill  new 
orders.  Clancy's  last  four 
novels — all  published  by 
Putnam — had  an  average 
return  rate  of  under  11%^ 
The  average  for  hardcover 
fiction  is  42%. 

Let's  say  Putnam  sells 
1.75  million  books  (Clan- 
cy's last.  Clear  and  Present 
Danjjer,  sold  1.6  million  in 
hardcover  alone).  That 
would  generate  wholesale 
revenues  of  around  $23 
million.  After  expenses — 
but  not  including  royal- 
ties— Putnam  should  be 
left  with  about  $1 1  million. 
Then  comes  the  paper- 
back, which,  like  all  five  of 
Clancy's  previous  books,  will  be  pub- 
lished by  Putnam's  paperback  arm, 
Berkley  Publishing  Group.  Clear  and 
Present  Danger,  out  in  paper  for  a  year, 
has  already  sold  some  3  million  copies. 
If  by  mid -1 993  the  paperback  Sum 
sells  the  same,  Pumam  will  likely  gen- 
erate another  $10  million  in  revenues. 
After  costs,  that  will  probably  leave 
about  $6  million.  Thus  Sum  will  make 
millions  for  Putnam,  assuming  an 
author's  advance  of,  say,  $12  million. 
Plus,  each  new  Clancy  book  gives 
his  backlist  a  kick.  In  June  and  July, 
orders  for  Clancy  paperbacks  were 
running  at  thrice  their  normal  volume. 
If  hot  books  are  so  lucrative,  why 
did  Putnam  let  Bantam  Books  outbid 
it  with  a  $5-million-plus  offer  for 
General  Norman  Schwarzkopfs 
memoirs?  Says  Neil  Nyren,  Putnam's 
publisher  and  Tom  Clancy's  editor: 
"We  were  very  interested  in  the 
Schwarzkopf  book.  But  not  at  the 
level  it  went  for.  We  thought  it  was 
too  high."  !■ 
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Arco's  cleaner-burning  gasoline  may  be  a  shrewd 
ploy  to  increase  competitors'  refining  costs. 

Gas  attack 


By  Toni  Mack 

Last  month  Atlantic  Richfield  Co. 
Chairman  Lodwrick.  Cook  stood  be- 
fore a  crowd  of  28  reporters  at  an  Arco 
station  in  Los  Angeles  to  announce 
that  Arco's  researchers  had  developed 
a  new,  less-polluting  gasoline, 
dubbed  EC  x.  Cook  termed  it  "the 
most  significant  advance  in  reducing 
vehicular  air  pollution"  since  Arco 
introduced  other  cleaner  gasolines. 
He  urged  California  regulators  to 
adopt  EC  x's  performance  as  the 
state's  gasoline  standard.  Arco  won't 
make  EC  x,  he  said,  unless  California 
mandates  a  product  like  it  for  all 
gasoline  retailers. 

The  story  got  great  play.  Newspa- 
pers as  far  away  as  New  York  and 
Florida  ran  positive  stories  on  EC  x, 
even  though  Arco  sells  gasoline  only 
on  the  West  Coast. 

Among  consumers,  politicians  and 
environmentalists,  the  media  cover- 
age positioned  Arco  as  a  fiiend  of  the 
environment.  It  was  also  a  blow 
against  the  methanol -based  fiael  fa- 
vored by  some  legislators.  But  there  is 
more  to  Arco's  EC  x  announcement 


than  polishing  its  image  and  warding 
off  methanol. 

Cook  agrees  that  EC  X  represents 
no  real  technological  breakthrough; 
the  refining  processes  used  to  make  it 
are  already  known.  Nor  is  EC  x 
unique:  At  least  a  half-dozen  other  oil 
companies  have  quiedy  submitted 
their  own  cleaner  gasoline  formulas  to 
the  California  Air  Resources  Board, 
which  will  soon  set  new  gasoline  stan- 
dards to  take  eflfect  in  1996. 

If  Cook  gets  California  to  adopt  EC 
X,  he  may  push  up  his  competitors' 
refining  costs  more  than  his  own.  This 
is  because  EC  x's  formula  is  likely  bet- 
ter suited  to  Arco's  refinery  and  crude 
supply  than  to  Chevron's,  Shell's  or 
Unocal's.  Arco  would  spend  around 
$1  billion — adding  some  16  cents  per 
gallon  to  its  cost — to  equip  its  refinery 
for  Ec:  X  production.  The  other  oil 
companies,  whose  refineries  are  con- 
figured difi^erendy  and  use  diff'erent 
crudes,  may  well  have  to  spend  more 
than  that  to  make  a  product  with  EC- 
x's  characteristics. 

Under  the  federal  Clean  Air  Act, 


other  states  can  adopt  C^alifornia's 
gasoline  standards — which  will  be 
stricter  than  federal  standards — to 
meet  federal  air  quality  requirements. 
Arco's  splash  with  ec;  x  could  encour- 
age other  states  to  follow  California's 
lead.  Moans  an  executive  at  another 
major  oil  company:  "Lod  Cook  may 
drive  up  my  [refining]  costs  in  areas 
where  he  has  no  refineries." 

Cook  knows  that  Arco  is  vulnerable 
to  California's  environmental  whims. 
Arco  sells  gasoline  in  only  five  West- 
ern states,  primarily  California,  where 
it  enjoys  a  market-leading  19%  share. 
Arco  has  no  gasoline  operations  else- 
where to  bolster  profits  if  West  Coast 
margins  grow  skimpy.  High  crude 
costs  and  low  demand  drove  Arco's 
refining  and  marketing  profits  down 
by  73%  in  199 1's  second  quarter — 
one  reason  Cook  is  now  considering 
layoff's.  Persuading  regulators  to  man- 
date EC  X  standards  may  help  him 
keep  Arco's  refining  costs  lower,  and 
profits  higher,  than  competitors'. 

Cook  denies  he  is  angling  for  any 
competitive  advantage.  "There 
comes  a  time  when  you  want  to  do 
what  seems  right  for  your  company, 
for  your  industry  and  for  the  public 
you  serve,"  he  says.  "I  live  out  here 
[in  Los  Angeles].  I  look  at  this  crap  in 
the  air.  I  want  to  do  something  about 
it."  But  he  also  plans  to  keep  Arco 
ranked  among  the  oil  industry's  most 
profitable  and,  for  investors,  most 
lucrative  companies.  EC  X  is  clearly  an 
important  part  of  those  plans.        ■! 
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Does  quality  matter?  Here's  an  outfit  that  has  survived 
for  nearly  two  centuries,  remained  family-owned  and 
prosperous.  How?  By  making  only  quality  products. 

Crane's  progress 


By  Linda  Killian 

In  1775  a  papermaker  named  Ste- 
phen Crane  sold  currency  paper  to 
Paul  Revere,  who  used  it  to  print  bank 
notes  for  the  colony  of  Massachusetts. 
Eight  generations  later  the  Cranes  are 
still  making  paper. 

Based  in  the  tiny  Berkshire  Hills 
town  of  Dalton,  Mass.  (pop.  7,188), 
family-owned  Crane  &  Co.  has  been 
virtually  the  sole  supplier  of  currency 
paper  to  the  U.S.  Treasury  since 
1879.  Last  year  the  currency  contract 
brought  in  a  quarter  of  the  company's 
$143  million  in  revenues. 

Four  months  ago  Crane  began 
making  a  new  currency  paper.  To 
thwart  counterfeiters,  who  these  days 
use  high-quality  photocopiers,  its 
new  paper  is  embedded  with  Vie-inch 
polyester  thread,  visible  only  when 
held  up  to  a  light  source.  The  thread 
doesn't  show  up  when  the  bills  are 
photocopied.  In  May  the  Treasury 
Department  began  printing  $100 
bills  on  the  new  paper  and  will  begin 
releasing  them  later  this  month. 

A  good  part  of  Crane's 
sales  come  from  fine -quali- 
ty writing  papers — business 
and  social  stationery,  and 
heavy  wedding- announce- 
ment paper  sold  through 
stores  like  Tiffany  and  Car- 
tier.  The  White  House  uses 
Crane  paper  for  letters, 
Christmas  cards  and  invita- 
tions to  state  dinners.  An- 
other small  but  profitable 
division  produces  architec- 
tural drafting  paper. 

Crane's  stationery  busi- 
ness plunged  during  the 
1930s,  but  the  Cranes  are  a 
scrappy  lot:  They  offset  the 
losses  by  making  paper  shirt 
collars  and  cigarette  paper. 
Today,  most  Americans 
pick  up  a  telephone  or  visit 


a  card  shop  for  a  ready-made  message 
rather  than  bothering  to  write  letters. 
Crane  has  compensated  with  smaller 
note  sheets  and  note  cards,  while 
steadily  raising  prices.  In  its  190-year 
history,  the  company  has  rarely  laid 
off  an  employee  and  has  a  generous 
profit-sharing  program — two  leading 
reasons  why  there  has  never  been  a 
union  at  Crane.  Many  of  the  1,150 
workers  are  second-  and  third-gener- 
ation Crane  employees. 

David  Crane,  32,  a  University  of 
Chicago  M.B.A.,  runs  the  company's 
printing  operation.  Christopher 
Crane,  53,  is  sales  manager  of  security 
paper,  one  of  seven  family  members 
on  the  ten-member  board  of  directors 
and  one  of  five  working  for  the  com- 
pany. His  uncle,  Winthrop  Crane,  8 1 , 
is  the  patriarch  of  the  clan.  "We  don't 
mind  being  stodgy,"  Christopher 
Crane  says.  "In  many  ways,  it's  been 
part  of  our  success." 

Some  change  is  creeping  in. 
Crane's  chief  executive  is  45 -year-old 


Thomas  White,  Crane  &  Co,  president 
In  many  respects,  business  as  usual. 


Thomas  White,  president  since  1986 
and  only  the  second  nonfamily  mem- 
ber ever  to  hold  that  job.  White  shook 
things  up  (gentiy,  of  course)  four 
years  back  when  he  brought  in  man- 
agement consultants  for  advice  on 
strategy  and  product  development. 
Crane  now  has  a  12-person  in-house 
product  development  staff.  Recent 
product  launches:  wooden  stationery 
boxes,  leather-bound  volumes  and 
card  cases,  and  a  seasonal  Christmas 
gift  line.  White  says  he'd  also  like  to 
push  sales  in  Europe  and  Japan. 

But  in  most  important  ways,  it  is 
business  as  usual  at  Crane.  For  exam- 
ple, in  a  business  in  which  wholesalers 
and  telemarketers  are  the  norm, 
Crane's  42 -person  sales  force  contin- 
ues to  call  on  retailers  personally. 

Not  much  selling  effort  goes  into 
Crane's  bank  note  business  with  the 
Treasury.  Since  the  early  Seventies 
few  other  paper  companies  have  even 
bothered  to  bid  on  the  U.S.  currency 
paper  contract,  largely  because  of  the 
high  cost  of  getting  into  the  business 
and  the  small  market  for  the  product. 
To  pay  for  new  equipment  and  ex- 
pand its  facility  to  produce  the  new 
Treasury  paper.  Crane  took  on  $15 
million  of  debt,  but  its  balance  sheet  is 
as  pristine  and  high  quality  as  its  best 
paper.  The  older  money-paper  ma- 
chines will  continue  to  make  paper  for 
smaller  bills  until  the  new  bills  are 
phased  in.  Many  of  Crane's  other 
papermaking  machines  date  back  50 
years  and  were  depreciated  long  ago. 
White  says  the  company 
f  aims  for  15%  pretax  mar- 
f  gins,  suggesting  that  Crane 
earns  a  little  over  $20  mil- 
lion a  year  before  taxes. 
What  would  it  be  worth  as  a 
public  company.^  An  aca- 
demic question.  The  70  or 
so  family  shareholders  are 
sticking  together  to  keep 
the  company  in  the  family. 
"For  years  we  were  so 
conservative,  we  were  al- 
most hesitant  to  try  new 
things,"  says  David  Crane. 
"We're  still  not  what  I 
would  call  fast  decision 
makers,  but  we're  getting 
better."  Which  suggests 
that  making  decisions  slow- 
ly isn't  so  bad  afi:er  all.    Hi 
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As  Iraq  aimed  its  Scud  missiles  at  Israel  and 
Saudi  Arabia  during  tiie  Gulf  War,  the  world 
watched  America's  Patriot  missiles  vault 
toward  them,  destroying  them  time  after 
time.  After  the  first  successful  intercep- 
f  tion,  the  Patriot  became  a  household  word  for 
many  Americans.  But  most  people  didn't  know  that 
Alabama  played  a  major  role  in  its  creation. 

The  concept  for  the  anti-aircraft  guided  missile  was 
born  at  Redstone  Arsenal  near  Hunisville.  Alabama 
companies  and  their  workers  made  important  contri- 
butions to  the  creation  of  the  Patriot  missile— from 
systems  engineering  and  software 
support  to  production  of  the  rocket 
motor.  Technical  schools  in  Alabama 
continue  to  produce  a  labor  base 
well-suited  to  high-tech  manufactur- 
ing. Together,  Alabama  technology 
and  labor  helped  win  Operation  Desert  Storm. 

Defense  isn't  the  only  industry  to  benefit  from  Ala- 
bama's technological  capabilities.  QMS,  Inc.  in  Mobile  is 
a  world  leader  in  the  development,  manufacture,  and 
marketing  of  intelligent  printer  systems  and  software. 
Southern  Research  Instimte  in  Birmingham  received  an 

award  from  NASA 
for  its  developments 
in  the  solid  rocket 
nozzle  used  in  the 
space  shutde. 
Huntsville's 


Intergraph,  which  designs  interactive  computer  graphics 
systems,  has  branch  offices  in  41  countries  worldwide. 
And  just  outside  of  Montgomery  a  new  TechnaCenter  is 
being  built  to  further  nurture  high-tech  research  and  de- 
velopment. The  center,  with  over  $5  billion  in  contracts, 

will  be  a  unique  blend  of 


The  development  of  the 
Patriot  missile,  a  mobile 
anti-aircraft  system  with 

track-via-missile 
guidance,  was  initiated  in 
Alabama.  It's  considered 
one  of  the  most  successful 
weapons  used  in  Operation 
Desert  Storm. 


university  resources,  state 
institutions,  defense- 
related  contractors,  and 
private  enterprise. 
While  Alabama's  high- 


Israel 


tech  experience  may  not  be  as  well-known  as  other 
states',  we're  gaining  more  attention 
from  decision-makers  who  visit  here. 
JVC  America,  for  example,  estab- 
lished its  headquarters  in  Tuscaloosa 
after  seeing  the  research  support 
offered  by  the  University  of  Alabama 
and  the  quality  of  the  area's  labor  force.  The  results 
exceeded  their  expectations;  within  the  first  two  years 
of  operation,  the  Tuscaloosa  plant  was  recognized  as 
the  most  productive  JVC  plant  worldwide. 

Companies  which  have  located  here  know  that 
we  have  an  environment  in  which  high-tech  indus- 
tries thrive.  With  the  research,  talent,  skill,  and 
educational  institutions  that  support  innovation, 
Alabama's  technology,  like  the  Patriot  missile,  is 
gaining  recogni- 
tion worldwide 
every  day. 


It  isn  t  where  you  mink  it  is. 
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For  more  information  contact  the  Economic  Development  PannerstUpofAktjama:  P.O.  Box  2641.  Biimingham  Alabama  35291-0001: 205  250-2226 


Some  40  U.S.  blue-chip  stocks  are  still  off-limits 
to  many  state  and  local  pension  funds 
because  of  the  companies'  South  African  ties. 
When  the  laws  change,  will  the  money  move? 

0£f-limits! 


By  Tatiana  Pouschixie  with  Amy  Feldman 


President  Bush  has  lifted  sanctions 
against  South  Africa,  but  27  states,  88 
cities  and  24  counties  still  have  on  the 
books  their  own  versions  of  anti- 
apartheid  policies  restricting  invest- 
ments by  their  pension  hinds  in  stocks 
of  companies  doing  business  with 
South  Africa. 
The    eight    largest    cities — New 


York,  Los  Angeles,  Chicago,  Hous- 
ton, Philadelphia,  San  Diego,  Detroit 
and  Dallas — have  divestment  policies. 
Big  money  is  involved.  New  York  City 
alone  has  $40  billion  in  pension  assets 
under  management. 

New  Jersey's  director  of  invest- 
ment, Roland  Machold,  who  oversees 
the   state's   $35   billion  public   em- 


ployees' pension  funds,  figures  that 
since  August  1985,  when  most  New 
Jersey  fiands  were  forced  to  start  di- 
vesting, the  ban  has  cost  the  funds  at 
least  $200  million  in  otherwise  un- 
necessary commissions  and  opportu-  ^ 
nity  costs,  especially  the  latter.  "At 
one  point,"  reports  Machold,  "we 
had  3%  of  RJR  Nabisco,  all  purchased 


Today's  "no-nos,"  tomorrow's  buys? 


Company*/business 


Recent 
price 


latest 
12mos 


-EPS- 


Abbott  Laboratories/health  care  SlVs  $2.30 

American  Cyanamld/diversified  chemicals  W/a  3.88 

Avery  Dennison/office  products  IVA  -0.02 

Baker-Hughes/oilfield  equip  &  svcs  24%  1.20 

Borden/food  processing  &  chemicals  34%  2.46 

Bristol-Myers  Squibb/pharmaceuticals  79%  3.49 

Caterpillar/machinery  49y2  0.78 

Chevron/oil  72ye  6.36 

Colgate-Palmolive/household  products  38y4  2.35 

Crown  Cork  &  Seal/containers  8374  3.76 

Deere  &  Co/machinery  SSVa  2.87 

Dresser  Industries/oilfield  equip  &  svcs  2VA  1.14 

El  du  Pont  de  Nemours/chemicals  4574  3.38 

Echlin/auto  parts  14  0.82 

Gillette/personal  care  37%  1.70 

Harnischfeger  Industries/machinery  20%  2.18 

Ingersoil-Rand/machinery  5072  3.24 

IntI  Flavors  &  Frag/specialty  chemicals  7874  4.25 

International  Paper/paper  &  forest  prods  6972  4.76 

Johnson  &  Johnson/health  care  877$  3.95 


1991 
est 

$2.56 
4.07 
1.43 
1.37 
2.63 

4.00 
-0.43 
5.46 
2.56 
4.20 

1.76 
1.14 
3.07 
0.74 
1.95 

2.00 
2,91 
4.48 
4.36 
4.38 


P/E 

1991 

est 

20.0 
15.8 
16.3 
18.1 
13.2 

20.0 
NM 
13.2 
14.9 
19.8 

30.2 
18.6 
15.1 
18.9 
19.4 

10.4 
17.4 
17.5 
15.9 
19.9 


Company/business 


Kellogg/food  processing 
Kimberly-Clark/paper  &  forest  products 
Eli  Lilly/pharmaceuticals 


Recent 
price 

103 
100 
72% 


latest 
12mos 

$4.72 
5.45 
4.09 


-EPS- 


Timken/industrial  equip  27 

Union  Camp/paper  &  forest  products  4674 

Union  Carbide/chemicals  2074 

United  Technologies/aerospace  &  defense  48 

Upjohn/pharmaceuticals  43y8 

Warner-Lambert/health  care  67% 


1.35 
2.97 
2.15 
5,11 
2.59 
3.75 


•South  African  affiliation  confirmed  by  anti-apartheid  monitor  Investor  Responsibility  Research  Center,  based  in  Washington,  D.C. 
Source.  T'^e  Institutional  Brokers  Estimate  System,  a  service  of  Lyncti,  Jones  &  Ryan. 


NM:  Not  meaningful. 


1991 
est 

$4.91 
6.27 
4.64 


1.18 
2.01 
1.49 
2.73 
2.70 
4.18 


P/E 

1991 

est 

21.0 
15.9 
15.7 


Minn  Mining  &  Mfg/office  prods 

89% 

5.77 

5.78 

15.5 

Monsanto/chemicals 

7272 

4.07 

4.81 

15.1 

Naico  Chemical/specialty  chemicals 

27% 

1.74 

1.79 

15.5 

Parker  Hannifin/industrial  equip 

27% 

1.86 

1.50 

18.3 

Pfizer/pharmaceuticals 

58% 

2.42 

2.73 

21,5 

Phelps  Dodge/metals  &  mining 

7072 

12.15 

8.86 

8.0 

Premark  International/housewares 

2874 

1.54 

2.22 

12.7 

Raytheon/aerospace  &  defense 

8474 

8.57 

9,05 

9.3 

Royal  Dutch  Petroleum/oil 

81% 

8.61 

7,15 

11.4 

Schering-Plough/pharmaceuticals 

51 

2,63 

2.97 

17.2 

Schlumberger  Ltd/oilfield  equip  &  svcs 

66% 

2.42 

2.89 

23.1 

Texaco/oil 

6474 

5,54 

5.26 

12.2 

22.9 
23.0 
13.6 
17.6 
16.2 
16.2 


These  U.S.  firims  still  have  ties 

with  South  Africa.  Much  public  money 

can't  touch  then;— but  would  if  only  it  could. 

Buys?  Some  of  iim  oil,  drug  and  manufacturing  stocks. 


48 


Forbes  ■  August  19,  1991 


South  Africa 

before  the  takeover,  and  we  had  to 
sell." 

Has  being  ofF-limits  to  public  pen- 
sion hinds  hurt  the  stocks?  The  evi- 
dence is  ambiguous.  Merck,  regarded 
as  clean  by  South  Africa  boycotters, 
trades  at  22  times  1991  estimated 
earnings.  But  Pfizer  also  trades  at 
about  22  times  1991  estimated  earn- 
ings, even  though  it  is  on  the  banned 
list.  Other  restricted  drug  companies, 
like  Eli  Lilly  and  Upjohn,  trade  at 
much  lower  multiples. 

Probably  the  safest  thing  one  can 
say  about  the  bans  is  that  many  pen- 
sion fund  managers  would  like  them 
lifted — they  don't  like  to  be  told  what 
they  can  or  cannot  buy.  Dale  Hanson, 
chief  executive  of  California's  em- 
ployee retirement  fiands,  oversees  $64 
billion  in  assets,  45%  of  which  is  equi- 
ties. He  estimates  that  divestment  has 
cost  his  fiands  between  $600  million 
and  $750  million  in  commissions  and 
opportunity  costs. 

Hanson  says  he  would  like  to  own 
some  of  the  stocks  on  the  restricted 
list,  particularly  pharmaceuticals.  Ro- 
land Machold  agrees  with  Hanson  on 
the  pharmaceuticals,  and  says  he 
would  also  buy  Du  Pont,  Monsanto, 
Caterpillar,  Ingersoll-Rand,  Cooper 
Industries  and  Minnesota  Mining  & 
Manufacturing  if  the  local  law  al- 
lowed him  to. 

How  soon  might  the  local  laws  be 
repealed?  Probably  not  right  away. 
The  Comprehensive  And -Apartheid 
Act  of  1986,  which  President  Bush 
has  just  lifted,  spelled  out  conditions 
for  its  repeal.  But  unlike  that  federal 
law,  most  of  the  140  state  and  local 
laws  that  restrict  investment  in  and 
business  ties  with  South  Africa  don't 
specify  timetables  or  conditions  for 
their  ending. 

Most  state  and  city  legislators  will 
probably  dither,  rather  than  risk 
seeming  soft;  on  apartheid.  However, 
Herman  Cohen,  Assistant  Secretary 
for  African  Affairs  at  the  State  Depart- 
ment, recently  said  that  the  Justice 
Department  was  considering  steps  to 
get  stares  and  cities  to  follow  the 
President's  lead  on  South  Africa. 

Presence  on  this  list  is  no  guarantee 
that  a  stock  is  undervalued.  But  it 
would  be  reasonable  to  expect  at  least 
a  flurry  of  activity  in  many  listed 
stocks,  both  in  anticipation  and  after 
the  fact,  as  bans  are  lifted.  WM 


Brown  rice  for  dogs?  Don't  laugh.  Smart  marketing 
and  pampered  pooches  have  transformed  the 
tired  pet  food  industry  into  a  gold  mine, 
and  created  yet  another  great  American  fortune. 

Mom's  cooking 
was  neveir 
like  this 


By  Matthew  Schifrin 

SUPERPREMIUM  pet  foods  are  enliven- 
ing a  market  most  people  thought  was 
going  to  the  dogs.  From  nowhere, 
these  superpremium  foods  for  yup- 
pies' puppies  (and  kitties)  now  ac 
count  for  $1.5  billion  of  the  $7.5 
billion-a-year  U.S.  pet  food  market. 
Smaller  brands  like  Science  Diet  and 
Eukanuba  have  been  growing  at  over 
25%  a  year.  By  contrast,  the  major 
producers — Ralston  Purina,  Nestie, 
Quaker  Oats  and  H.J.  Heinz — have 
seen  sales  growth  stagnate  at  around 
5%  a  year.  Now  they  are  rushing  into 
the  market. 

"We  hear  of  a  new  brand  every  few 
weeks,"  says  Richard  Covello,  owner 
of  New  York's  small  chain  of  Pet  Nosh 
stores,  which  carry  25  different  manu- 
facturers' pet  foods.  One  brand  Co- 
vello carries,  Natural  Life  Pet  Prod- 
ucts, claims  its  dog  food  is  packed 
with  American -grown  lamb,  brown 
rice  and  special  minerals;  it  is  touted  as 
"■health  food  for  adult  dogs  that  have 
sensitive  skin  or  diet-caused  aller 
gies."  California-based  Nutro  Prod- 
ucts' Max  dog  food  is  advertised  as 
being  made  of  chemical -free  chicken 
meal  with  no  heads,  feet  or  intestines. 
It's  probably  no  healthier  than  other 
foods,  but  what  self-respecting  young 
urban  professional  wants  to  deal  with 
chicken  heads  and  intestines?  Price: 
$30  for  40  pounds. 

The  two  biggest  producers  of  su- 
perpremium pet  foods  are  Hill's  Pet 
Products,  a  division  of  Colgate-Palm- 


Superpremium  pet  food  buyer 
Is  it  worth  a  dollar  a  pound? 


olive,  and  privately  held  lams  Co.  of 
Dayton,  Ohio.  Each  has  chosen  a 
different  route  to  the  same  strategy — 
getting  a  group  with  authority  to  back 
the  product's  claims. 

Hill's  route  leads  through  the  of- 
fices of  the  country's  veterinarians.  In 
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MARCH   5,   1994 


\^E     CAN     CHANGE     THE     FUTURE. 


At  this  moment  there  could  be  a  burglary  in  your 
future.  But  that  can  change.  You  can  stop  that  break- 
in  now.  Before  it  ever  happens. 

As  a  property  and  casualty  insurer,  we  know  bur- 
glars are  especially  enamored  of  electronics  plants.  We 
also  know  the  steps  you  can  take  to  help  make  your 
premises  less  attractive  to  them.  You  have  to  be  com- 
mitted to  those  steps.  But  so  does  everyone  else  we 


group  you  with— electronics  people  like  you  who 
share  the  same  kinds  of  risks.  And  who  will  also  share 
the  same  lowered  premiums  and  the  possibility  of 
dividends  that  come  with  diligent  loss  control.  It's 
that  way  for  every  industry  we  insure. 

Call  your  agent  or  broker  about  us.  And  make  sure 
the  bad  guys  don't  have  a  future  with  your  company. 

Atlantic  Mutual,  45  Wall  Street,  New  York,  NY  10005 


=kAtlanticMutual 

IT  PAYS  TO  BE  CAREFUL. 


Why  your  n 

should  be 
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Graphical  computing  is  the  way  the  world  is  going. 

The  editorials  agree.  The  industry  pundits  agree. 
Even  our  competitors'  ads  agree. 

The  kind  of  computing  Apple  Macintosh  personal 
computers  first  made  popular  back  in  1984  is  the  way  a 
computer  should  work. 

But  with  a  head  start  of  several  years,  a  long  history 
of  innovation  and  an  architecture  optimized  for  grapliical 
computing  from  the  very  beginning,  Macintosh  remains 
the  definitive  form  of  graphical  computing. 

And  now,  with  new  Macintosh  versions  of  some  of 
the  most  popular  DOS  programs,  you  can  have  all  the 
benefits  of  a  Macintosh  without  sacrificing  any  of  your 
investment  in  MS-DOS  PCs,  applications  and  data. 

Take  Lotus  1-2-3  for  Macintosh.  It's  a  whole  new  kind 
of  Lotus  1-2-3  created  expressly  for  Macintosh.The  editor 
of  the  industry  nemleiier  Softletter  calls  it  notliing  short 
of  "a  design  triumph'.' 

It  has  the  power  you  expect  from  the  world's  most 
popular  spreadsheet.  Plus  exciting  new  features  like  the 
flexibility  to  directly  manipulate  data,  text  and  graphics 
all  in  the  same  file.  And  a  new  level  of  charting,  graphing 
and  drawing  capability  that's  unique  to  Macintosh.  (And 
it's  fully  compatible  with  aO  other  versions  of  1-2-3.) 

Or  consider  the  new  WordPerfect  for  Macintosh.  Its 
compact,  eiisy-to-understand  menus  and  streamlined 
diak)g  boxes  give  you  easy  ciccess  to  all  the  features  you're 
used  to  from  the  leading  word  processor,  along  with 
some  exciting  new  capabilities  added  just  for  Macintosh. 

For  example,  a  gnq)hics  md  drawing  p'cick^e  is  built 

F<tr  more  information  about  Lotus  1-2-3,  call  800-TRADEUP,  ext.  6007.  About  FoxBASE+/Mac,  call  800-837-FOX2.  About  WordPerfect,  \ 

®  l>J9l  A/Ilk  CompulerltKA/if^.  Ilk' Appklr})/}. , Mac.  Maanlush  and  lieftmnlohemurhejr  aren'Xitlemllnkknurii.andSuperllnn'iia  ImJimariift/fU-l/im/iuln.  hic  Ijilm  1 2  Miir  MaanlosbuiUheaiailahltmlall  ml  Uilusandlijarrrvxi^TatlTatla 
ufMlcmsofl  Ojrp  I  :NK  it  a  reyktitral  Iraiiemari  iij  I  'nit  Xwlem  Ijihoralonx.  Inc  OS/2  is  a  re^islimJ  Imimari  iif  Mmalioml  Hwimess  Machiim  Oirp  dUtSE  k  a  rv^isUral  Irademark  (/AHc  Era  Sq/hitirv.  In<  Mentum  of  Ibml-parn- Imxiucts  is  fur  mlunmmiiiuil  i 
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right  into  the  program.  Which  means  graphic  images, 
charts  and  sidebars  can  be  added  and  edited  without 
any  reformatting  hassles. 

There's  also  the  powerful  new  FoxBASE+/Mac, 
which  is  up  to  10  times  faster  than  most  other  database 
packages.  It  takes  Hill  advantage  of  the  graphic,  intuitive 
Macintosh  way  of  working,  and  allows  Macintosh  and 
DOS  users  to  access  the  same  data  simultaneously  And 
it  can  read  dBASE  files,  too. 

There's  even  Novell  NetWare  for  Macintosh,  which 
connects  Mac  into  the  most  popular  PC  networking 
software  in  the  world  today  It  lets  you  take  advantage  of 
the  networking  capabilities  built  into  every  Macintosh 
personal  computer  to  integrate  witli  virtually  any  other 
operating  system:  MS-DOS,  Windows,  OS/2  and  even 
UNIX  and  SNA  environments. 

All  these  programs  take  advantage  of  the  built-in 
Apple  SuperDrive"  disk  drive  to  let  you  easily  exchange 
information  between  your  MS-DOS  PCs  and  Macintosh 
computers  on  a  standard  3/^"  floppy  disk. 

Like  all  Macintosh  programs,  they  let  you  copy  work 
you've  done  from  one  and  paste  it  into  another,  so  their 
combined  power  is  even  greater 

For  more  information  on  all  these  programs,  see 
the  phone  numbers  listed  below.  Or  visit  the  authorized 
Apple  reseller  nearest  you. 

You'll  discover  that  Macintosh  may  be  the  most  pow- 
erful, flexible,  affordable  DOS  computer  you  0 
can  buy  today  The  computer  with  the  power  ^^h 
you  really  want.  The  power  to  be  your  best."   ^K 

^JO-526-7820.  About  NetWare,  call  800-NETWARE.  For  the  name  of  the  authorized  Apple  reseller  near  you,  call  800538-9696,  ext.  825. 

KDwelofmenl  Corporation  FaxBASE+aTuiFaxH^SE^/Macarvre^k^leTaJtTtMkmarksofFaxSoftu'iirt:.  Iric  WorUi^eO  is  a  re^\i^nid  traJernark  of  WordP^frfeci  Corf)  SetWare  is  a  rt^iskrtxi  traiiermtrk  of  Nmvli.  hK  MS-lKX't  i'- u  re}>Klertd  tnuiemark  anti  \^'mii}u^  ls  a  fraJtwark 
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In  Taipei, 
Always 

Stay  at 
Brother  Hotel  Where 
I  Have  Many  Friends 

For  years  business  has  brought  me 
time  and  again  to  Taipei.  My  first 
choice  of  hotel  there  has  always  t)een 
Brother  Hotel,  and  with  good  reasons. 
No  other  location  gives  me  that  unique 
feeling  of  being  treated  like  a  brother. 
And  its  personal,  attention-to-detail 
service  has  never  failed  to  t)athe  me  in 
warmth  and  coziness. 
At  Brother  Hotel.  I  often  came  across 
friends  who,  like  myself,  have  keen 
interest  in  professional  baseball, 
including  some  star  players.  Not  only 
have  we  chosen  the  same  hotel,  we 
shared  a  common  notion;  He  is  my 
brother. 

Located  in  Taipei's  thriving  business 
district.  Brother  Hotel  has  268  elegantly- 
appointed  rooms  and  6  restaurants.  A 
winner  of  the  coveted  "Five-Plum 
Award"  honoring  the  distinguished 
international  hotels  in  Taiwan.  Brother 
Hotel  Baseball  Club,  one  of  the  prime 
movers  of  Taiwan's  professional 
tjaseball  league,  commands  the 
greatest  popularity  among  baseball 
fans  across  the  country. 


4nP  BROTHER    HOTEL 

255  NANKING  EAST  ROAD.   SEC    3.    TAIPEI 
TAIWAN.  REP    OF  CHINA 
FAX/1021717-3334  717-5657 
TEL/l02)712-3456 


Pet  food 

the  1940s  Hill's  pioneered  prescrip- 
tion foods  for  pets  with  kidney  ail- 
ments. In  the  1950s  the  company 
extended  its  line  with  Science  Diet,  a 
nonprescription  superpremium  pet 
food  it  sold  through  vets'  offices  rath- 
er than  supermarkets.  To  induce  the 
vets  to  stock  and  push  its  product, 
Hill's  gives  them  a  22%  to  45%  manu- 
facturer's markup  to  work  from.  Aid- 
ed by  that  markup,  plus  such  things  as 
publishing  the  standard  textbook  on 
small-animal  nutrition.  Hill's  now 
dominates  the  vet  market.  At  the  re- 
tail level.  Hill's  sold  an  estimated 
$560  million  worth  of  pet  food  last 
year,  putting  tens  of  millions  in  mark- 
up in  the  vets'  pockets.  Hill's  is  one  of 
Colgate-Palmolive's  most  profitable 
divisions. 

lams,  with  its  Eukanuba  brand,  is 
the  country's  second-biggest  super- 
premium  company.  It  targets  pedi- 
gree-dog breeders.  lams  gives  breed- 
ers who  buy  its  products  free  samples 
that  the  breeders  pass  along  with  the 
puppy  to  its  new  owners — the  way 
Abbott  Laboratories,  say,  passes  out 
its  Similac  formula  to  new  mothers. 

Forbes  has  found,  at  lams,  a  new 
member  of  The  Forbes  Four  Hun- 
dred group  of  the  wealthiest  Ameri- 
cans. The  company's  founder,  Paul 
lams,  sold  his  company  in  1982  to 
Clayton  Mathile,  a  former  Campbell 
Soup  purchasing  agent.  Under  Ma- 
thile, lams'  sales  have  increased  from 
around  $16  million  in  1982  to  about 
$210  million  last  year,  generating  es- 
timated retail  sales  of  over  $325  mil- 
lion. Mathile  owns  the  company  lock, 
stock  and  barrel;  his  personal  net 
worth  is  now  conservatively  estimated 
at  $450  million. 

The  biggest  difference  between  su- 
perpremium and  regular  pet  food  is 
the  manufacturers'  operating  mar- 
gins. A  40-pound  bag  of  lams'  Eu- 
kanuba brand,  for  example,  retails  for 
$36  to  $40,  compared  with  $18  for 
Purina  Dog  Chow.  However,  a  bag  of 
Eukanuba  costs  only  an  estimated 
$10  to  make.  Distributors  pay  lams 
around  $22  and  then  sell  the  stuff  to 
the  breeders  and  specialty  stores  for 
about  $28.  Everyone  makes  a  for- 
tune, especially  lams,  whose  pretax 
profit  margins  are  estimated  at  25%. 
Cx)mpare  that  with  pretax  margins  of 
about  10%  for  Ralston  Purina. 

Industry  insiders  speculate  that  the 


makers  of  superpremium  pet  foods, 
like  lams,  may  soon  go  head-to-head 
with  the  majors  in  the  supermarkets. 
With  margins  like  that,  they  should  be 
able  to  buy  all  the  supermarket  shelf 
space  they  want.  Indeed,  lams'  Ma- 
thile recentiy  hired  former  Sara  Lee 
and  PepsiCo  marketing  whiz  Thomas 
MacLeod  as  president,  and  is  also 
rapidly  expanding  overseas. 

Are  these  superpremium  pet  foods 
better  for  pets  than  are  such  standards 
as  Purina  Dog  Chow?  That's  hard  to 
say.  The  Association  of  American 
Feed  Control  Officials,  which  sets  this 
industry's  regulatory  standards, 
doesn't  even  check  to  see  that  what  is 
listed  on  the  bag  is  actually  in  the 


One  satisfied  customer 
Keeping  Fido  fat  and  happy. 


food.  Most  vets  agree  that  there  is  no 
proof  these  brands  actually  improve  a 
pet's  health  or  prolong  its  life.  "Some 
people  like  Porsches,  some  like  Volks- 
wagens; both  get  you  where  you  are 
going,"  says  Dr.  Sarah  Ralston  of 
Rutgers  University's  Department  of 
Animal  Science,  who  thinks  choice  of 
pet  food  reflects  nothing  so  much  as  a 
pet  owner's  self-image. 

One  thing  most  veterinarians  do 
agree  on  is  that  the  number  one  nutri- 
tional problem  with  American  pets 
today  is  obesity.  Yet  most  superpre- 
mium brands  are  high  in  fat,  which 
tends  to  improve  the  shine  of  an 
animal's  coat.  Although  the  fine  print 
on  the  bags  recommends  smaller  por- 
tions, millions  of  consumers  appar- 
ently accustomed  to  feeding  their  pets 
larger  quantities  of  grocery  store 
brands  are  unwittingly  turning  their 
little  dears  into  fat-farm  candidates. 

What's  next  in  the  pet  food  game.^ 
You  guessed  it,  and  it's  already  avail- 
able from  a  retailer  near  you:  lams, 
Hill's  and  other  superpremium  pet 
food  manufacturers  are  now  selling 
diet  pet  food.  WM 
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Recen%  UBS  acquired 

even  greater  powers 

in  global  asset  management. 


Union  Bank  of  Switzerland  is  an  acknowledged  power  in  asset 
management  worldwide.  And  with  the  June  28, 1991  acquisition  of  Chase 
Investors  Management  Corporation,  our  market  presence  and  capabilities  in 
this  area  have  been  further  enhanced. 

Our  new  acquisition,  renamed  UBS  Asset  Management  (New  York) 
Inc.,  is  a  wholly  owned  subsidiary  of  UBS.  Entrusted  with  some  $30  billion 
in  institutional  assets,  it  is  among  the  25  largest  firms  of  its  kind  in  the 
United  States. 

With  these  resources  in  place,  UBS  now  has  superior  strengths  in  fixed 
income,  growth  and  value  equities,  as  well  as  indexing  and  hedging.  Moreover, 
we  are  now  the  largest  manager  of  U.S.  pension  fund  dollars  invested  in  oil 
and  gas  assets.  As  well  as  one  of  the  largest  advisors  for  international  clients 
investing  in  U.S.  real  estate. 

All  of  which  means  that  the  expertise  UBS  provides  on  the  U.K., 
Continental  European  and  Asian  markets  is  now  available  to  institutional 
investors  on  the  U.S.  market.  Through  UBS  Asset  Management  (New  York)  Inc. 

A  truly  global  investment  perspective.  With  full  access  to  opportunities 
in  the  U.S.,  Western  Europe  and  Asia.  All  backed  by  the  strength  and  stability 
of  one  of  the  world's  best  capitalized  Triple-A  rated  banks. 

Union  Bank  of  Switzerland. 

With  this  addition,  we  now  have  even  greater  global  powers  in  asset 
management  to  share. 
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In  Taipei, 
Always 

Stay  at 
Brother  Hotel  Where 
I  Have  Many  Friends 

For  years  business  has  brought  me 
time  and  again  to  Taipei.  My  first 
choice  of  hotel  there  has  always  been 
Brother  Hotel,  and  with  good  reasons. 
No  other  location  gives  me  that  unique 
feeling  of  being  treated  like  a  brother. 
And  its  personal,  attention-to-detail 
service  has  never  failed  to  bathe  me  in 
warmth  and  coziness. 
At  Brother  Hotel,  I  often  came  across 
friends  who,  like  myself,  have  keen 
interest  in  professional  baseball, 
including  some  star  players.  Not  only 
have  we  chosen  the  same  hotel,  we 
shared  a  common  notion:  He  is  my 
brother. 

Located  in  Taipei's  thriving  business 
district.  Brother  Hotel  has  268  elegantly- 
appointed  rooms  and  6  restaurants.  A 
winner  of  the  coveted  "Five-Plum 
Award "  honoring  the  distinguished 
international  hotels  in  Taiwan.  Brother 
Hotel  Baseball  Club,  one  of  the  prime 
movers  of  Taiwan's  professional 
baseball  league,  commands  the 
greatest  popularity  among  baseball 
fans  across  the  country. 


4nP  BROTHER    HOTEL 

255  NANKING  EAST  ROAD.  SEC    3.   TAIPEI 
TAIWAN.  REP    OF  CHINA 
FAX/ (0217 17-3334  717-5657 
TEL/l02)712-3456 


Pet  food 

the  1940s  Hill's  pioneered  prescrip- 
tion foods  for  pets  with  kidney  ail- 
ments. In  the  1950s  the  company 
extended  its  line  with  Science  Diet,  a 
nonprescription  superpremium  pet 
food  it  sqld  through  vets'  offices  rath- 
er than  supermarkets.  To  induce  the 
vets  to  stock  and  push  its  product, 
Hill's  gives  them  a  22%  to  45%  manu- 
facturer's markup  to  work  from.  Aid- 
ed by  that  markup,  plus  such  things  as 
publishing  the  standard  textbook  on 
small-animal  nutrition.  Hill's  now 
dominates  the  vet  market.  At  the  re- 
tail level.  Hill's  sold  an  estimated 
$560  million  worth  of  pet  food  last 
year,  putting  tens  of  millions  in  mark- 
up in  the  vets'  pockets.  Hill's  is  one  of 
Colgate- Palmolive's  most  profitable 
divisions. 

lams,  wdth  its  Eukanuba  brand,  is 
the  country's  second -biggest  super- 
premium  company.  It  targets  pedi- 
gree-dog breeders.  lams  gives  breed- 
ers who  buy  its  products  free  samples 
that  the  breeders  pass  along  with  the 
puppy  to  its  new  owners — the  way 
Abbott  Laboratories,  say,  passes  out 
its  Similac  formula  to  new  mothers. 

FoRBKS  has  found,  at  lams,  a  new 
member  of  The  Forbes  Four  Hun- 
dred group  of  the  wealthiest  Ameri- 
cans. The  company's  founder,  Paul 
lams,  sold  his  company  in  1982  to 
Clayton  Mathile,  a  former  Campbell 
Soup  purchasing  agent.  Under  Ma- 
thile, lams'  sales  have  increased  from 
around  $16  million  in  1982  to  about 
$210  million  last  year,  generating  es- 
timated retail  sales  of  over  $325  mil- 
lion. Mathile  owns  the  company  lock, 
stock  and  barrel;  his  personal  net 
worth  is  now  conservatively  estimated 
at  $450  million. 

The  biggest  difference  between  su- 
perpremium and  regular  pet  food  is 
the  manufacturers'  operating  mar- 
gins. A  40-pound  bag  of  lams'  Eu- 
kanuba brand,  for  example,  retails  for 
$36  to  $40,  compared  with  $18  for 
Purina  Dog  Chow.  However,  a  bag  of 
Eukanuba  costs  only  an  estimated 
$10  to  make.  Distributors  pay  lams 
around  $22  and  then  sell  the  stuff  to 
the  breeders  and  specialty  stores  for 
about  $28.  Everyone  makes  a  for- 
tune, especially  lams,  whose  pretax 
profit  margins  are  estimated  at  25%. 
Compare  that  with  pretax  margins  of 
about  10%  for  Ralston  Purina. 

Industry  insiders  speculate  that  the 


makers  of  superpremium  pet  foods, 
like  lams,  may  soon  go  head-to-head 
with  the  majors  in  the  supermarkets. 
With  margins  like  that,  they  should  be 
able  to  buy  all  the  supermarket  shelf 
space  they  want.  Indeed,  lams'  Ma- 
thile recently  hired  former  Sara  Lee 
and  PepsiCo  marketing  whiz  Thomas 
MacLeod  as  president,  and  is  also 
rapidly  expanding  overseas. 

Are  these  superpremium  pet  foods 
better  for  pets  than  are  such  standards 
as  Purina  Dog  Chow?  That's  hard  to 
say.  The  Association  of  American 
Feed  Control  Officials,  which  sets  this 
industry's  regulatory  standards, 
doesn't  even  check  to  see  that  what  is 
listed  on  the  bag  is  actually  in  the 
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One  satisfied  customer 
Keeping  Fido  fat  and  happy. 


food.  Most  vets  agree  that  there  is  no 
proof  these  brands  actually  improve  a 
pet's  health  or  prolong  its  life.  "Some 
people  like  Porsches,  some  like  Volks- 
wagens; both  get  you  where  you  are 
going,"  says  Dr.  Sarah  Ralston  of 
Rutgers  University's  Department  of 
Animal  Science,  who  thinks  choice  of 
pet  food  reflects  nothing  so  much  as  a 
pet  owner's  self-image. 

One  thing  most  veterinarians  do 
agree  on  is  that  the  number  one  nutri- 
tional problem  with  American  pets 
today  is  obesity.  Yet  most  superpre- 
mium brands  are  high  in  fat,  which 
tends  to  improve  the  shine  of  an 
animal's  coat.  Although  the  fine  print 
on  the  bags  recommends  smaller  por- 
tions, millions  of  consumers  appar- 
ently accustomed  to  feeding  their  pets 
larger  quantities  of  grocery  store 
brands  are  unwittingly  turning  their 
little  dears  into  fat-farm  candidates. 

What's  next  in  the  pet  food  game? 
You  guessed  it,  and  it's  already  avail- 
able from  a  retailer  near  you:  lams. 
Hill's  and  other  superpremium  pet 
food  manufacturers  are  now  selling 
diet  pet  food.  ^ 
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Recen%  UBS  acquired 

even  greater  powers 

in  global  asset  management. 


Union  Bank  of  Switzerland  is  an  acknowledged  power  in  asset 
management  worldwide.  And  with  the  June  28, 1991  acquisition  of  Chase 
Investors  Management  Corporation,  our  market  presence  and  capabilities  in 
this  area  have  been  further  enhanced. 

Our  new  acquisition,  renamed  UBS  Asset  Management  (New  York) 
Inc.,  is  a  wholly  owned  subsidiary  of  UBS.  Entrusted  with  some  $30  billion 
in  institutional  assets,  it  is  among  the  25  largest  firms  of  its  kind  in  the 
United  States. 

With  these  resources  in  place,  UBS  now  has  superior  strengths  in  fixed 
income,  growth  and  value  equities,  as  well  as  indexing  and  hedging.  Moreover, 
we  are  now  the  largest  manager  of  U.S.  pension  fund  dollars  invested  in  oil 
and  gas  assets.  As  well  as  one  of  the  largest  advisors  for  international  clients 
investing  in  U.S.  real  estate. 

All  of  which  means  that  the  expertise  UBS  provides  on  the  U.K., 
Continental  European  and  Asian  markets  is  now  available  to  institutional 
investors  on  the  U.S.  market.  Through  UBS  Asset  Management  (New  York)  Inc. 

A  truly  global  investment  perspective.  With  full  access  to  opportunities 
in  the  U.S.,  Western  Europe  and  Asia.  All  backed  by  the  strength  and  stability 
of  one  of  the  world's  best  capitalized  Triple-A  rated  banks. 

Union  Bank  of  Switzerland. 

With  this  addition,  we  now  have  even  greater  global  powers  in  asset 
management  to  share. 


UBS  Asset  Management:  New  York:  212-789-7100,  Zurich:  (41-1)  235-4421,  London:  (44-71)  901-5000,  Tokyo:  (81-33)  503-7771 
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Duty  Free  International  has  prospered,  thanks  to  the 
increasing  traffic  across  the  Canadian  border  and  the 
Canadians'  passion  for  beating  the  taxman. 

Border 
merchants 


By  James  Lyons 

IT'S  ENOUGH  TO  GIVE  Sam  Walton 
goose  bumps.  Thirteen  out  of  every 
100  cars  carrying  potential  shoppers 
past  Duty  Free  International's  58 
Ammex  stores  along  the  Canadian 
border  stop  and  park.  And  the  passen- 
gers come  in  and  shop.  The  average 
sale  is  $31.50.  Net  margins  are  over 
14%.  Walton's  Wal-Mart  stores  aver- 
age 4.2%. 

"I  had  to  wait  to  get  into  my  own 
parking  lot,"  crows  Duty  Free's  co- 
founder  and  chief  executive,  John 
Couri,  after  a  visit  to  an  Ammex  store 
in  Jackman,  Me.  "It  was  a  pleasure." 

DFl's  shareholders  can  share  in 
Couri's  pleasure.  Since  coming  public 
two  years  ago,  Duty  Free's  revenues 
have  doubled,  to  $105  million  last 
year.  Earnings  have  tripled,  to  $14.6 
million,  or  66  cents  a  share.  And  the 
Ridgefield,  Conn. -based  company's 
22  million  o-t-c-traded  shares  have 
jumped  fivefold,  to  a  recent  29 — a 
dizzy  43  times  earnings. 

In  May  1989  the  company  raised 
$26  million  in  a  public  offering  of  27% 
of  its  equity.  Seven  months  later — 
after  the  stock  had  more  than  dou- 
bled— DPI  sold  another  14%  of  the 
company  to  the  public  for  $37  million 
in  a  secondary  offering. 

Why  should  the  stock  be  so  hot? 
The  appeal  of  Duty  Free's  stores  to 
their  mostly  Canadian  customers  lies 
in  beating  both  Canadian  customs 
duties  and  the  taxman.  Duty  Free's 
stores  are  situated  between  the  U.S. 
and  the  Canadian  border  crossings. 
By  buying  goods  after  they  leave  the 
U.S.  but  before  they  enter  Canada, 
Canadians  avoid  not  only  U.S.  but 
also  Canadian  taxes  and  import  duties 
on  highly  taxed  items  like  cigarettes. 


56 


liquor,  perfiime,  leather  goods  and 
cosmetics.  (Canadians  are  allowed  to 
take  home  one  carton  of  cigarettes 
and  40  ounces  of  liquor  duty  free 
every  two  days.) 

The  savings  are  impressive.  A  car- 
ton of  Rothmans  cigarettes,  for  in- 
stance, sells  for  the  equivalent  of 
US$41  in  Canada.  But  in  one  of 
Couri  and  Bernstein's  outposts,  the 
same  carton  sells  for  only  $15.  A  fifth 
of  Johnnie  Walker  Black  Label  scotch 
costs   $26   in   Canada;   a  40-ounce 


Airport  shoppers 
Travelers  are 
lured  by  brand 
names  and  low 
prices. 


Duty  Free  co- 
founders  Bernstein 
(left)  and  Couri 
Cigarettes,  pe^ 
fume,  liquor  and 
profits. 


bottle  of  the  same  scotch — 65% 
more  booze — sells  duty  free  for  just 
$1  more. 

Duty  Free  got  its  start  in  1983  when 
Couri,  now  50,  and  David  Bernstein, 
56,  teamed  up  to  buy  19  border  stores 
in  Maine,  New  York  and  Vermont  for 
$4.7  million.  At  the  time,  Couri  was 
operating  six  duty-free  and  retail 
stores  at  New  York's  Kennedy  Inter- 
national Airport.  Bernstein  was  run- 
ning Samuel  Meisel  &  Co.,  a  Glen 
Burnie,  Md. -based  duty-free  whole- 
saler which  also  operated  two  duty- 
free shops  in  Washington,  D.C.  cater- 
ing to  the  foreign  diplomatic  corps. 

The  pair,  who  financed  the  acquisi- 
tion of  the  border  stores  with  bank 
debt,  knew  the  duty-free  business 
cold.  Bernstein  had  worked  summers 
at  Meisel  as  a  student,  joining  the 
company  fiill  time  as  a  salesman  after 
earning  a  B.A.  in  political  science 
from  Johns  Hopkins  in  1957.  Couri,  a 
1963  graduate  in  economics  from 
Syracuse  University,  had  grown  up 
working  in  his  father's  duty-free  shop 
at  Idlewild  (now  Kennedy)  Airport. 

"We  looked  at  these  [Canadian 
border]  stores,"  recalls  Couri,  "and 


many  of  them  were  dilapidated."  But 
as  a  supplier,  Bernstein  knew  that  per- 
store  sales  volumes  along  the  U.S.- 
Canadian border  were  growing  at 
10%  to  15%  annually.  The  partners 
spent  around  $4  million  fixing  up  the 
stores.  Result:  Sales  volume  doubled, 
and  the  acquisition  debt  was  paid 
down  out  of  cash  flow  in  two  years. 

Couri  and  Bernstein  quickly 
bought  up  a  dozen  more  stores — and 
opened  1 1  new  ones — in  small  towns 
along  the  eastern  end  of  the  Canadian 
border. 

Border  stores,  while  lacking  glam- 
our, offer  a  big  advantage  over  airport 
duty-free  shops.  Instead  of  jousting 
through  a  complex  and  expensive  bid- 
ding process  to  win  airport  conces- 
sions, Couri  and  Bernstein  have  been 
able  to  buy  outright  or  sign  long- 
term  leases  on  land  at  the  crossings. 
And  earlier  this  year  they  bought  16 
more  stores  stretching  from  Minne- 
sota to  Blaine,  Wash. — the  busiest 
U.S. -Canada  border  crossing — at  a 
cost  of  $45  million.  DFI  says  it  now 
operates  90%  of  the  duty-free  shops 
along  the  Canadian  border. 

Which  is  not  to  say  that  the  pair 


eschewed  airports.  Since  1983  Duty 
Free  has  opened  a  dozen  new  airport 
stores  in  cities  such  as  New  York, 
Toronto  and  Philadelphia.  The  com- 
pany has  also  opened  14  airport  spe- 
cialty stores,  including  a  3,000- 
square-foot  Harrods  shop  under  li- 
cense from  the  venerable  London 
department  store.  The  Harrods  store, 
opened  in  February,  anchors  a  new 
shopping  mall  at  Toronto's  busy 
Pearson  Airport.  Still,  border  stores 
will  probably  account  for  60%  of  DFl's 
revenues  this  year,  and  an  even  bigger 
chunk  of  profits. 

As  you  might  expect,  dfi's 
founders — who  trimmed  their  stakes 
only  modesdy  in  the  public  offer- 
ings— have  become  very  wealthy 
men.  Court's  16%  of  the  firm  is  cur- 
rendy  worth  $102  million;  Bern- 
stein's 11%  stake  is  worth  $73  million. 

But  can  Duty  Free  keep  it  up.'  Stacy 
Ruchlamer,  an  analyst  at  Shearson 
Lehman  Brothers,  predicts  the 
chain's  earnings  will  reach  about  $19 
million,  or  88  cents  a  share,  in  fiscal 
1992  (ends  Jan.  31)  on  revenues  of 
$162  million.  Even  so,  the  shares 
trade  at  a  hefty  33  times  expected 
earnings. 

Noting  this,  short-sellers  have  at- 
tacked the  stock,  dfi's  short  position 
was  recentiy  2.8  million  shares,  or 
13%  of  the  public  float.  One  money 
manager  with  a  large  short  position  in 
DFI  praises  Couri  and  Bernstein  as 
"honest,  decent  and  intelligent."  But 
he  is  not  optimistic  about  the  fixture 
growth  of  Duty  Free's  border  traffic. 
The  short-seller  is  betting  that  Cana- 
dian politicians  will  cut  the  country's 
new  7%  goods  and  services  tax,  which 
has  sent  a  steady  flow  of  Canadians 
over  to  U.S.  supermarkets  and  mass 
merchandisers. 

"Cross-border  traffic  is  up,  not  be- 
cause of  duty-free  luxury  goods," 
sneers  the  short.  "It's  up  because  of 
the  lower  cost  of  staple  goods.  Duty- 
free shopping  is  an  afterthought."  A 
cut  in  the  tax,  he  argues,  would  lower 
the  number  of  bargain-happy  Canadi- 
ans crossing  the  border,  eroding  Duty 
Free's  customer  base. 

The  shorts  seem  to  be  assuming 
that  Canada's  politicians  will  finally 
wise  up  to  the  fact  that  overtaxed 
citizens  will  do  everything  possible  to 
avoid  the  burden.  That's  a  fairly  big 
assumption.  WM 
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A  few  years  ago  Bible  publisher  Thomas  Nelson,  Inc.'s 
Sam  Moore  strayed  from  his  religious 
market  niche  and  suffered  badly. 

A  brush  imth 
the  devil 


By  Ignatius  Chithelen 

Sam  Moore  knows  Bibles.  Arriving 
from  Lebanon  in  1950  under  the 
sponsorship  of  a  Baptist  missionary, 
Moore  worked  liis  way  through  the 
University  of  South  Carolina  selling 
Bibles  door-to-door.  "I  was  shy  and 
backward,"  he  says,  recalling  that  he 
earned  just  $19  in  his  first  week  of 
selling.  "Some  people  openly  laughed 
at  my  accent,  while  others  made  snide 
remarks  about  my  being  a  foreigner." 
But  hke  any  good  salesman,  Moore 
kept  calling.  He  graduated  with  a 
degree  in  economics  and,  until  1955, 


studied  for  a  graduate  degree  at  the 
Columbia  Bible  College  and  Semi- 
nary. He  then  joined  Chase  Manhat- 
tan Bank  as  an  international  banker- 
in-training.  But  Moore  soon  tired  of 
the  bank's  big  bureaucracy.  Deter- 
mined to  start  his  own  business,  in 
1957  he  left  for  Nashville — a  brother 
was  studying  there — and  resumed 
selling  Bibles  door-to-door. 

But  this  time  Moore  wasn't  earning 
tuition;  he  was  building  an  organiza- 
tion. At  a  church  service,  he  met  a 
local  bank  lending  officer  who  agreed 


to  lend  Moore  the  working  capital  he 
needed  to  buy  Bibles  and  hire  local 
college  students,  whom  he  trained  in 
door-to-door  selling  techniques. 
Among  them:  Never  use  the  word  buy 
when  making  a  pitch,  and  always  try 
to  get  a  referral  after  a  sale. 

As  his  sales  force  gradually 
branched  out  beyond  Nashville, 
Moore  began  to  publish  Bibles  him- 
self He  took  his  company  public  in 
1961,  in  a  market  that  paid  hand- 
somely for  small  companies  like  his. 

Then,  in  1969,  Moore  was  ap- 
proached by  representatives  of  vener- 
able British  Bible  publisher  Thomas 
Nelson  &  Sons,  which  wanted  to  sell 
its  U.S.  operations.  Moore  paid  $2.6 
million  for  Nelson's  name,  its  U.S. 
distribution  network  and  its  collec- ' 
tion  of  Bible  printing  plates.  This 
made  Moore's  company,  which  he 
renamed  Thomas  Nelson,  Inc.,  the 
U.S.'  largest  Bible  publishing  con- 
cern. It  became  the  world's  largest 
afi:er  Moore  spent  $4  million  to  have 
150  biblical  scholars  revise  the  Bible 
in  the  mid-1970s.  The  project  pro- 
duced the  New  King  James  Version, 
first  published  in  1982;  Moore  has 
since    sold    more    than    22    million 


Chevron 


Peterbilt  And  Chevron. 
Class  Attracts  Class. 

Chevron  fuels  America  with  The  Classic  American  Truck  —  Peterbilt. 
Call  1-800-447-4700  for  your  nearest  Peterbilt  dealer. 
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This  announcement  appears  as  a  mailer  of  record  only. 


$1,000,000,000 


The  Equita 
of  the  Uni 


$250,000,00 
$750,000,000 


These  securities  have  been  placed  with 


nee  Society 


AXA 


These  securities  are  exchangeable  for  Common  Stock  upon  the  demutualization  of  Tli«  Equitable  Life  Assurance  Society 
of  the  United  States,  at  which  time  AXA  and  all  eligible  poticyhoWers  will  become  stereholders  of  the  Company. 


The  undersigned,  together  with  Peter  Wodtke  and  Partners,  LP.  as  advisors  in  Europe,  acted  as  placement  agents 
and  financial  advisors  to  The  Equitable  Life  Assurance  Society  of  the  United  States  in  tne 

negotiation  and  placement  of  these  securities 


Donaldson,  Luf  kin  &  lenrette 


LP.  Morgan 


Goldman,  Sachs  &  Co. 


July  23,  1991 


What  the  conpe 


We  even  made  the  taiget  bigger. 
The  fourth  generation 
Honda  Accord  is  bigger 
and  better  than  ever. 
And  still  the  other  car 
Inkers  can't  come  close. 

Car  buyers,  however,  seem  to  have 
unerring  aim.  They  made  the  Accord 
the  best-selling  car  in  .^\merica.^ 

Behind  our  successful 
Accord  stands  our  constantly 
improving  Honda  technology. 
This  latest  Accord  was  designed  and 
engineered  to  create  an  entirely  new 
standard  of  automobile. 

The  car  feels  like  it  was  carved 
from  a  solid    ^|^^  block  of  steel. 
Inspirational  /([[^^^k  engineering 
and  body       ^^mg^g  constmction 
diminish  the  0^^^  usual  twisting 
or  bending.  That  makes  the  car  strong 
and  rigid.1fou'll  hear  what  we  mean  when 
you  open  and  close  the  door. 

\bu  will  experience  what  our 


engineers  have  accomplished  when 
you  take  the  Accord  on  the  road.  Its  sol 
chassis  provides  >  ^|^^  a  stiff,  stab 
foundation  for  fljj^^A  ouruniqu 
ideal  four  wheel  ^H|^V  independei 
double  wishbon^^^^^  suspension. 
This  accounts  for  the  incredible  handlirl 

Inside  the  car,  you  will  see  the  so 
surfaces,  the  lack  of  seams  and  the 
logical  placement  of  instmments  and 
controls.  \bu  will  sense  a  bright,  airy 
environment  that  immediately  puts  yo 
at  ease.  And  it  is  so  quiet  inside  the 
Accord  that  at  first  you  will  find 
yourself  whispering. 

\bu  will  also  find  that 
you  don't  have  to  raise 
voice  while  driving  at 
maximum  highway  speeds. 

There  is  open 
and  refreshing 
space 


H) 
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ion  is  shooting  for. 


^tween  you  and  everybody  else  in 
lie  car.  The  highly  efficient  and 
bi  f  ^^  quiet  ventilation  system 
ii<B^^  manages  the  temperature 
h  H^P  and  keeps  the  air  fresh. 
1.  i^^      The  front  seats  are  wide  and 
liif  ffer  firm  support.  Rear  seats  contour 
)r  better  conifort. 

Under  the  low,  sloping  hood  is  a 
rogrannmed  fuel  injected  engine  that 
mns  smoothly  and  quietly. Tvin 
balance  shafts  cancel  the  inertial 
forces  that  cause  other 
car  engines  to  twist  and 
aake.  It  is  simply  amazing, 
dditional  refinements  further 
^duce  vibration,  noise  and  harsmess. 


peed 


There  are  times  when  you'll  have 
to  look  at  the  tachometer  to  see  if  the 
engine  is  indeed  mnning  after  you 
start  it.  Stepping  on  the 
accelerator  pedal  quickly 
removes  any  doubt  of  that.^ 
We  have  coupled  the 
engine  to  an  easy  shifting 
transmission.  Or  you  can  choose  a  four 
speed  automatic  transmission  with  a 
driver  selectabl^^^^Sport  mode  and 
lockup  torque  ^K^^       converter. 
Either  way,     ^K||^pf^  we  are  sure 
you  11  be  happy  ^|^^vith  your  choice. 
The  Accord palmost  perfect.  And 
that's  perfect  for  us.We  need  something 
to  shoot  for. 


HONTDLA. 


The  Accord 


Thomas  Nelson's  Sam  Moore 

The  world's  largest  Bible  publisher. 


copies.  Last  year  Thomas  Nelson,  Inc, 
which  is  also  a  major  publisher  of 
inspirational  books  such  as  Robert 
Schuller's  bestselling  Believe  in  the 
God  Who  Believes  in  You,  earned  $4.3 
million  on  revenues  of  $74  million. 

Behind  this  success,  however,  lies  a 
brush  with  the  devil.  In  the  mid- 
1980s  Moore,  like  many  successfiil 
small  businessmen,  decided  to  ex- 
pand beyond  his  profitable  niche. 
"We  wanted  to  get  into  manufactur- 
ing and  diversify  into  the  secular  mar- 
ket," he  recalls.  So  in  1983  Nelson 
paid  $3  million  for  a  240,000-square- 
foot  bindery  and  printing  press  near 
Kansas  City,  Kans.  Nelson  also  paid 
$2  million  for  New  York  publisher 
Dodd,  Mead  &  Co.,  which  owned  the 
U.S.  rights  to,  among  other  things, 
Agatha  Christie's  67  mystery  novels. 

Moore  assumed  that  he  could  in- 
crease profits  by  printing  Bibles  him- 
self in  the  new  printing  facilities  rather 
than  contracting  out  the  print  jobs. 
But  his  timing  was  terrible.  The  U.S. 
dollar  showed  its  muscle  in  1984  and 
1985,  and  competitors  flooded  the 
U.S.  with  inexpensive  Bibles  printed 
in  the  Far  East  and  the  U.K. 

In  1986  Nelson  lost  $5.4  million 


on  revenues  of  $72  million.  Debt 
ballooned  to  $40  million,  or  71%  of 
capitalization.  Nelson's  shares  fell 
from  a  1984  high  of  12%  to  S^A.  Says 
Moore:  "We  soon  realized  that  we 
were  Bible  publishers  who  know  how 
to  operate  out  of  Nashville,  and  not 
printers  or  New  York  publishers." 

To  get  his  costs  back  in  line,  Moore 
sold  his  new  printing  assets  and 
Dodd,  Mead.  He  returned  to  his  prac- 
tice of  contracting  printing  business 
out  to  inexpensive  printers,  and  cut 
his  work  force  in  half,  to  around  300. 
Workers  who  survived  the  layoffs 
worked  harder  than  ever.  "Our  em- 
ployees," says  Moore,  "work  with  a 
zeal  because  they  share  our  vision  of 
improving  people's  spiritual  lives." 

But  material  rewards  also  help. 
Moore  pays  his  senior  employees  gen- 
erous incentive  bonuses  that  typically 
account  for  half  their  total  compensa- 
tion. Several  managers  earn  around 
$150,000  a  year — a  lot  of  money  in 
Nashville.  Quoting  Matthew's  Para- 
ble of  the  Talents,  Moore  says  those 
employees  who  perform  will  be  re- 
warded while  "the  unprofitable  ser- 
vant [should  be  cast]  into  the  outer 
darkness."  In  other  words,"If  my  of- 


ficers don't  bring  in  good  results," 
Moore  adds,"they  will  have  to  leave." 

By  1988  profits  were  growing  nice- 
ly and  Moore  again  looked  for  a  way 
to  diversify.  But  this  time  he  found 
that  he  had  overlooked  a  large  oppor- 
tunity right  in  his  own  backyard.  Nel- 
son's principal  market — a  growdng 
network  of  more  than  7,500  Chris- 
tian bookstores  in  the  country — gets 
about  half  of  its  revenues  from  selling 
Christian  music  cassettes  and  gift 
items  like  prayer  journals  and  photo 
albums.  Until  recentiy  such  products 
were  provided  mainly  by  Nelson's 
rival  vendors — in  particular.  News 
Corp.'s  Zondervan  (the  second-big- 
gest Bible  publisher)  and  Capital  Ci- 
ties/ABC's  religious  publishing  divi- 
sion. Word. 

Moore  quickly  began  producing 
cassette  tapes — of  Johnny  Cash  read- 
ing the  Bible,  for  example,  and  Barbra 
Streisand  singing  Christmas  carols — 
and  gift  items  like  photo  albums  and 
greeting  cards  to  complement  the 
Bibles  he  was  selling  to  bookstores. 
There  wasn't  much  difference  be- 
tween Moore's  religious  music  and 
gift  products  and  those  of  his  compet- 
itors. But  Moore  benefited  from  his 
long-standing  ties  to  the  bookstores' 
buyers,  a  relationship  he  cemented  by 
offering  them  better  discounts  than 
his  competitors  did.  Last  year  Nel- 
son's revenues  from  gifts  and  music 
items  totaled  $8  million,  up  sharply 
from  $1.4  million  in  1989. 

In  fiscal  1991  (ended  Mar.  31) 
Nelson  earned  78  cents  a  share,  more 
than  double  what  the  company  made 
in  1988  and  nearly  6  cents  per  dollar 
of  revenues.  Debt  has  been  reduced  to 
$12.5  million.  And  Nelson's  o-t-c- 
traded  shares  have  risen  almost  three- 
fold, to  a  recent  14V2.  Moore's  14% 
stake  is  worth  $13.6  million.  He  also 
owns  some  200  acres  of  prime  land 
near  Nashville  International  Airport, 
where  much  of  the  city's  commercial 
development  is  taking  place. 

A  card-carrying  theologian  with  a 
degree  in  economics  and  a  gift  for 
door-to-door  sales,  Sam  Moore  is  an 
energetic  man  of  many  parts,  all  of 
which  mesh  well  to  make  a  successful 
business.  Grateful  that  he  survived  his 
brush  with  the  devil  of  diversification, 
Moore  says:  "You  do  well  to  stick  to 
your  knitting.  1  am  glad  I  learned  this 
lesson  before  I  went  bankrupt."    ^M 
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CicmicalBancing 

Corporation 


9S7  Manufacturers 

^X  HANOVER 


A  peach  of  an  idea 
for  the  Big  Apple 

(and  fruitful  for  America,  too). 


Why  not  make  a  bank  that  would. . . 

■  Have  507o  more  branches  than  its  nearest 
competitor  in  the  New  York  metropolitan  area; 

■  Have  the  largest  market  share  of  consumers, 
small  businesses  and  mid-size  companies  in  the 
New  York  metropolitan  area; 

■  Rank  first  in  primary  banking  relationships  with 
U.S.  corporations; 

■  Have  7  million  credit  card  holders,  ranking  6th 
in  the  nation; 

■  Be  a  world  leader  in  corporate  finance,  foreign 
exchange  trading,  and  interest  rate  and  currency 
swaps,  as  well  as  the  full  range  of  operating 
services; 

■  Be  able  to  invest  in  professional  talent,  technology 
and  new  products  on  a  scale  its  predecessors 
could  never  approach; 


I  Be  the  second  largest  bank  in  America,  with 
$135  billion  in  assets,  $7.5  billion  in  shareholders' 
equity  and  $66  billion  in  core  deposits; 

I  Be  the  leading  corporate  bank  in  Texas, 
through  Texas  Commerce  Bancshares,  with  a 
significant  share  in  the  state's  consumer  banking 
market; 

I  Have  132  and  92  branches  in  the  fast-growing 
New  Jersey  and  Texas  markets,  respectively, 
providing  a  good  head  start  on  nationwide  banking; 

I  Be  able  to  compete  head-on  with  any  financial 
institution,  anywhere  in  the  world; 

I  Serve  its  customers  better  as  a  result  of  these 
strengths— offering  more  products,  backed 
by  the  best  technology,  and  much  stronger 
competitive  muscle? 


That's  why  we're  merging  today's  Chemical  and  Manufacturers  Hanover 
How  could  we  resist  such  a  peach  of  an  idea? 


John  F.  McGillicuddy 
Chairman  and  CEO 
Manufacturers  Hanover  Corporation 


^^^^f^     KKPAyO^^ 


Walter  V.Shipley 
Chairman  and  CEO 
Chemical  Banking  Corporation 


The  new  CkMICALBaNCING  Corporal 


ion 


Glass  is  turning  out  to  be  one  of  the  most  crucial  materials  of  the 
information  age,  and  Japan's  Hoya  is  turning  out  to  be  one  of  the 
most  innovative  glassmakers. 


Watch  out, 
Coming 


By  Gale  Eisenstodt 

At  THE  Lawrence  Livermore  National 
Laboratory  in  Livermore,  Calif.,  the 
giant  Nova  laser  fuses  hydrogen  nu- 
clei. The  laser's  pulses  are  brief  but 
intense:  The  power  output  is  200 
times  that  of  all  U.S.  electrical  gener- 
ating plants  combined,  but  lasts  only  a 
billionth  of  a  second.  The  defense 
program  at  the  Department  of  Energy 
is  using  Nova  for  nuclear  weapons 
research  and  to  find  a  limitiess  source 
of  clean  energy. 

At  the  center  of  the  Nova  laser  are 
526  rods  and  slabs— the  largest  is  18 


inches  high — of  very  expensive  purple 
glass  that  amplify  and  transmit  the 
laser  light.  Much  of  this  glass  is  made 
by  Hoya  Corp.,  a  Japanese  company 
that  is  best  known  to  Americans  for  its 
fine  crystal  tableware.  The  laser  glass 
is  so  difficult  to  make  that  Hoya  has 
received  $8  million  in  research  funds 
from  the  U.S.  government.  Hoya 
must  melt  the  glass  in  platinum  cruci- 
bles without  getting  foreign  particles 
in  it.  A  tiny  speck  will  cause  the  glass 
to  shatter  when  heated. 

Hoya,  which  started  out  as  a  mili- 


tary optics  producer  in  1941,  is  a 
prime  example  of  an  old-line  Japanese 
company  transforming  itself  by  creat- 
ing innovative  new  lines  of  business. 
Its  mature  businesses  of  crystal  table- 
ware and  eye  care  products  now  ac- 
count for  60%  of  Hoya's  $1  billion  in 
sales.  The  balance  is  mostiy  accounted 
for  by  specialty  glass  for  the  electron- 
ics and  optoelectronics  industries. 
Hoya  glass  products  help  military  pi- 
lots fly  at  night,  help  the  Sidewinder 
missile  find  its  target,  and  protect  the 
eyes  of  soldiers  looking  through  peri- 


M 


WHO  JUST  WON 
ABimONDOLLAR 

VOTE  OF 
CONFIDENCE? 


Interior  of  Nova  laser 

What  do  fusion  reactors  and  crystal  goblets  have  in  common? 


scopes  in  tanks  from  laser  beams. 
(Because  of  Japan's  restrictions  on 
military  exports,  these  products  are 
made  in  the  U.S.)  Already  Hoya  is 
starting  to  look  more  like  $3  billion 
(sales)  Corning  Inc. 


Hoya  is  interested  in  the  Nova  proj- 
ect and  military  contracts  primarily  as 
a  way  of  developing  glassmaking  tech- 
niques that  can  be  used  in  products 
for  its  major  commercial  markets. 
Hoya's  R&D  center  in  the  suburbs  of 


Tokyo,  for  example,  is  trying  to  apply 
the  melting  and  fabricating  methods 
for  making  laser  glass  to  develop 
large-size  optical  lenses  for  high-defi- 
nition television,  and  precision  lenses 
for  photolithography  machines  used 
to  make  microchips. 

After  making  lenses  for  binoculars 
during  World  War  II,  Hoya  began 
making  crystal  tableware.  Its  first  big 
peacetime  sale  was  for  a  Christmas 
party  given  by  Douglas  MacArthur's 
General  Headquarters  staff.  Today 
Hoya's  crystal  is  sold  at  Hoya's  Park 
Avenue  gallery  in  New  York,  and  it 
competes  with  Baccarat  and  Cor- 
ning's  Steuben  in  finer  department 
stores.  Hoya's  crystal  art  pieces  go  for 
as  much  as  $35,000;  a  simple  wine 
glass  may  sell  for  $34. 

Hoya's  president,  Tetsuo  Suzuki, 
66,  has  steadily  pushed  the  company 
into  new  glass-related  fields  since  he 
became  president  in  1957.  He  stud- 
ied ceramics  in  college  and  married 
into  Hoya's  founding  Yamanaka  fam- 
ily. Currently,  Hoya  is  the  world's 
largest  maker  of  optical  glass  and  has 
over  50%  of  the  Japanese  market  for 
the  lens  blanks  used  in  cameras,  cam- 
corders and  optical  instruments. 


The  Equitable. 

In  the  form  of  a  $1  billion  investment 
from  AXA,  the  eighth-largest  insurer  in  Europe.  The 
Equitable  is  strongly  positioned  as  one  of  the 
nation's  premier  life  insurance  companies  and  a 
global  leader  in  asset  management.  AXA  recognizes 
our  many  strengths  and  our  vast  potential  for  future 
growth  and  success  as  well. 

Our  strategy  is  to  make  The  Equitable 's  already 
solid  capital  position  even  stronger.  The  addition  of 
$1  billion  to  our  financial  base  will  accomplish  this 
aim  and  more. 

THE 


It  represents  the  creation  of  a 
powerful  global  alliance,  with  formidable 
resources  at  its  disposal  and  virtually  unlimited 
possibilities  in  worldwide  insurance  and  investment 
markets. 

We're  proud  of  our  new  global  partnership  with 
AXA,  and  excited  about  the  doors  it  will  open  for 
the  future. 

To  learn  more,  please  write  to  Richard  H.  Jenrette, 
Chairman  and  CEO,  or  Joseph  J.  Melone,  President 
and  COO,  at  The  Equitable,  787  Seventh  Avenue, 
Dept.  A,  New  York,  NY  10019. 


EQUITABLE 

STRENGTH  IN  NUMBERS 


)  1991  The  Equitable  Life  Assurance  Society  of  the  United  States.  NY.  NY  10019 


For  the  price 

ofoneA^iiONTOOO 
you  can  save  $4,000,000 

(now  thati  a  lot  of  pizza!) 

Compared  to  a  huge  $4,100,000  mainframe,  the  new  AViiON  7000 
Open  System  gives  you  117  MIPS  of  mainframe  power-for  a 
starting  price  of  less  than  $100,000.  That  saves  you 
a  lot  of  dough!  How  did  we  do  it?    -«- >r»y^->y%/'x^<^ 
We  created  a  system  that    ^P^^C^^^^^^^ 

has  a  brain  you 
can  fit  in  a  pizza  box! 
But  you  get  major 


JOa^Genesra/ 


mainframe  power. 


Data  General 


■^>l 


Life  just  got 

a  whole  lot  ecisier! 


^^^, 


And  our  new      ■^^'Z!^-i^''^''Mai>iMZ3i<x»f/Mvaiajy>SK/ 

disk  array  technology  i%5,  ^ 
can  offer  you  up  to       "''^*-* 
48  gigabytes  of 
cost-effective,  fault 
tolerant  storage.  These  terrific 

UNIX-based  systems  support  the 

leading  databases,  business  applications 

and  communications  software. 

So  if  you  want  to  go  easy  on  your  budget,  call 

1-800-DATA  GEN 

^^3^  And  then  go  order  a  pizza- 

you  deserve  it! 


AVhON  is  a  trademark  of  Data  General 
|&  1991  Data  General 


The  shakeout  isn't  over  in  the  overbuilt  department 
store  business.  More  stores  appear  ready  to  bite  the  dust. 

Fading  into 
history 


By  Rita  Koselka 


New  York's  i-mpty  B.  Altman  store 
One  of  the  early  casualties. 


iMMMMMMaaMi 


Be  prepared  for  the  next  round  of 
department  store  failures.  And  to  see 
what  lies  behind  it,  take  a  trip  to 
Adrian,  a  town  of  22,000  in  southern 
Michigan. 

Founded  in  1922,  Kline's,  a  tradi- 
tional old-line  store  with  a  wide  array 
of  goods,  friendly  service  and  a  prime 
downtown  location,  was  the  best 
place  in  town  to  shop.  But  in  the  last 
few  years,  Kline's  has  felt  the  heat  of 
new  competition. 

Heat  that  has  grown  to  blowtorch 
intensity.  Meijer,  a  grocery  and  mass 
merchandiser,  recently  nearly  dou- 
bled the  size  of  its  store.  A  new  Kmart 
opened  in  April.  That's  in  addition  to 
a  400,000-square-foot  mall  with  35 
specialty  stores,  a  Sears,  a  J.C.  Penney 
and  another  department  store  that' 
opened  four  years  ago.  What's  more, 
Wal-Mart  has  bought  land  in  town  to 
put  up  a  new  store. 

"Adrian  can't  support  all  these 
stores,  and  none  of  them  is  doing 
well,"  says  Kline's  general  manager, 
John  Kenney.  And  his  store  is  the 
most  vulnerable.  "After  the  new  Wal- 
Mart  goes  up,"  he  says,  "  I'm  afraid 
we're  history." 

Stores  like  Kline's  in  Adrian,  B. 
Altman  in  New  York  or  Garfinckel's 
in  Washington  once  had  the  monop- 
oly on  glamour,  credit,  the  best  selec- 
tion of  goods  and  services  for  their 
customers — who  came  to  rely  on 
them  as  comfortable  and  loyalty-in- 
spiring advisers. 

Go  back  a  generation  and  it  was  a 
time  when  department  stores  told  us 
what  to  wear,  how  to  decorate.  In 
Manhattan  we  were  Bloomingdale's 
t}'pes  or  Bonwit  Teller  people.  In 
Washington  we  were  Garfinckel's 
types.  In  Atlanta  we  were  Rich's  peo- 
ple. And  the  stores  knew  us:  no  credit 
cards;  we  just  signed  for  our  charge 
accounts.  Rich's  would  even  ex- 
change merchandise  that  we  hadn't 
purchased  there  for  something  we 
wanted. 

But  that  is  nostalgia.  In  New  York, 
B.  Altman  is  gone,  as  are  Gimbel  and 
Bonwit  Teller.  Bloomingdale's,  Jor- 
dan Marsh  and  Abraham  &  Straus  are 
in  critical  condition  under  Chapter 
II.  Carter  Hawley  Hale's  Broadway 
and  Emporium  Capwell  arc  in  bank- 
ruptcy as  well. 

The  sur\'ivors  in  the  new  retailing 
environment  are  those  focused  mer- 
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chants  who  know  how  to  cater  to  a 
market  made  up  of  people  who  don't 
feel  they  need  guidance  on  taste.  The 
new  customer  has  already  absorbed 
tastes  from  magazines,  from  rv,  from 
his  favorite  entertainers.  The  new  cus- 
tomer doesn't  look  to  a  department 
store  to  tell  him  how  to  dress  or 
Rirnish  his  home. 

Listen  to  Kathryn  Burns,  a  29-year- 
old  hotel  consultant  from  New  York. 
"I  hate  department  stores,"  she  says. 
"They're  very  confusing  and  it  takes 
forever  to  find  what  I  want."  "The 
only  time  I  go  into  a  department 
store,"  says  Casey  Keller,  a  Cincinnati 
shopper,  "is  when  I  walk  through  it 
on  my  way  to  the  mall." 

That  kind  of  attitude  has  been  a 
boon  to  specialty  retailers  like  Leslie 
Wexner's  Limited,  which  has  been 
spectacularly  successfial  focusing 
largely  on  women's  fashions  for  the 
15-to-30-year-oid  shopper.  Growing 
to  4,000  stores  with  $5  billion  in  sales 
last  year,  from  only  about  1,000 
stores  and  $1  billion  in  sales  in  1983, 
the  Limited  responds  quickly  to  new 
trends  and  has  a  sophisticated  com- 
puter network  to  control  buying  and 
inventory. 

Wexner  has  applied  the  same  con- 
cepts to  his  other  specialty  units — 
Victoria's  Secret  for  lingerie.  Lane 
Bryant  for  larger-size  women.  Limit- 
ed Express  for  the  casual,  younger 
crowd.  By  placing  each  of  these  units 
in  malls,  often  where  he  is  the  largest 
tenant,  Wexner  has  effectively  created 
a  "department  store  that  has  every 
department  facing  a  storefront,"  says 
Sidney  Doolittle,  a  Chicago  retailing 
consultant. 

Meanwhile,  spurred  on  by  fast-talk- 
ing real  estate  developers  and  easy 
credit,  department  stores  have  tried  to 
hold  on  to  their  dwindling  market 
share  by  building  even  more  stores. 
Though  numbers  are  hard  to  come 
by,  leasable  retail  square  footage  in- 
creased by  36%  in  the  last  decade — led 
by  department  stores. 

But  all  that  is  about  to  backfire. 
Retail  sales  per  square  foot  have  been 
dropping  sharply — 16%  in  just  the  last 
ten  years.  Department  stores  have 
seen  their  share  of  the  U.S.  retail 
apparel  market  decline  from  23.2%  in 
1986  to  21%  in  1990.  Aftertax  mar- 
gins have  dropped  from  3.2%  among 
the  publicly  traded  department  stores 


Nordstrom's  San  Francisco  store 
Success  with  old-fashioned  service. 


in  1986  to  under  2.9%  in  1990,  and 
return  on  net  operating  assets  has 
decreased  by  more  than  half,  from 
7.7%  to  2.4%. 

And  with  consumer  spending  re- 
maining flat,  that  can  only  mean  more 
stores  will  go  down  the  drain.  "I 
wouldn't  be  surprised  if  half  the  de- 
partment stores  today  won't  be  here 
bv  the  middle  of  this  decacHe,"  warns 
Doolittie. 

Who's  in  deepest  trouble.^  Carter 
Hawley  Hale  Stores  and  Federated 
Stores,  formerly  called  Campeau 
U.S.,  are  in  bankruptcy.  Last  month 
Chicago's  Sam  Zell  offered  40  cents 
on  the  dollar  to  creditors  of  Carter 
Hawley  Hale.  Federated  is  making 
progress  toward  emerging  from 
Chapter  1 1 ,  but  its  units  have  been 
weakened,  some  severely.  For  exam- 
pie.  Rich's  in  Atlanta  just  closed  its 
famous  67-year-old  downtown  store. 
"Every  one  of  these  companies'  divi- 
sions is  going  to  emerge  much  weaker 
than  it  used  to  be,"  says  Doolittle. 

Buf^lims  in  California,  an  87-year- 
old  department  store  chain,  an- 
nounced four  months  ago  that  it 
would  liquidate,  deciding  that  further 
reinvestment  in  the  business  was  fii- 
tile.  "There's  not  really  a  place  for  a 
medium-size  department  store  chain 
today.  We  didn't  have  enough  vol- 
ume to  compete  with  a  Nordstrom  or 
May  Co.  in  advertising  and  maintain 
our  visibility,"  says  chief  financial  offi- 
cer Chris  Tassos. 


Carson  Piric  Scott,  an  old-line  Chi- 
cago retailer — now  owned  by  the 
Mausand  Nordmann  families  of  Swit- 
zerland— has  gone  downmarket  in  its 
merchandise  ancd  is  believed  to  be 
losing  money. 

Is  there  hope  for  the  department 
store.'  Some.  Seattle -based  Nord- 
strom, earning  $116  million  on  $3 
billion  in  revenues  last  year,  has  fo- 
cused on  huge  shoe  and  clothing 
selections  but  has  no  housewares  or 
white  goods  departments,  common 
even  in  today's  pared-down  depart- 
ment stores.  Perhaps  more  important, 
it  has  made  itself  unique  with  its  high 
service.  Janet  Gushue,  a  suburban  Los 
Angeles  real  estate  agent  and  regular 
Nordstrom  shopper,  tells  how  she 
purchased  Easter  gifts  this  spring  to 
be  mailed  to  her  children  in  other 
parts  of  the  coimtry.  The  gifts  did  not 
arrive  until  the  Monday  after  Easter, 
so  she  called  to  complain.  Not  only 
did  Nordstrom  refijnd  the  $150  for 
the  gifts  but  it  also  sent  her  fiowers  to 
apologize.  For  many  affluent  con- 
sumers, this  sort  of  service  is  worth  tl^e 
extra  price.  Contrast  this  with  the 
rude  clerks  and  gum-chewing,  gossip-  ^ 
ing  cashiers  who  ignore  shoppers  at'* 
many  department  stores  today. 

Sheer  efficiency  is  how  Dillard,  a  $4 
billion  (1990  sales)  department  store 
operator  based  in  Little  Rock,  Ark., 
meets  the  specialty'  store  competition. 
It  has  state-of-the-art  technology  and 
inventory  control  systems,  and  relies 
on  shrewd  acquisitions  for  growth.  It 
buys  struggling  regional  department 
store  chains  on  the  cheap,  then  quick- 
ly installs  its  cost-saving  technology 
and  systems  to  boost  profitability. 
Dillard's  net  profit  margins  have  hov- 
ered around  5%,  compared  with  the 
industry's  2.2.% 

Taking  a  page  from  the  competi- 
tion, $15  billion  (1990  sales)  Dayton 
Hucison  has  diversified  so  that  half  its 
revenues  and  earnings  come  from 
Target — a  highly  successful  chain  of 
discount  stores.  The  Minneapolis- 
based  retailer  also  operates  such 
strong  stores  as  Marshall  Field's,  Day- 
ton's and  Hudson's. 

But  these  ciepartment  stores  will 
survive  only  by  becoming  something 
quite  different  from  the  old-line  de- 
partment store,  which  looks  likely  to 
go  the  way  of  the  traveling  peddlers  of 
yesteryear.  WM 
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The  wise  old  man  of  business  tells  why  he  doesn't  see  a  global 
financial  crisis,  why  most  business  school  teaching  is  obsolete 
and  why  IBM  and  Japan  Inc.  are  in  trouble. 

Roaches  outlive  elephants 


An  interview  with  Peter  F.  Drucker  by  Mark  Skousen 


Has  anyone  in  business  not  heard  of 
Peter  F.  Drucker?  Born  in  1909  in 
Vienna,  Austria,  educated  as  a  lawyer 
at  Frankhirt  University  in  Germany, 
he  began  consuking  with  General 
Motors  during  World  War  II,  and 
later  with  other  large-scale  American 
corporations  like  General  Electric, 
and  in  1950  became  Professor  of 
Management  at  New  York  Universi- 
ty. His  books  (now  totaling  25)  have 
been  bestsellers  for  nearly  a  half-cen- 
tury. Since  1971  he  has  been  the 
Clarke  Professor  of  Social  Science  & 
Management  at  Claremont  Graduate 
School  in  California.  Drucker  com- 
bines freshness  of  ideas  with  a  grace 
and  clarity  that  are  unique  among 
people  who  write  books  about  busi- 
ness management. 

We  asked  Peter  Drucker  about 
business  schools. 

I  annoy  the  business  schools  terribly. 
For  30  years  I  was  not  popular.  I  was 
going  against  the  trend  in  the  business 
schools,  which  was  to  be  more  quanti- 
tative, more  abstract. 

Now  the  tide  has  turned.  Employ- 
ers got  fed  up  with  M.B.A.s  who 
weren't  willing  to  do  anything  unless 
it  was  complicated  and  useless.  Also, 
business  schools  finally  realized  what 
1  had  been  telling  them  for  30  years, 
that  management  is  a  practice  and  not 
a  science.  It  needs  to  be  more  like 
medical  school  or  maybe  law  school. 
They  need  to  get  their  hands  dirty. 

The  schools  diat  have  done  the  best 
in  the  last  ten  years,  like  Stanford,  are 
going  to  have  a  very  rough  time.  They 
are  staffed  with  so  many  yt>ung,  rigid 


Mark  Skousen  is  adjunct  professor  of 
economics  and  finance  at  Rollins  College 
in  Winter  Park,  Fla.  His  most  recent  book 
is  Economics  on  Trial  (Business  One 
Irwin,  1991). 


academicians  who  have  no  exposure 
to  the  practice.  You  can  get  Ph.D.s 
quickly,  but  experience  takes  time. 

I'm  a  reactionary.  1  don't  believe  in 
journalism  schools  either.  I  have  very 
little  use  for  schools.  A  practice  starts 
with  apprenticeship. 
Some  of  our  biggest  corporations 
are  in  trouble.  Can  IBM,  General 
Motors  and  other  large  corpora- 
tions survive  in  this  new  business 
environment? 

We  will  always  need  big  companies. 
The  idea  of  a  small  transatlantic  airline 
is  a  little  absurd.  We  need  very  large 
banks. 

IBM  is  a  separate  case.  It  is  going  to 
be  on  the  defensive  for  ten  years.  Big 
companies  go  through  a  rhythm.  In 
the  IBM  growth  curve,  one  pioneer 
emerged  to  dominate  the  field.  When 
the  company  becomes  mature,  it  has 
to  fight  the  competition  on  every 
front — software,  PCs,  etc.  They  have  a 
hell  of  a  time  surviving.  GE  went 
through  this  in  the  1920s.  U.S.  Steel 
has  gone  through  it  and  GM  is  going 
through  it  now. 

But  the  perioci  of  just  being  "big"  is 
over.  Now  it's  deciding  which  size  is 
best.  Elephants  have  a  hard  time  adapt- 
ing. Cockroaches  outlive  everything. 
IBM  is  now  linking  up  with  Apple 
and  Siemens.  Are  joint  ventures 
like  this  the  wave  of  the  future? 
Alliances  are  increasingly  the  wave  of 
the  fiiture.  Grass  roots  development 
and  acquisitions  are  becoming  too 
expensive.  Even  the  Japanese  can  no 
longer  afford  them  if  you  have  to  pay 
10%  interest  for  the  money.  There's 
no  place  in  the  world  where  you  can 
get  capital  for  less.  Until  two  years  ago 
you  could  get  it  in  Japan.  That's  over. 
Japan's  deep  pockets  are  disappearing 
very  fast. 

Speaking  of  Japan,  what  else  is  go- 
ing on  there  now? 


Japan  is  far  more  endangered  than  we 
are.  We  don't  owe  anything  in  yen,  so 
we  are  not  endangered  by  a  transfer 
crisis.  But  the  Japanese  are.  They  are 
buying  our  T  bills,  they  are  holding 
up  our  real  estate  market.  But  if  they 
tried  to  withdraw,  within  six  months, 
the  U.S.  might  clamp  a  moratorium 
on  transfers  and  remittances,  say  a 
20%  tax  on  conversions.  It  would  be  a 
hidden  devaluation  of  the  dollar.  That 
would  probably  turn  into  a  real  panic 
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in  Japan.  The  Japanese  arc  far  more 
inflated  than  we  are,  especially  in  real 
estate  prices. 

The  Japanese  are  exceedingly  vul- 
nerable. But  don't  ever  underestimate 
the  Japanese.  They  have  a  remarkable 
ability  to  face  up  to  harsh  reality. 

In  the  last  couple  of  years,  not  many 
Japanese  companies  have  made  any 
money,  you  know  that,  don't  you.'' 
Most  profits  were  zaitech,  their  word 
for  financial  cleverness — interest  arbi- 
trage, currency  arbitrage  and  so  forth. 
Japan,  unlike  this  country,  allows 
enormous  hidden  reserves,  so  Japa- 
nese companies  can  show  profits  for 
years  without  making  them  out  of 
operations.  Japanese  P&L  statements 
are  not  that  easy  to  decipher.  They  do 
not  have  to  consolidate  their  balance 
sheets  like  we  have  to,  so  they  can  play 
nice  games.  Also,  Japanese  account- 
ing practices  are  not  too  clear  on  the 
valuation  of  fixed  assets.  The  business 
structure  in  Japan  is  sound,  but  the 


financial  structure  isn't. 

Are  you  optimistic  about  the  future 

of  a  new  united  Germany? 

I  am  not  optimistic.  It's  going  to  be  a 
very  rough  period.  It's  not  just  an 
economic  problem,  it's  a  human 
problem.  For  example,  in  East  Ger- 
many, money  set  aside  for  public 
health  and  hospitals  ended  up  in  Swiss 
bank  accounts.  Human  corruption 
does  that. 

The  West  Germans  made  a  serious 
mistake  by  throwing  money  at  East 
Germany.  The  East  Germans  feel  be- 
trayed and  patronized.  And  the  West 
Germans  tend  to  be  arrogant  beyond 
belief.  The  tension  will  continue  to 
exist  and  will  permanendy  affect  Ger- 
man politics. 

The  Hungarians  and  the  Poles, 
with  no  rich  uncle,  are  likely  to  turn 
around  much  faster  than  the  East 
Germans. 

Eastern  Europe  has  changed.  The 
one  thing  you  can  say  about  the  future 


Drucker:  "I  had  been  telling  them  for  30  years  that  management  is  a 
practice  and  not  a  science They  need  to  get  their  hands  dirty." 


there  is  that  it  won't  be  socialism,  but 
I  don't  think  you  can  say  what  it's 
going  to  be.  You  can't  rule  out  mili- 
tary dictatorship. 

What  about  the  U.S.?  How  are  we 
doing? 

The  most  interesting  economic  phe- 
nomenon of  the  past  five  years  has 
been  the  American  export  boom  in 
manufactured  goods.  Are  you  aware 
of  this?  It  was  totally  unprecedented, 
totally  unexpected.  Companies  that 
did  well  ranged  from  very  large  to  very 
small,  like  a  local  company  around 
here  which  sells  a  silent  paging  system 
for  hospitals.  Their  exports  have  tri- 
pled in  six  years.  They  are  the  leading 
company  in  the  Japanese  market. 

You  have  an  industrial  transition 
going  on  from  industries  in  which  the 
center  of  economic  gravity  was  labor, 
to  industries  in  which  the  center  of 
economic  gravity  is  knowledge.  Of 
course,  there  are  a  lot  of  U.S.  institu- 
tions— like  the  hospitals  and  the 
schools — that  are  both  labor  and  capi- 
tal intensive.  That's  a  real  problem. 
In  recent  articles  you  have  accused 
the  U.S.  of  "undersaving  on  a 
massive  scale."  How  so? 
For  the  past  50  years  in  the  English- 
speaking  countries,  the  policy  has 
been  to  encourage  consumption  and 
discourage  savings  for  fear  of  oversav- 
ing. And  government  spending  poli- 
cies have  largely  been  to  encourage 
consumption,  especially  the  transfer 
payments. 

Well  and  good,  but  don't  we  need 
more  taxes  to  repair  public  infra- 
structure— highways,  bridges,  wa- 
ter and  sewer  systems  and  airports? 
We've  reached  a  dead  end  with  taxes. 
What  we  have  to  learn  is  that  the 
structure  of  taxation  is  more  impor- 
tant than  the  level  of  taxation.  The 
configuration  of  taxes  is  what  matters, 
not  the  amount.  The  first  ones  to  tell 
me  about  this  were  the  Japanese 
around  1960. 

Did  you  know  that  Japan  owes  its 
high  level  of  capital  formation  and 
saving  to  the  Americans,  to  a  Detroit 
banker  named  Joseph  Dodge?  He  was 
MacArthur's  economic  adviser.  He 
was  a  hard-headed,  singularly  dis- 
agreeable man.  In  the  late  1940s  Ja- 
pan had  very  rapid  inflation  and  a 
negative  saving  rate.  So  Dodge  in- 
vented the  tax-free  postal  savings 
bank  deposit.  The  [Japanese]  minis- 
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ter  of  finance  screamed  about  the  tax 
losses.  Within  six  months,  almost 
overnight,  inflation  was  over  in  Japan, 
and  the  savings  rate  went  from  minus 
to  20%  of  personal  income.  American 
economists  screamed  about  it,  but  it 
worked.  Economists  talk  about  the 
profit  motive,  but  nothing  motivates 
modern  man  more  than  the  chance  to 
avoid  taxes! 

Ludwig  Erhard  aciopted  a  similar 
policy  in  Germany.  So  you  have  coun- 
tries with  a  strong  tax  bias  in  favor  of 
savings,  and  we  [America]  have  an 
incredibly  pro-consumption  bias. 


makes  no  sense  at  all. 
What  about  a  value-added  tax? 
I  think  we  have  come  to  a  point  where 
we  have  to  tax  consumption  and  de- 
crease taxes  on  savings.  We  need  a 
value-added  tax  badly. 
Do  you  think  there's  a  real  possibil- 
ity that  the  prosperity  of  the  1980s 
could  be  followed  by  a  Great  De- 
pression of  the  1990s? 
I  think  we  can  handle  domestic  crises. 
If  a  bank  is  in  trouble,  the  government 
takes  it  over,  and  you  pay  off  the 
depositors.  Who  pays  for  the  losses  is 
unimportant. 


Drucker  says,  "Economists  talk  about  the  profit  motive,  but  notliing  motivates 
modern  man  more  than  the  chance  to  avoid  taxes!" 


It  was  stupid  [of  the  U.S.  Congress 
to  virtually  abolish  iRAs].  The  iRS  also 
attempted  to  discourage   charitable 
giving  just  when  we  needed  it  the 
most.  The  stupidities  of  the  iRS  are 
legion,  although  no  worse  than  in  the 
past.  The  wisdom  of  governments 
only  exists  in  textbooks. 
What  about  the  capital  gains  tax? 
It's  not  clear.  The  Japanese  have  high 
capital  gains  taxes.  They  make  it  al- 
most impossible  to  liquidate  their  in- 
vestments except  in  case  of  death. 
Germany  has  a  zero  long-term  capi- 
tal gains  tax. 

Yes,  that's  why  I  say  it's  unclear. 
There's  a  strong  argument  that  the 
capital  gains  tax  on  stocks  in  this 
country  is  irrelevant.  You  have  to 
remember  that  about  60%  of  the  equi- 
ties of  the  country's  largest  companies 
are  held  by  institutional  investors  who 
pay  no  capital  gains  taxes.  Look,  our 
tax  system  insofar  as  it  doesn't  tax 
pension  funis  and  institutional  inves- 
tors, is  not  tl:  u  hostile  to  stock  market 
investing.  The  double  taxation  of  div- 
idends may  be  far  more  important.  1 
personally     think     double     taxation 


The  international  debt  crisis  is  over, 
not  that  anybody  has  repaid  anything 
or  will,  but  we  have  survived  it. 
Thomas  Aquinas  was  a  very  wise  man 
when  he  said,  "You  don't  solve  prob- 
lems, you  survive  problems." 

[But]  in  this  country  you  have  a 
structural  crisis  in  banking.  Tradition- 
al banking  is  obsolete.  The  banks  can 
no  longer  make  a  living  on  interest 
rate  differentials.  Today  banks  must 
earn  fees  from  services.  Between  40% 
and  50%  of  Citicorp's  revenues  are 
now  coming  from  noninterest 
sources.  The  merger  between  Chemi- 
cal Bank  and  Manufacturers  Hanover 
was  in  part  because  Chemical  Bank 
has  been  largely  unsuccessfiil  in  con- 
verting interest  income  to  fee  income. 
The  traditional  banking  business  can 
no  longer  earn  the  cost  of  capital. 

Within  ten  years  we  will  see  the 
number  of  banks  decline  to  maybe 
500,  where  deposits  and  commercial 
loans  will  be  a  tairly  small  part  of  their 
business,  because  they  can't  make 
money  on  them. 

Is     Keynesian    economics    finally 
dead? 


I'm  not  an  anti- Keynesian,  I'm  a  non- 
Keynesian.  You  know,  I  attended 
Keynes'  seminar  in  1934-35  in  Cam- 
bridge [England].  When  he  told  us 
that  economists  would  control  the 
budget,  the  money  supply  and  taxes, 
and  there  would  be  no  inflation,  it 
made  no  sense  to  me  at  all.  Also,  I 
could  never  accept  the  economist's 
idea  of  equilibrium.  To  me,  equilibri- 
um economics  has  always  been 
irrevelant. 

Keynes  was  actually  an  ultraconser- 
vative  politically,  did  you  know  that? 
Most  people  considered  him  quite  a 
radical. 

Oh,  no.  Keynes  was  a  total  conserva- 
tive. He  had  two  basic  motivations. 
One  was  to  destroy  the  labor  unions 
and  the  other  one  was  to  maintain  the, 
free  market.  Keynes  despised  the 
American  Keynesians.  His  whole  idea 
was  to  have  an  impotent  government 
that  would  do  nothing  but,  through 
tax  and  spending  policies,  maintain 
the  equilibrium  of  the  free  market. 
Keynes  was  the  real  father  of  neocon- 
servativism,  far  more  than  Hayek! 

Keynes'  proposal  for  the  interna- 
tional currency  was  a  gold-backed 
currency:  He  could  not  accept  the 
primacy  of  the  American  dollar.  But 
he  lost  the  fight  against  the  Ameri- 
cans, who  wanted  a  dollar- based  cur- 
rency. In  retrospect,  Keynes  was  wise 
and  right. 

What's  ahead  for  the  world? . 
Globally  we  are  moving  toward  a 
three-tier  political  system.  First  we 
have  transnational  governments, 
which  are  the  only  way  to  come  to 
grips  with  the  environment  and  the 
only  way  to  deal  with  the  greatest 
danger  we  now  have,  the  private  ar- 
mies, the  terrorists.  The  Iraqi  war  was 
a  turning  point,  an  unprecedented 
event.  The  whole  world  came  togeth- 
er to  stop  a  terrorist. 

Money  [too]  is  transnational.  The 
central  banks  already  act  as  one  trans- 
national institution  to  coordinate 
currencies. 

[In  addition  to  the  transnational 
institutions]  there's  economic  re- 
gionalism— the  European  Communi- 
ty', North  America  and  probably  a  Far 
Eastern  region. 

The  nation-state  isn't  going  to  go 
away,  but  ethnic  locality'  is  becoming 
more  important.  People  need  roots. 
You'll  see  more  SloNcnias.  WM 
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Funny  it  doesn't  look 
like  a  conference  center. 
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Now  you  can  cal  1  a  con  ference  anywhere.  Even  i  n  t  he  ni  idd  le  of  nowhere. 
How?  Simply  carry  one  of  the  AT&T  Cards.  Then  ah  you  have  to  do  to  make  a  conference 
call  is  find  the  nearest  public  phone  and  give  us  your  AT&T  card  number.  We'll  set  up 
the  whole  thing,  including  getting  in  touch  with  everyone  you  want  to  talk  to. 

It's  just  one  of  the  innovative  services- available  with  the  AT&T  Calling  Card,  the 
AT&T  Corporate  Calling  Card,  or  the  AT&T  Universal  Card.  For  more  on  all  the  ways 
our  cards  can  help  you  when  you're  on  the 
road,  call  1  800  222-0300,  Ext.  289. 


It's  all  in  the  cards. 


AT&T 


©1991  AT&T 


THeJUt-Nek 

If  you've  always  believed  the  only  way  to  get  an  agile,  aero-styled,  high-performance  sedan  was  ;te 
to  buy  small,  you're  in  for  a  big  surprise.  It's  time  to  forget  the  past,  and  introduce  yourself  I 
to  the  all-new  Pontiac  Bonneville®  ^  leltii 

By  its  engineering  specifications  alone,  the  new  Bonneville  shatters  that  myth  leai 

convincingly  Under  its  beautifully  redesigned  shape  lurks  a  potent  170  horsepower  lieni 

3  with  tuned-port  sequential  fuel  injection  locked  onto  an  advanced         I 
electronic  4-speed  automatic.  Available  g 
and  a  precision-engineered,  road-gripping  sport  suspension  for 
outstanding  control,  stopping  or  steering.  Available  advanced 

for  superb  power  application 
on  slippery  surfaces. 


TK 


fH®  Call  toll-free  l-BOO-TBRSOO  tw  more  product  information. 
Buckle  Up,  America!  ©1991  GM  Corp.  All  rights  reserved.  See  your  dealer  for  terms  of  this  limited  warranty. 


YOUR 

7NS  JO"  THE  DOORS. 
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for  additional  safety  assurance. 
I     That's  the  technical  side.  But  to  really  get  the  feel  of  the  new  Bonneville,  you've  got  to 
let  behind  the  wheel.  Notice  how  the  solid-feeling  controls  react  smoothly  to  the  touch.  How 
Ihe  analog  gauges  are  well-defined  for  quick,  decisive  reads.  How  the  whole  cockpit  is  driver- 
oriented,  and  designed  for  performance. 

And  by  the  way,  the  new  Bonneville  is  a  full-fledged, \d))iBc^l^JWfl  four-door  that  can 

easily  carry  six  adults.  Just  thought  we'd  remind  you. 
=—  -  The  all-new  1992  Bonneville.  Climb 

in  and  throttle  one  up.  Just  be 
^^^^  prepared  for  an  attitude 

^       adjustment  to  take 
K      place.  Very,  very 
quickly. 
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C .  yif(&  BuUd  Exart&m&nt. 


Risk  control  for  businesses  that  bruise  easily. 
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When  you  ship  $1.2  billion  worth  of  bananas 
worldwide,  a  small  flip  in  currency  exchange  rates 
could  make  a  big  difference  in  profits. 

Chiquita,  like  many  smart  international  com- 
panies, gets  a  good  grip  on  those  risks  with  curency 
options  at  the  Chicago  Mercantile  Exchange.  Hedging 
Deutschemarks,  Pound  Sterling  and  Yen,  Chiquita 
has  successfully  guarded  against  financial  bruising  for 
years.  And  because  80%  of  all  the  exchange  traded 
currency  worldwide  was  traded  on  the  CMEs  Inter- 
national Monetary  Market,  they've  found  it  easy  to 
slip  in  and  out  of  currency  options  quickly. 

The  Chicago  Mercantile  Exchange  is  where  all 
information  that  impacts  foreign  exchange  prices 
comes  together.  So  it's  where  risk  managers  can  find 
efficient  pricing. 

Now,  it  will  become  even  more  efficient  with 
the  launch  of  GLOBEX  -  the  computer 
network  that  expands  futures  and  options 
trading  around  the  world,  around  the 
clock. 
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If  you're  like  the 

top  bananas  at  Chiquita 

and  don't  want  your  international  earnings  frittered 

away,  the  CME's  currency  futures  and  options  should 

hold  great  appeal  for  you. 

/n^^  CHICAGO 
Essss:  MERCANTILE 
-V^V  EXCHANGE 

The  Exchange  of  Ideas 

1-800-3  31-3  332  (U.S.  toll  tree)  1-312-^30-8213  (Chicago)  071-^*20-0722  (London)  03-3595-2251  (Tokyo) 
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The  Soviet  Union  and  the  Third  World 
aren't  suffering  from  capital  shortages. 
They  are  suffering  from  policies 
that  make  capital  unproductive. 

What  capital 
shortage.^ 


BY  THOMAS  SOWELL                           I 
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Dr.  Thomas  Sowell  is  an  economist 

and  a  senior  fellow  at  the  Hoover  Institution 

in  Stanford,  Calif, 


The  big  news  at  the  recent  super 
summit  meeting  in  London  was  what 
did  wo? happen.  Soviet  President  Gor- 
bachev did  not  get  pledges  of  huge 
economic  aid  from  the  other  seven 
heads  of  state.  Nor  is  there  any  reason 
why  he  should  have. 

Gorbachev's  place  in  history  is 
much  more  secure  than  his  place  in 
economics.  His  political  genius  for 
brilliant  improvisations  is  precisely 
what  should  be  avoided  as  a  role  for 
government  in  economy.  What  inves- 
tors, builders  and  entrepreneurs  need 
is  some  assurance  as  to  what  the  rules 
of  the  game  are  going  to  be  during  the 
lifetime  of  their  undertaking,  not  a 
government  that  is  going  to  be  pull- 
ing new  rabbits  out  of  a  hat  at  unpre- 
dictable intervals. 

The  problem  is  more  fundamental 
than  Gorbachev,  however.  Those  in 
the  U.S.  Congress  and  in  the  media 
who  favor  throwing  money  at  foreign 
problems,  as  they  do  at  domestic 
problems,  fail  to  understand  that  al- 
ternative sources  of  investment  are 
abundant  in  the  private  sector.  The 
difference  is  that  private  investors  are 


going  to  require  much  more  solid 
evidence  that  their  investment  is  not 
going  to  disappear  down  some  bot- 
tomless pit. 

Even  in  the  poorest  Third  World 
coimtries,  the  people  are  not  usually 
poor  because  of  a  lack  of  capital,  but 
because  of  a  lack  of  conditions  in 
which  capital  can  become  productive. 
This  is  true  not  only  for  physical 
capital  like  machines  or  factories  but 
also  for  such  human  capital  as  techni- 
cal skills  and  entrepreneurship. 

We  may  think  of  a  coimtry  like 
India  as  needing  capital  in  the  form 
of  foreign  aid  or  the  services  of 
Western  "experts.'''  However,  for- 
eign aid  constitutes  a  small  fraction 
of  the  capital  in  India,  and  people 
from  India  living  overseas  command 
large  amounts  of  capital.  At  one 
time,  much  of  the  business  and  fi- 
nance in  the  vast  regions  of  East 
Africa  were  in  the  hands  of  Indians. 
That  remains  true  in  distant  Fiji.  In 
the  U.S.,  people  from  India  own  an 
estimated  one-third  of  all  the  hotels 
in  the  country. 

As  for  skills,  a  study  in  Malaysia  a 
few  years  ago  found  that  there  were 
more  dentists  of  Indian  ancestry 
there  than  there  were  dentists  of 
Malay  ancestry,  even  though  Indians 
are  only  10%  of  the  population  of 
Malaysia.  Ten  percent  of  all  anesthe- 
siologists in  the  U.S.  are  from  India, 
and  Indians  are  prominent  among 
computer  specialists  in  California's 
Silicon  Valley. 

Why  are  the  physical  capital  and  the 
human  capital  of  so  many  Indians 
around  the  world  being  used  to  en- 
rich other  countries,  rather  than  des- 
perately poor  India.^  The  answer  is 


that  India's  heavily  statist  economy  is 
a  very  unpromising  place  to  invest 
either  kind  of  capital. 

Much  the  same  story  could  be  told 
of  C'hina,  whose  economy  lags  behind 
much  of  the  rest  of  the  world  in  both 
physical  capital  and  human  capital. 
Meanwhile,  more  than  26  million 
"overseas  Chinese,"  scattered  from 
Southeast  Asia  to  North  America,  ex- 
cel in  businesses  large  and  small,  in  the 
sciences  and  in  the  professions.  At  one 
time,  prior  to  the  Second  World  War, 
it  was  common  for  prosperous  over- 
seas Chinese  to  return  to  China  in 
their  old  age,  to  live  in  retirement  off 
the  nest  eggs  they  had  built  up  in 
other  countries.  After  the  commu- 
nists took  over  China,  even  this 
source  of  wealth  dried  up. 

Many  Third  World  countries  have 
ethnic  minorities  who  excel  in  busi- 
ness, in  science  and  technology,  or 
in  the  learned  professions.  The 
Tamils  in  Sri  Lanka,  the  Ibos  in 
Nigeria  and  the  Germans  and  Japa- 
nese in  Brazil  are  just  some  of  these 
bearers  of  human  capital.  Typically, 
there  is  far  more  emphasis  on  re- 
pressing these  minorities'  higher  in- 
comes than  in  utilizing  their  talents 
to  the  fi.illest  benefit  of  the  countries 
involved. 

Where  governments  maintain  suf- 
focating control  of  the  economy, 
whether  in  the  Soviet  Union  or 
in  Third  World  nations  enamored 
of  socialistic  policies,  inadequate 
capital  is  a  symptom  rather  than 
a  cause.  Government-to-government 
aid  merely  attempts  to  deal  with  the 
symptom,  thereby  helping  to  post- 
pone the  serious  changes  needeti  to 
attract  larger  and  steadier  flows  of 
private  capital. 

When  Russia  first  began  to  indus- 
trialize— under  Czar  Nicholas  II, 
contrary  to  communist  disinforma- 
tion— it  did  so  by  attracting  foreign 
capitalists.  Swedes,  Britons,  French- 
men, Americans,  Germans  and  Japa- 
nese all  took  the  lead  in  developing 
various  sectors  of  the  Russian  econ- 
omy. But,  although  the  entrepre- 
neurship was  supplied  by  foreign 
capitalists,  most  of  the  capital  in- 
vestment was  raised  within  Russia 
itself  Lack  of  capital  was  not  what 
had  held  them  back  before.  It  was  a 
lack  of  the  conditions  that  would 
make  the  capital  productive.         Hi 


Forbes  ■  August  19,  1991 


79 


When  athletes  make  more  money  from  endorsements  than  from 
salaries  and  prize  money,  it  helps  to  develop  celebrity  status. 
Meet  two  of  the  world's  richest  self-made  teenagers. 

Madonna 
is  the  model 


By  Peter  Newcomb 

The  young  celebrity  at  last  ap- 
peared, a  fashionable  45  minutes  late. 
A  barrage  of  flashbulbs  and  a  sea  of 
microphones.  Movie  star?  Madonna.' 
Nope.  Just  a  normally  attractive  17- 
year-old  girl — who  happens  to  be  a 
whiz  of  a  tennis  player. 

Having  already  won  two  of  the 
three  Grand  Slam  tennis  tournaments 
held  so  far  this  year,  Monica  Seles,  the 
youngest  woman  player  ever  to  hold 
the  number-one  ranking,  should  easi- 
ly earn  over  $1.5  million  in  1991. 
That's  just  on  the  court.  Off  the 
court.'  Four  times  that  amount.  Seles 
has  multimillion-dollar  endorsement 
deals  with  Perrier,  racketmaker 
Yonex,  Canon,  tennis  shoe  company 
Fila  and  Matrix  hair  care.  Then  there 
will  be  appearance  fees  at  other  exhi- 
bitions. All  told,  Seles  should  earn 
over  $7.5  million  this  year,  placing 
her  at  the  12th  spot  on  this  year's 
Forbes  list  of  the  world's  highest- 
paid  athletes  (see  table,  p.  82). 

So,  she's  a  hell  of  a  tennis  player  and 
probably  one  of  the  richest  teenagers 
in  America.  Does  that  explain  the 
media  frenzy?  Not  quite.  Seles  also 
seems  to  have  a  flair  for  publicity.  The 
world's  top-ranked  women's  tennis 
player  withdrew  from  Wimbledon  in 
June  three  days  before  the  prestigious 
tournament  kicked  off.  This  outraged 
tennis  purists  but  got  everybody's 
attention.  Taking  a  page  from  the 
book  of  her  idol.  Madonna,  Seles 
created  a  continuing  media  event  out 
of  a  one-time  happening.  In  an- 
nouncing her  withdrawal,  Seles 
vaguely  cited  a  "minor  accident,"  and 
then   vanished,   leaving   the    British 


press  to  speculate  on  the  real  circum- 
stances behind  her  pulling  out — and 
leaving  a  breathless  public  wondering 
when  she  would  surface  again. 

After  four  weeks  of  hiding  out, 
Seles  scheduled  a  press  conference  at 
the  Pathmark  Tennis  Classic  in  Mah- 
wah,  N.J.  She  got  lots  of  ink  and  tube 
time  for  disappearing.  Much  more  for 
reappearing.  The  young  player  ar- 
rived in  the  sweltering  tent  clutching 
her  pet  terrier,  Astro — photo  oppor- 
tunities galore.  Says  former  women's 
tennis  champion  Tracy  Austin:  "This 
is  more  like  Hollywood." 

It  is  indeed,  but  Seles  didn't  start  it. 
Billie  Jean  King  did  with  her  1973 
battle-of-the-sexes  match  against 
Bobby  Riggs.  John  Korff,  owner  and 
tournament  director  of  the  Pathmark 
Tennis  Classic,  at  one  time  worked  for 
Billie  Jean  King.  "Billie  Jean  King  and 
Bobby  Riggs  put  women's  tennis  on 
the  map,"  Korff  says.  "That  match 
was  the  watershed." 

But  the  big  money  didn't  go  to 
King;  it  went  to  her  successors.  This 
year's  prize  money  for  the  women's 
tour  will  exceed  $24  million,  up  from 
$900,000  at  the  time  of  the  King- 
Riggs  match.  Had  King  had  the  same 
kind  of  year  in  1973  that  Steffi  Graf 
had  in  1988 — winning  all  four  Grand 
Slam  events  and  the  Olympic  gold 
medal — she  would  have  been  lucky  to 
earn  $150,000.  Graf  earned  ten  times 
that  amount  in  prize  money  alone. 

But  prize  money  is  the  least  of  it. 
With  media  attention  come  endorse- 
ment offers.  Especially  when  the 
game  goes  global.  An  American  sport 
at  its  birth,  women's  tennis  has  in- 
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ABOVE; 

Tennis  has-beens  Bobby  Riggs 
and  Billie  Jean  King 
Their  match  put  women's 
tennis  on  the  map. 

RIGHT: 

Seventeen-year-old  tennis 
celebrity  Monica  Seles 
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Evander  Holyfield 


Rank     Athlete 


$ports 


Rules  of  the  game 

Below,   the   Forbes   list   of  the 
world's  40  highest-paid  athletes. 
The   first   column   indicates   an 
athlete's  estimated  1991  salary, 
including  signing  bonuses  and 
anticipated  winnings  for  the  year 
remaining.  Estimates  of  en- 
dorsement income,  exhi- 
bition fees  and  incentive 
bonuses  are  shown  in  the 
"other  income"  col 
umn.  Money  made 
from  a  player's  pri- 
vate business  is 
not  included. 


Evander  Holyfield 
Mike  Tyson 
Michael  Jordan 
George  Foreman 
Ayrton  Senna 


6  Alain  Prost 

7  Razor  Ruddock 

8  Arnold  Palmer 

9  Nigel  Mansell 
10  JackNicklaus 


Sport 


boxing 

boxing 
basketball 
boxing 
auto  racing 

auto  racing 
boxing 
golf 

auto  racing 
golf 


Salary  or  Other 
winnings  income 
($million)- 


Total 


$60.0 

30.0 

2.8 

14.0 

12.0 

10.0 
10.0 
0.3 
8.0 
0.5 


$0.5 
1.5 

13,2 
0.5 
1,0 

1.0 
0.2 
9.0 
1,0 
8,0 


$60.5 
31.5 
16.0 
14.5 
13.0 

11.0 
10,2 
9.3 
9,0 
8,5 


Rank     Athlete 


11  Larry  Bird 

12  Monica  Seles 

13  Joe  Montana 

14  Stefan  Edberg 

15  Greg  Norman 

16  Steffi  Graf 

17  Andre  Agassi 

18  Boris  Becker 

19  Wayne  Gretzky 

20  Gerhard  Berger 


Sport 


basketball 

tennis 

football 

tennis 

golf 

tennis 
tennis 
tennis 
hockey 
auto  racing 


Salary  or  Other 
winnings  income 
($million)- 


Total 


3,5 
1.4 
0.4 

1.3 
0.8 
1.2 
3.0 

6.0 


$0.5 
6,0 
4,0 
6.0 
7.0 


6.5 
6.0 
4,0 
1,0 


7,6 
7,5 
7,4 
7,4 

7,3 
7,3 
7,2 
7.0 
7.0 


creasingly  become  a  worldwide  spec- 
tacle. Seven  countries  are  represented 
in  the  top  ten  women  players:  Seles  is 
from  Yugoslavia,  Steffi  Graf  from 
Germany,  third-ranked  Gabriela  Sa- 
batini  from  Argentina  and  Jennifer 
Capriati  from  the  U.S.  Says  Thomas 
Kcim,  director  of  event  marketing  for 
Kratt  General  Foods,  the  women's 
tennis  tour's  umbrella  sponsor: 
"You've  got  support  from  places  that 
the  sport  never  had." 

Not  only  tiocs  the  popularin,'  now 
cross  national  boundaries,  but  it  is 
also  attracting  the  attention  of  a 
whole  new  generation.  With  the  top 
women's  tennis  stars  averaging  19  or 
20  years  of  age,  these  kids  reach  a 


whole  different  group  of  consumers. 
Where  Jack  Nicklaus  and  Arnold 
Palmer  talk  to  an  older,  Cadillac - 
buying  audience,  Seles  and  Capriati 
speak  to  the  12-to-35-year-old  mar- 
ket, where  some  of  the  biggest  mer- 
chandising dollars  are  spent.  Says 
Kraft's  Tom  Keim,  "These  child  stars 
[are]  teenage  heroines." 

"The  women  were  blessed  by  ha\' 
ing  some  major  advancements  in 
equipment,  especially  the  oversize 
racket,"  explains  Gerard  Smith,  exec- 
utive director  of  the  Women's  Tennis 
Association.  'Tt  gave  the  young 
women  athletes  a  great  deal  more 
power,  and  the  power  has  substantial- 
ly helped  the  women's  game."   By 


contrast.  Smith  notes,  the  new-found 
power  has  not  really  improved  the 
men's  game.  Of  all  the  men's  points 
played  at  Wimbledon  this  year,  only 
30%  to  3S%  of  them  went  beyond 
three  strokes.  More  than  half  of  the 
women's  points  went  more  than  that. 
For  vears  the  women's  tour  was 
dominated  bv  one  or  two  players, 
making  any  tournament's  outcome 
somewhat  predictable.  Not  long  after 
her  bout  against  Riggs,  Billie  Jean 
King  passed  the  champion's  torch  to 
Chris  H\ert  and  Martina  Navratilova, 
in  whose  hands  it  stayed  for  over  ten 
vears.  When  \'iewers  tuned  in  to  a 
women's  tennis  final,  they  usually 
watched  a  Navratilova- Evert  match. 


82 


Forbes"  Aumist  19,  1991 


Rank     Athlete 


21  Jean  Alesi 

22  Gabriela  Sabatini 

23  Magic  Johnson 

24  David  Robinson 

25  Nick  Faldo 


Sport 


auto  racing 

tennis 

basketball 

basketball 

golf 


Salary  or  Other 
winnings  income 
($million)- 


Total 


Rank     Athlete 


26  Jennifer  Capriati  tennis 

27  Rocket  Ismail  football 

28  Patrick  Ewing  basketball 

29  John  Hot  Rod  Williams  basketball 

30  Ivan  Lendl  tennis 


$6.0 
1.3 
2.5 
2.4 
0.4 

0.6 
4.5 
4.0 
4.8 
0,8 


$0.5 
5.0 
3.0 
3.0 
5,0 

4.5 
0.5 
1.0 
0.1 
4.0 


$6.5 
6.3 
5.5 
5.4 
5,4 

5.1 
5.0 
5.0 
4.9 
4,8 


31 
32 
33 
34 
35 
36 


Bo  Jackson 
Pete  Sampras 
Hakeem  Olajuwon 
Darryl  Strawberry 
Greg  LeMond 
Will  Clark 


37  Nelson  Piquet 

38  Kevin  Mitchell 

39  Curtis  Strange 

40  Joe  Carter 


football,  baseball 

tennis 

basketball 

baseball 

cycling 

baseball 

auto  racing 

baseball 

golf 

baseball 


3.8 
1.8 
3.8 

4.0 
3.8 
0.5 
3.7 


0.5 
2.5 
0.4 

0.2 

0.3 
3.5 
0.2 


Sport           Salary  or       Other         Total 
winnings     income 
(Smiliion) 


1      $2.0 

$2.5 

$4.5 

0.4 

4.0 

4.4 

3.8 

0.5 

4.3 

4.3 
4.3 
4.2 

4,2 
4.1 
4.0 
3.9 


"They  were  getting  to  be  an  old  act," 
says  Robert  Kain,  an  agent  at  Cleve- 
land-based International  Manage- 
ment Group.  "You  need  new  blood, 
and  there  was  really  nobody  else  out 
there."  Enter  the  grandstanding 
teenagers  and  competition  on  a  whole 
new  level. 

Of  the  top  ten  women's  players, 
just  about  any  one  of  them  could  win 
the  next  big  tournament.  With  just  a 
slim  2-point  lead  in  the  Virginia  Slims 
ranking,  Seles  is  barely  hokiing  on  to 
the  top  spot.  Already  there's  talk  of 
another  tennis  prodigy:  11-year-old 
Venus  Williams,  who's  apparently 
beating  up  on  everybody  she  faces^ 
"More  anti  more  people  are  getting 


their  kids  into  tennis,  whether  look- 
ing for  meal  tickets  or  college  scholar- 
ships," says  former  mixed-doubles 
champion  and  TV  commentator  Bud 
Collins.  "You  see  the  kids  with  their 
entourages:  fathers,  coaches,  people 
trailing  the  kids  to  wipe  their  noses 
and  clean  their  diapers." 

Also  new  to  the  Forbes  list  of  top- 
earning  athletes  this  year  is  15-year- 
old  Jennifer  Capriati.  When  she  made 
her  professional  debut  in  Boca  Raton 
at  age  13,  Capriati  was  inundated  with 
attention.  In  no  time  she  landed  a 
multimillion-dollar  endorsement  deal 
with  American  racket  company 
Prince.  Similar  deals  with  Oil  of  Olay 
and  others  will  net  Capriati  over  $4 


million.  Capriati  can't  legally  drive  a 
car  alone,  but  she'll  bring  home  at 
least  $5  million  this  year. 

Tennis  stars  make  up  nearly  25%  of 
this  year's  Forbes  list  of  top-earning 
athletes.  Leading  the  men's  field  is 
second-ranked  Stefan  Etiberg,  whose 
earnings  this  year  should  reach  $7.4 
million,  followed  closely  by  America's 
Andre  Agassi  with  $7.3  million. 

Top  of  the  sports  list?  Pugilist 
Evander  Holyfield.  Holyfield  became 
the  world's  reigning  heavyweight 
champion,  having  sent  Buster  Doug- 
las to  the  showers  last  October  after 
winning  the  tide.  Holyfield  made  an 
estimated  $24  million  beating 
George  Foreman  last  April  in  a  unani- 
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Fifteen-year-old  tennis  up-and-comer  Jennifer  Capriati, 

top,  and  this  year's  Wimbledon  winner  Steffi  Graf 

Capriati  can't  legally  drive  a  car  alone  but  will  earn  over  $5  million 

this  year,  while  Graf,  at  just  22,  is  already  a  tennis  doyenne. 
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mous  decision.  Next  up?  Former 
champ  Mike  Tyson,  in  November. 
HolyfieWs  been  guaranteed  $30  mil- 
lion for  that  bout.  And  if  pay  televi- 
sion revenues  hit  even  the  lowest  pro- 
jections, Holyfield  should  dance  away 
with  over  $60  million  for  the  year. 

High  on  the  roster  are  three  For- 
mula One  race  car  drivers.  Tops 
among  them  is  Ayrton  Senna,  who 
makes  a  guaranteed  salary  of  at  least 
$12  million.  These  guys  take  risks  for 
their  money:  Senna's  Formula  One 
car  made  a  high-speed  leap  15  feet 
into  the  air  during  a  test  nm  a  few 
weeks  ago. 

Five  golfers  make  the  list  this  year, 
led  by  Arnold  Palmer  and  Jack  Nick- 
laus.  Australian  Greg  Norman  might 
be  having  his  troubles  on  the  green  : 
this  year,  but  he's  still  no  slouch  pitch- 
ing products.  Norman  should  pull  in 
another  $7  million  over  what  he'll 
make  on  the  circuit. 

When  it  comes  to  endorsements, 
nobody  touches  Michael  Jordan.  His 
Chicago  basketball  Bulls  won  the  NBA 
crown  this  year,  making  Jordan's 
high-flying  image  even  more  inescap- 
able. His  face  adorns  the  Wheaties 
box.  He  pitches  burgers  for  McDon- 
ald's. He  soars  past  the  moon  stretch- 
ing for  a  botde  of  Coca-Cola.  And  Air 
Jordan's  deal  with  Nike  shoes  is  still 
the  single  best  deal  in  sports,  paying 
the  league's  premier  slam-dunker 
over  $3  million  a  year.  His-  video 
Michael  Jordan's  Playjfround  should 
sell  over  700,000  copies  by  year-end. 
Add  to  that  sales  of  his  previous  video. 
Come  Fly  With  Me,  and  Jordan  should 
rake  in  $2.5  million  in  video  alone. 

Among  the  new  entries  on  this 
year's  list  is  baseball  slugger  Darryl 
Strawberry.  San  Antonio  Spur  David 
Robinson  is  poised  to  succeed  Mi- 
chael Jordan  as  basketball's  premier 
pitchman.  His  tclegenics  and  awe- 
some play  make  him  a  corporate  spon- 
sor's dream,  and  Nike  and  Casio, 
among  others,  have  taken  notice. 

Off  the  list  falls  soccer  star  Diego 
Maradona,  after  testing  positive  for 
cocaine  and  being  suspended  from 
the  game.  Jose  Canseco  of  the  Oak- 
land Athletics  was  briefly  the  highest- 
paid  plaver  in  baseball  when  he  signed 
a  new  contract  last  year  and  rccci\'ed  a 
$3.5  million  bonus.  But  with  base- 
ball's ever-escalating  salaries,  Canse- 
co's been  left  behind.  ^M 
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I  In  1866,  when  the  transatlantic  cable  linked  two  continents, 
Allendale  had  been  in  touch  with  its  customers  for  31  years. 


.    The  telegraph.  For  years  engineers  had  dreamed 
of  using  it  to  bridge  the  communication  gap  between 
Europe  and  North  America.  But  it  wasn't  until  1866 
that  the  dream  became  reality.  And  when  the  Great 
Eastern  sent  the  first  message,  Allendale  had  been 
listening  and  responding  to  clients  for  31  years. 

In  a  changing  world  where  events  like  this  shape 
history,  this  is  our  way  of  reminding  you  of  one  progres- 
sive, stable  company  that's  been  in  business  since  1835. 


Today  at  Allendale,  we  continue  to  shape  the 
history  of  loss  control  with  engineering,  traming, 
research  and  testing,  responsiveness  and  fairness  m 
the  way  we  do  business.  After  a  century  and  a  half,  that 
part  of  our  philosophy  is  not  about  to  change. 
Allendale  Insurance,  P.O.  Box  7500,  Johnston,  Rhode 
Island  02919. 

Allendale  Insurance/ Factory  IMutual  System 

World  leaders  in  property  risk  muna9ement  since  183S. 


A  single  beam  of  light 

can  give  you  the  communications 

power  of  600,000  phone  lines. 
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We'll  soon  be  helping  the  world 
communicate  more  efficiently. 


The  future  of  data  transmission  and  retrieval 
is  extremely  bright. 

And  blindingly  fast.  In  a  recent  test  of  optical 
fiber  technology,  Hitachi  achieved  a  world-record 
data  transmission  capacity  of  40  gigabits  per  second. 

Think  of  it  as  pushing  40  billion  units  of 
information—  25  times  the  amount  possible  with 
existing  T  6  gigabit  technology  —  through 
600,000  telephone  lines. 

Do  you  really  need  such  awesome  capability? 

Emerging  communications  media,  such  as 
broad  band  Integrated  Services  Digital  Networks  — 
or  B-ISDN  -  demand  it. 

©lyyi  Hitachi,  Ltd  Tokyo  ].ip.in  All  rishls  reserved 


These  networks  interactively  transmit  data, 
voice  and  video,  and  will  someday  make  it  poss:  m 
ble  to  carry  on  a  video  conference  with  colleague 
scattered  around  the  world  while  seated  at  your 
workstation. 

Of  course,  that's  in  the  future.  You  also  need 
a  way  to  manage  information  today. 

Hitachi  CD-ROM  systems  can  help.  They  us 
CDs  similar  to  those  that  hold  music.  But  these 
CDs  are  part  of  a  system  that  stores  and  reads 
data,  voice  and  visual  information  by  laser  bean 
The  capacity  of  one  CD  is  comparable  to  600 
floppy  disks. 
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And  the  power  to  find 

the  information  you're  looking  for 

in  0.3  seconds. 


We're  currently  giving  individuals  a  link  to  the  world  of  information. 


The  applications  for  CD-ROM  systems  are 
mingly  endless.  One,  for  example,  gives  access 
:he  title  of  every  book  in  every  library  in  North 
lerica. 

Another  presents  an  entire  encyclopedia  to 
X  with  images  and  sound. 

Information  is  accessed  in  0.3  seconds, 
1  current  industry  benchmark.  And  reliability  is 
'lured,  in  part,  by  new  technology  which 
aially  eliminates  the  possibility  of  dust  entering 
'<■  system. 

Hitachi  is  a  world  leader  in  optical  data  trans- 
ssion,  storage  and  retrieval,  as  well  as  being 


the  name  behind  a  wealth  of  products  for  home 
and  industrial  use. 

With  16,000  full-time  researchers  and  a  year- 
ly R&D  commitment  of  US$3.5  billion,*  we're 
working  on  a  lot  of  bright  ideas. 

*US$3,480  million,  net  R&D  expenditures  for  the  year  ending  March  31, 1991 
US$1=¥141 

For  more  information  about  the  CD-ROM  systems,  call  toll-free 
1-800-HlTACHl.  (Applicable  within  U.S.  only) 

^HITACHI 
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The  fine  print  in  loan  documents 
doesn't  always  mean  what  it  says. 

The  conditional 
way  of  banking 


By  James  Lyons 


How  MANY  CONDITIONS  are 
there  on  an  "uncondition- 
al" loan  guaranty?  Plenty, 
according  to  a  recent  opin- 
ion by  the  U.S.  Court  of 
Appeals  for  the  Second  Cir- 
cuit. The  ruling  is  good 
news  for  borrowers. 

The  case  involves  a  Cali- 
fornia businessman,  David 
Chan.  Back  in  1983  Chan 
and  two  partners  formed  a 
company  to  set  up  semi- 
conductor manufacturing 
operations  in  China  on  be- 
half of  mainland  govern- 
mental units.  The  contracts 
provided  that  Chan's  com- 
pany would  get  a  15%  de- 
posit up  front,  with  the  rest 
payable  upon  completion. 

Both  Chan  and  his  customers 
wanted  some  protection.  Chan  want- 
ed assurance  that,  if  he  lived  up  to  the 
terms  of  the  contract,  he  would  get 
the  balance  of  the  purchase  pnce,  the 
buyers  wanted  to  know  that,  if  Chan 
didn't  deliver,  they  could  recover 
their  down  payment. 

This  was  accomplished  through  let- 
ters of  credit.  Letters  of  credit  are 
usually  issued  by  banks,  w  hich  take  on 
the  role  of  intermediaries.  Sellers,  like 
Chan's  firm,  can  require  a  letter  of 
credit  before  shipping  goods.  When 
'he  goods  are  shipped,  the  seller  pre- 
sents the  letter  of  credit  and  shipping 
'■' '  aments  to  a  bank,  which  pays  the 

v.:.  Ihe  bank  arrai^.ges  collection 
fr       th:  buyer. 

1  bu  tl^c  equipment  he  needed 
to  get  he  .ica!  going,  Chan  applied  to 
the  Bank  of  China's  New  York  office 
for  1  Mncing.  The  collateral  for  this 
debt ,    d  his  company's  other  obliga 


tions  to  the  bank  consisted  of  personal 
guaranties  from  Chan  and  his  part- 
ners, and  some  cash.  Also  acting  as 
collateral  were  letters  of  credit  issued 
by  the  Bank  of  China's  Beijing  office 
on  behalf  of  Chan's  customers. 

The  language  in  Chan's  guaranty 
was  uncompromising.  It  called  for 
him  to  pay  Bank  of  China  "uncondi- 
tionally and  absolutely  forthwith 
upon  demand." 

For  a  while  Chan's  venture  looked 
like  a  success.  But  by  1988  the  deal 
had  unraveled.  Chan's  business  was  in 
default  on  its  obligations.  First  the 
bank  took  Chan's  cash.  Then,  Chan 
claims,  the  bank  took  possession  of 
the  letters  of  credit  that  allowed  it  to 
collect  from  Chan's  customers  in  Chi- 
na. The  Bank  of  China  then  sued 
Chan  on  his  personal  guaranty,  seek- 
ing $1  million. 

Chan  tried  to  back  away  from  the 
guaranty  by  using  a  defense  of  "com- 


mercial unreasonableness."  He  ar- 
gued that  the  bank  had  failed  to  col- 
lect on  the  letters  of  credit  from  his 
customers  back  in  China.  Had  the 
bank  collected,  it  could  have  applied 
the  proceeds  to  Chan's  company's 
obligations,  instead  of  using  Chan's 
personal  guaranty. 

But  a  U.S.  District  Court  judge 
ruled  that  Chan's  personal  guaranty 
meant  exacdy  what  it  said:  Chan  had 
an  absolute  obligation  to  pay  off  the 
bank.  "When  an  unconditional  per- 
sonal guaranty  is  signed  by  a  sophisti- 
cated business  person,"  wrote  U.S. 
District  Court  Judge  Mi- 
chael Mukasey,  "that  guar- 
anty should  be  enforced." 
Round  one  to  the  bank. 
But  three  federal  appel- 
late judges  decided  that 
Chan's  defenses  against  the 
bank's  claims  deserved  a 
closer  look.  Among  other 
things,  Chan  argued  that 
the  Bank  of  China  inten- 
tionally did  not  draw  upon 
Chan's  customers'  letters 
of  credit,  so  that  the  buyers 
could  get  the  equipment 
without  paying  for  it.  The 
alleged  motive:  The  bank 
and  the  buyers  shared  the 
same  owner — the  People's 
Republic  of  China. 

The  appellate  panel  par- 
tially reversed  the.  lower 
court.  The  judges  said  that  the  Bank 
of  China  had  an  obligation  to  cash  in 
the  letters  of  credit,  and  thus  use  the 
collateral  in  a  commercially  reason- 
able way. 

What  about  the  bank's  assertion 
that  the  only  relevant  matter  was 
Chan's  unconditional  pledge.''  The 
judges  concluded  that  when  he 
signed  his  loan  guaranty,  Chan  could 
not  have  waived  the  defense  of  com- 
mercial unreasonableness  on  the  part 
of  the  bank. 

It's  important  to  remember  that  all 
the  appellate  court  did  was  send  the 
case  back  to  a  lower  court  for  trial. 
Chan  still  has  to  prove  his  case,  and 
the  bank  denies  his  allegations.  But 
simply  by  agreeing  that  Chan  may 
have  legitimate  reasons  to  walk  away 
from  his  "unconditional"  personal 
guaranty,  the  court  has  potentially 
enhanced  the  rights  of  borrowers,  at 
the  expense  of  lenders.  ^M 
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...  as  a  major  force  in  real  estate  and  hotels. 

Canadian  Pacific  has  been  in  the  hotel  business  for  more  than  100  years. 
Today,  through  our  subsidiary  Canadian  Pacific  Hotels  &  Resorts,  we 
operate  one  of  the  largest  hotel  chains  in  North  America.  It  includes 
85  hotels  with  28,000  rooms  in  23  states  and  eight  provinces. 

In  Canada,  we  have  a  dominant  position  in  the  western  resort  market 
and  are  well  positioned  in  important  city  center  markets  across  the 
country.  In  the  United  States,  our  recently-acquired  Doubletree  and 
Compri  hotels  have  built  a  nationwide  reputation  for  quality  and  service. 

In  addition,  Marathon  Realty,  our  real  estate  company,  has  27  million 
square  feet  of  leasable  space  in  shopping  centers,  office,  industrial 
and  aviation  buildings  across  North  America. 

Real  Estate  and  Hotels— just  one  of  the  valuable  assets  that  makes 
Canadian  Pacific  Limited  a  name  worth  remembering. 
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Transportation  and  Watte  Services  •  Energy  •  Forest  Products  •  Real  Estate  and  Hotels  •  Telecommunications  and  Manufacturing 
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M€XICO 

REVITALIZED     FOR     THE     90s 


IN  THIS 
SPECIAL 
REPORT 


Privotizing 
o  Nafien 


A  New  Philosophy 


Dismonfling 
Profecfionisffl 


Foreign  Invesfmenir 


The  Tourism  Doom 


Caring  for 
the  Environment 


Carlos  Salinas  de  Gortari  took  over  Mexico's  reins  on  December  1, 1988. 
In  less  than  three  years,  the  country's  economy  has  been  transformed 
beyond  recognition.  Indeed,  if  it  is  true  that  Mexico  led  the  way  into 
Latin  America's  economic  crisis  of  the  1980s,  it  is  also  true  that  this 
country  is  now  pointing  the  way  toward  a  recovery  in  the  1990s. 


Less  Infloiion, 
More  Growth 

Mexico  is  conducting  a  massive  eco- 
nomic experiment.  The  measures  applied  in 
this  experiment  have  proven  tremendously 
successful.  Other  Latin  American  countries 
have  frequently  defaulted  on  their  foreign- 
debt  service  payments.  Mexico  never 
defaulted  on  its  foreign-debt  service  obliga- 
tions while  it  pursued  crucial  internal 
reforms.  Mexico  reached  a  reasonable 
renegotiation  agreement  with  its  creditors 
in  1990.  By  turning  its  economy  around 
while  keeping  its  payments  current,  Mexico 
has  proved  that  Latin  America's  problems 
were  not  really  caused  by  foreign  debt. 

Other  Latin  American  nations  —  includ- 
ing Chile  and  Bolivia  —  have  been  success- 
ful in  reducing  inflation.  But  the  difference 
in  the  case  of  Mexico  is  that  price  increases 
were  curbed  without  plunging  the  economy 
into  a  recession. 

Consumer  inflation  is  expected  to  be 
about  15%  in  1991  less  than  one-tenth  the 
1987  rate.  Defying  conventional  wisdom, 
however,  economic  growth  has  been  picking 
up  speed  during  this  period.  Gross  domestic 
product  (GDP)  rose  from  1, 1%  in  1988  to 
3.9%  in  1990,  and  it  registered  an  annual- 
ized rate  of  3-9%  during  the  first  quarter  of 
1991,  in  spite  of  the  recession  affecting  the 
U.S.,  Mexico's  most  important  trade  partner 


This  surprising  performance  may  be  attrib- 
uted to  the  fact  that  Mexico  did  not  limit 
itself  to  applying  traditional  inflation- 
fighting  formulas.  Structural  reform,  rather 
than  economic  orthodoxy  was  the  key  to 
Mexico's  experiment. 

True,  public  expenditures  have  been  cut. 
Specifically  the  so-called  programmable 
spending,  which  excludes  interest  payments 
and  transferences  not  under  government 
control,  declined  from  21%  of  the  GDP  in 
1985  to  13.7%  in  1990.  The  total  budget 
deficit,  which  was  16.1%  of  the  GDP  in  1987, 
dropped  to  only  2.2%  in  1990,  less  than 


Mexico's  President, 
Corlos  Soiinos  De  Qertori 


WHICH  MEXICAN  BANK 
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FOR  TRADE? 


Banco  Nacional  de  Mexico,  known  as 
Banamex,  is  at  the  cutting  edge  of  trade 
promotion  and  financing.  That's  because 
Banamex  provides  the  tools  that  Mexican 
companies  need  to  realize  and  maximize 
the  benefits  of  international  commerce. 

The  International  Trade  Division 
links  the  Mexican  economy  with  the  in- 
ternational business  community  through 
on  advanced  electronic  database  of  in- 
formation. The  Export  Financing  Divi- 
sion is  the  leader  in  the  financing  of  all 
of  Mexico's  non-petroleum  exports. 
Immediate  payments  for  capital  goods 
imports  ore  arranged  through  credits 
to  the  Mexican  buyer  by  the  Import 


Financing  Division.  Eurocom  is  the  only 
trading  company  that  is  a  wholly- 
owned  subsidiary  of  a  Mexican  bonk. 
Euromex,  another  subsidiary,  is  the 
market-maker  in  the  international  dol- 
lar/peso/dollar exchange  market. 

Linking  the  international  business 
communities  with  the  competitive 
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advantages  of  Mexico  is  the  shape  of 
things  to  come.  And  it  is  the  business  of 
Banamex,  Mexico's  largest  bank. 


Banamex 

Banco  Racianal  dc  moxica 


Isabel  la  Catolica  44, 06089  Mexico,  D.F. 
Tel:  720-3767,  Fax:  254-1513 
(800)  544-4151  in  the  U.S.  only. 

NEW  YORK .  CHICAGO  •  HOUSTON  •  LOS  ANGELES 
TORONTO .  NASSAU  •  SAO  PAULO  •  LONDON  •  PARIS 
MADRID .  FRANKFURT  •  TOKYO  •  SINGAPORE 
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M€XICO 

REVITALIZED 
FOR       THE       90S 


Mexicans. ore  forging  o 
sfructurol  reform  ffiot  will  support  economic 
development  well  info  the  21sf  century. 


what  is  being  registered  in  most  developed 
countries. 

The  spending  cuts,  however,  have  been 
combined  with  measures  to  promote  pro- 
ductive investment,  and  this  is  one  of  the 
reasons  the  Mexican  economy  has 
expanded  at  a  time  of  dechning  inflation. 
Bank  financing  in  the  private  sector,  for 
example,  increased  by  20.2%  in  1990. 
Maximum  income-tax  rates  have  been 
reduced  gradually  over  the  years  and  now 
stand  at  36%  for  corporations  and  35%  for 
individuals,  down  from  more  than  50%  just 
a  few  years  ago.  Total  fixed  investment,  most 
of  it  private,  has  been  expanding  at  an  ever 
quicker  pace:  6.5%  in  1989, 13.4%  in  1990. 

Privcrtizing 
A  Notion 

PrivotlzQtion  of  state-owned  compan- 
ies has  been  one  of  the  most  important 
concerns  of  the  Mexican  government  dur- 
ing the  past  few  years.  In  sharp  contrast  to 
the  uncontainable  growth  of  state  holdings 
in  the  1970s,  the  administration  has  been 
selling  or  closing  down  its  companies  at  a 
furious  pace.  Since  1988  it  has  sold  or 
closed  more  than  1,000  firms,  including 
Telefonos  de  Mexico,  the  telephone  com- 
pany; Mexicana  de  Aviacion  and  Aeromex- 
ico,  the  two  largest  national  airlines;  and 
the  Compania  Minera  Cananea,  the  coun- 
try's most  important  copper  mine. 

Banks  were  one  of  the  symbols  of  former 
economic  policies.  Their  nationalization  by 
President  lose'  Lopez  Portillo  on  Sept.  1, 
1982,  Wis  the  peak  of  a  process  that  placed  a 
considerable  portion  of  the  Mexican  econ- 
omy under  direct  government  control.  The 
economic  crisis  that  started  in  1982  and  was 
aggravated  by  nationalization  also  served  as 
a  catalyst  for  change. 

Lopez  Portillo  handed  power  over  to 
Miguel  de  la  Madrid  on  Dec.  1, 1982,  and 
shortly  thereafter  the  government 


announced  the  beginning  of  a  divestiture 
process  that  placed  34%  of  the  bank  stock 
among  private  investors.  President  Salinas 
de  Gortari  has  gone  even  further  and  is 
privatizing  most  of  the  banks. 

A  New 
Philosophy 

The  Mexican  government  is  privatizing 
the  banks  because  Mexico's  leaders  now 
believe  the  role  of  government  should  be 
that  of  providing  essential  services  such  as 
education,  not  replacing  the  private  sector. 

This  new  attitude  was  symbolically 
emphasized  by  the  man  President  Salinas  de 
Gortari  chose  to  head  Banamex,  the  nation's 
largest  bank.  Antonio  Ortiz  Mena,  the 
finance  minister  who  forged  Mexico's 
economic  miracle  of  the  1960s,  had  always 
been  a  strong  advocate  of  maintaining 
responsible  economic  policies  which  would 
promote  private  investment.  Only  thus,  he 
claimed,  could  "sustainable  growth"  be 
achieved  and  enough  wealth  be  generated  to 
improve  the  lot  of  the  country's  population. 

Dismontling 
Protectionism 

In  1990f  Mexico  called  on  the  U.S.  to 
join  it  in  a  free-trade  treaty  Canada,  which 
already  had  a  similar  agreement  with  its 
southern  neighbor,  eventually  asked  to  be 
admitted  to  the  negotiations. 

Mexico,  however,  began  to  dismantle  its 
traditional  system  of  trade  protectionism 
well  before  the  current  negotiations  for  a 
North  American  free-trade  zone.  In  1983  all 
Mexican  imports  were  subject  to  a  previous 
permit  requirement,  but  that  figure  was  re- 
duced to  83%  in  1984.  By  1989,  the  require- 
ment affected  only  20%  of  all  products. 


Import  permits  were  hard  to  get,  but 
even  when  they  were  obtained,  importers 
had  to  pay  a  steep  price.  Tariffs  reached 
levels  of  up  to  100%  on  the  value  of  imports 
in  1982;  today  the  top  tariff  is  20%. 

In  1986  Mexico  joined  the  General  Agree- 
ment on  Trade  and  Tariffs  (GATT),  but  the 
dismantling  of  the  nation's  protectionist 
apparatus  predated  this  affiliation.  Even 
after  joining  GATT,  the  country  moved  more 
quickly  to  eliminate  trade  barriers  than  was 
required. 

The  removal  of  protectionist  measures 
has  been  a  logical  consequence  of  diversify- 
ing Mexico's  exports.  During  the  oil  boom 
years  of  the  1970s  it  was  thought  that  petro- 
leum was  all  Mexico  needed  to  sell  abroad. 
Thus,  no  one  thought  it  necessary  to  open 
up  the  economy  to  importers  of  capital  and 
intermediate  goods,  which  could  be  used 
to  manufacture  better  products  for  export  or 
to  gain  reciprocity  from  foreign  trade 
partners. 

Today  Mexico's  excessive  dependence  on 
oil  exports  has  ended.  In  the  1970s  crude  oil 
and  petroleum  products  represented  two- 
thirds  of  Mexico's  exports.  Now  they  amount 
to  only  one-third. 

Foreign 
Investment 

Mexico's  unilateral  trade  opening,  which 
has  transformed  its  economy  into  one  of 
the  most  open  in  the  world,  has  turned  the 
substantial  trade  surplus  it  had  through 
most  of  the  1980s  into  a  growing  deficit.  But 
this  situation,  which  would  have  been 
extremely  dangerous  in  the  midst  of  the 
economic  crisis  of  just  a  few  years  ago,  is 
now  perfectly  manageable. 

A  strong  capital  surplus  is  the  main 
reason  for  this.  In  1990  Mexico  registered 
a  net  inflow  of  US$8.8  billion  in  foreign 
capital,  almost  three  times  as  much  as  in 
1989.  New  foreign  credits,  a  consequence 
of  renewed  confidence  in  Mexico's  future, 
were  partially  responsible  for  this,  but  a 
wave  of  foreign  investment  was  even  more 
significant. 

Foreign  investment  totalled  US$4.6 
billion  in  1990,  the  highest  level  ever  Close 
to  US$2  billion  was  channeled  into  Mexico's 
booming  stock  market  by  foreigners  alone. 


r 


tteie  we  »* 


eusedtotn 


alcing*«^^^'°"" 


creaks 


^T    Mexico, 


ADVERTISEMENT    5 

JVltAILU 

REVITALIZED 
FOR        THE        90S 

The  Bolsa,  Mexico's  stock  market,  has 
become  a  symbol  of  the  country's  economic 
vitality  During  the  first  five  months  of  1991 
it  rose  74%  in  nominal  terms,  and  56% 
after  discounting  inflation.  In  fact,  the 
Mexican  stock  market  has  been  the  world's 
best  performer  since  1988. 

Foreign  investors  have  been  particularly 
bullish  on  this  emerging  market.  At  the  end 
of  May,  the  Bolsa  had  a  total  value  of 
US$6i.3  billion,  of  which  14%,  or  US$8.5 
billion,  was  held  by  foreigners. 

Another  important  aspect  of  the  nation's 
capital  surplus  has  been  the  repatriation  of 
assets  held  by  Mexicans  abroad.  One  of  the 
most  negative  consequences  of  the  eco- 
nomic crisis  of  the  1980s,  with  its  sequel  of 
constant  devaluations,  was  the  continuous 
flight  of  capital  from  the  country  But  the 
peso  has  increasingly  become  more  stable. 
The  last  major  devaluation  of  the  Mexican 
currency  was  in  1987,  while  the  rate  of  the 
peso's  daily  adjustment  vis-a-vis  the  U.S. 
dollar  is  more  and  more  moderate,  espe- 
cially as  inflation  rates  continue  to  drop. 

The  Tourism 
Doom 

Tourism  has  long  been  a  bright  spot  in 
Mexico's  economic  scene.  Even  during  the 
economic  crisis  of  the  1980s,  visitors  from 
abroad  helped  balance  the  country's  exter- 
nal accounts. 

A  total  of  6.4  million  foreign  tourists 
visited  Mexico  in  1990,  3-3%  more  than 
1989.  These  visitors,  moreover,  spent  11.4% 
more  money  in  Mexico,  on  average,  than  in 
the  previous  year.  The  median  expenditure 
per  tourist  reached  US$532  in  1990.  As  a 
result,  the  country's  gross  income  from 
foreign  tourism  reached  US$3.4  billion. 

Efforts  to  improve  and  expand  tourism 
services  have  been  continuous.  The  number 
of  hotel  rooms  available  rose  2.4%  to 
329,000  in  1990.  Development  of  new 
destinations  remains  a  priority 

The  promotion  of  tourism  has  come,  to 

a  large  extent,  from  an  aggressive  financial 
strategy  implemented  by  some  banks. 
Bancomer,  Mexico's  second-largest  bank  in 
terms  of  assets,  is  expected  to  grant  US$250 
million  in  loans  for  the  development  of  200 
tourism  projects  during  1991-  This  bank  is 
headed  by  former  Commerce  Secretary 
Hector  Hernandez,  the  man  who  began 
Mexico's  successful  trade  opening.  Banco- 
mer is  attempting  to  provide  30%  of  all 
financing  of  Mexico's  tourism  industry  The 
strategy  indeed,  reflects  the  decision  by  the 
country's  banks  to  become  more  specialized 
at  a  time  when  privatization  is  sure  to  result 
in  more  competition. 

Intense  work  has  also  gone  into  improv- 
ing services  and  infrastructure  in  recently 
developed  tourism  areas.  In  Cancun,  Los 
Cabos,  Loreto,  Ixtapa  and  Bahia  de 
Huatulco  major  urbanization,  electrifica- 
tion and  a  public  lighting  project  were 
completed  in  1990.  Also  noteworthy  is  the 
effort  to  renovate  traditional  destinations 
like  Acapulco,  the  "pearl  of  the  Pacific" 
that  has  recovered  its  traditional  luster. 
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Coring  For  The 
Environment 

Ecology  has  become  a  main  concern 
of  Mexico's  public  officials  and  business 
leaders.  Measures  to  combat  pollution, 
particularly  in  Mexico  City,  have  included: 

■  The  one-day-without-a-car  program, 
which  actually  forbids  the  use  of 
automobiles  one  day  a  week 

■  The  closing  down  of  the  Azcapotzalco 
oil  refinery 

■  The  introduction  of  unleaded  and 
oxygenated  gasolines  throughout  the 
nation 

The  effort  hasn't  been  limited  to  public 
administration.  In  June,  Jose  Juan  de  Ollo- 
qui,  chief  executive  officer  of  Banca  Serfin, 
the  nation's  third  largest  bank,  called  on  the 
banking  community  to  offer  credit  for  the 
development  of  environmental  programs. 
"In  Mexico,"  de  Olloqui  said,  "379  animal 


Courtesy  Mexican  Government  Tourism  Office 

species  and  380  plant  species  are  in  danger 
of  extinction." 

A  country  that  could  not  afford  to  think 
ecologically  during  its  economic  crisis  now 
constantly  seeks  ways  to  preserve  its  envi- 
ronment without  stopping  development. 


An  Unovowed 
Mirocle 

While  one  does  not  hear  Mexicans  talk 
much  about  an  economic  miracle  in  their 
country,  it  is  only  because  they  remember 
and  wish  to  avoid  past  mistakes.  They  are 
busy  transforming  their  country  from  the 
foundations  up,  forging  a  structural  reform 
that  will  support  economic  development 
well  into  the  21st  century 

They  know  that  they  have  embarked  on  a 
major  economic  experiment;  that  when 
other  Latin  American  countries  were  busy 
confronting  creditors,  Mexico  was  looking 
for  ways  to  reform  its  entire  economic 
structure.  And  Mexicans  are  becoming 
aware  that  the  experiment  is  proving  more 
successful  than  they  would  have  dared  to 
imagine  even  just  a  few  years  ago. 
■ 
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Technology  firms  have  volatile  earnings.  Lawyers  have 
figured  out  how  to  get  fat  off  this  fact  of  life. 

Shakedown.^ 


By  William  Tucker 

When  a  Silicon  Valley  company  issues 
an  unexpected  change  in  earnings, 
the  race  is  on  to  the  San  Jose  or  San 
Francisco  Federal  Court  House. 

Earnings  less  than  anticipated?  The 
company  is  served  with  a  class  suit  for 
failing  to  tell  shareholders  the  bad 
news.  Earnings  better  than  expected? 
A  company  may  be  sued  for  withhold- 
ing the  good  news  that  would  have 
prevented  impatient  shareholders 
from  unloading. 


More  than  98%  of  the  suits  are 
settled  without  trial,  according  to 
Newman.  The  officers  and  directors 
agree  to  pay  money  to  the  class  of 
disaffected  shareholders  the  attorneys 
represent.  The  lawyers  typically  get 
30%  of  the  setdement.  The  insurance 
company  pays,  but  the  cost  of  insur- 
ance is  just  one  more  burden  on  the 
sometimes  struggling  businesses.  If  a 
firm  has  gone  bankrupt,  the  plaintiff's 
are  still  eligible  to  collect  from  the 


Melvyn  Weiss, 
dean  of  the 
plaintiff's  bar 
"We're  doing 
what  the  SEC 
doesn't  have 
time  to  do." 


"Shareholders'  suits  have  become  a 
sport  in  Silicon  Valley,"  says  Melvin 
Goldman,  a  San  Francisco  attorney 
who  represents  corporate  defendants. 
"They  take  every  unexpected  move- 
ment of  a  stock  and  try  to  call  it  fraud. 
High-tech  companies  are  volatile,  so 
they're  easy  game." 

At  any  one  moment,  there  are 
about  500  to  700  shareholder  suits 
outstanding  across  the  country,  ac- 
cording to  James  Newman,  editor  of 
Securities  Class  Action  Alert  in  Cress - 
kill,  N.J.  Milberg  Weiss  Bershad 
Specthric  &  Lerach,  of  New  York  and 
San  Diego,  is  the  most  active  firm  in 
this  bustling  industry.  Milberg  Weiss 
has  over  150  active  suits  all  by  itself. 


insurance  company,  and  they  also 
pursue  claims  against  the  accoun- 
tants, lawyers  and  underwriters  who 
worked  with  the  defendant. 

Typical  case:  Lawyers  sue  Verbatim 
Corp.,  a  floppy  disk  manufacturer, 
when  its  stock  drops  more  than  $2  a 
share  at  the  end  of  1983.  Six  years 
later,  after  the  defendants  have  spent 
almost  $2  million  on  legal  fees,  the 
case  is  settled:  a  $4.3  million  recovery 
for  investors  who  bought  the  stock 
between  June  1983  and  January  1984 
of  which  plaintiff  lawyers  pocket  $1.5 
million  in  fees  and  costs. 

"It's  legalized  extortion,"  com- 
plains Alan  Shugart,  chief  executive  of 
Seagate  Technology,  a  disk  drive  firm 


that  has  been  sued  by  13  different 
plaintiffs.  "They  know  how  expensive 
it  is  for  us  to  take  our  case  to  court. 
We're  supposed  to  give  them  a  few 
million  dollars  so  they'll  go  away." 

In  1988,  after  a  jury  ruled  for  de- 
fendants in  a  case  against  Nucorp 
Energy  Inc.,  Silicon  Valley  executives 
were  beginning  to  think  they  might 
not  have  to  make  such  payoffs  in  the 
fiature.  But  on  May  30  a  San  Jose 
Federal  jury  returned  a  $100  million 
verdict  against  A.C.  (Mike)  Mark- 
kula,  a  cofounder  and  vice  chairman 
of  Apple,  and  John  Vennard,  a  former 
vice  president.  Markkula  and  Ven- 
nard had  been  responsible  for  opti- 
mistic statements  in  the  fall  of  1982 
about  Apple's  Twiggy  disk  drive  at  a 
time  when  corporate  records  showed' 
Twiggy  mechanisms  to  be  failing. 
When  Apple  finally  abandoned  Twig- 
gy in  September  1983,  its  stock 
opened  down  $8  a  share  the  next  day. 
The  jury  attributed  $2.90  of  this  loss 
to  misrepresentation  on  the  part  of 
the  officers. 

Melvyn  I.  Weiss,  founding  partner 
of  Milberg  Weiss,  argues  that  his  firm 
and  others  like  it  are  helping  keep 
business  honest:  "We're  doing  the 
job  that  the  SEC  doesn't  have  the  time 
or  the  resources  to  do." 

Weiss  says  his  firm  has  recovered 
$2.5  billion  for  aggrieved  sharehold- 
ers. But  Joseph  Grundfest,  former 
Securities  &  Exchange  Comrrtission- 
er  and  now  a  Stanford  Law  School 
professor,  takes  issue  with  the  notion 
that  these  victories  amount  to  a  great 
public  service.  Gnmdfest  says:  "There 
is  no  question  that  there  are  instances 
of  outright  fraud  and  that  directors 
and  officers  should  be  made  to  pay 
compensation  in  some  cases.  But  in 
many  cases,  perfectly  honest  people 
are  being  forced  to  pay  outrageous 
sums,  simply  because  they  didn't  have 
perfect  foresight. 

"These  cases  fail  to  make  clear  that, 
while  some  buyers  and  sellers  lost 
money  through  market  movements, 
the  winners  are  other  buyers  and  sell- 
ers, not  necessarily  the  corporation  or 
its  current  shareholders." 

Actually,  you  can  make  a  case  that 
the  losers  are  the  American  people, 
since  these  suits  and  setdements  be- 
come a  kind  of  tax  on  American  busi- 
nesses tr^'ing  to  survive  in  a  tough 
industry  and  a  tough  world.  ^M 
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MilonsQf 
Homebodies 


To  have  a  home,  a  place  where  no  one  is 
more  comfortable  than  you. 

That  search- the  striving  for  decent  and 
affordable  housing-  runs  so  deep  through  our 
society  that  finding  new  ways  to  supply  it  has 
always  been  a  national  priority 

As  a  congressionally  chartered, 
shareholder-owned  corporation,  Fannie  Mae 
has  helped  ensure  home  financing  for  more 
than  thirteen  million  families  in  all  50  states. 

Linking  the  world's  capital  markets  to 
hometown  lenders  all  across  7\merica, 
Fannie  Mae  made  over  $115  billion  available  for 
residential  mortgages-homes-in  1990  alone. 
And  in  every  state,  regardless  of  how  its  region 
is  faring,  the  presence  of  a  Fannie  Mae  means 
that  there  is  a  constant  flow  of  mortgage  money 
at  the  lowest  possible  cost. 

Without  a  Fannie  Mae  in  the  market  every 
day  some  of  those  thirteen  million  families 
would  have  paid  higher  rates  or  found  it  more 
difficult  to  get  a  mortgage.  Some  might  have 
been  denied  homeownership  altogether  or  seen 
the  cost  of  rental  housing  move  out  of  reach. 

Millions  more  families  will  be  searching 
for  a  place  to  call  home.  Fannie  Mae  wants 
to  make  sure  that  each  of  these  families  has  a 
chance  to  go  from  being  a  prospective  renter 
or  home  buyer  to  a  homebody 


^^  FannieMae 

•^^^'  The  USA's  Housing  Partner 


MARKETING 


EDIIED  BY  JOSHUA  LEVINE 


Can  a  "pan-European"  soap  opera  cooked  up  by  a 
U.S.  ad  agency  make  it  big  on  the  continent  and  then 
make  a  splash  back  in  the  States?  Stay  tuned. 


Lesoap 


Working  on  a  tv  soundstage  just 
outside  Paris,  French  actor  Henri 
Serre — who  played  Jim  in  the  Fran- 
cois Truffaut  classic  Jules  and  Jim — is 
struggling  with  his  English  lines. 

His  Gallic  brow  furrowed,  Serre 
painfully  enunciates  the  phrase,  "She 
is  so  fraj-isle,"  landing  with  a  thud  on 


the  second  syllable,  the  way  the  word 
is  pronounced  in  French.  From -the 
control  booth  come  French  instruc- 
tions that  basically  translate,  "Let's 
try  it  again,  Henri." 

Serre  soldiers  on.  After  all,  this  is 
not  just  any  TV  series,  it  is  Riviera,  the 
first  pan- European  soap  opera — an 


"aventure  exceptionnelle,"  in  the 
words  of  Pierre -Marie  GuioUot,  head 
of  Riviera  producer  EC  Television/ 
Paris.  Working  on  this  epic  undertak- 
ing isn't  just  a  job,  GuioUot  intones, 
"c'est  la  passion. " 

Extravagant  language,  perhaps — 
especially  for  a  production  that  has 
imported  high-priced  U.S.  talent  to 
teach  the  nation  of  Moliere  and  Ra- 
cine how  to  write,  direct  and  deliver 
dialog  hke:  "I  could  never  hate  a  man 
who  looks  so  much  like  the  man  I 
love."  (For  an  explanation  of  this  line, 
read  on.) 

Still,  it's  a  giant  step  forward  for  a 
continent  that  has  depended  almost 
exclusively  on  cheaply  bought  Ameri- 
can soaps  like  Santa  Barbara  and  The 
Bold  and  the  Beautiful  for  its  multi- 
ple-hanky melodramas.  And  soon  Ri- 
viera will  reverse  the  transatiantic  tide 
of  suds,  airing  as  an  export  in  the  U.S. 
perhaps  as  early  as  this  winter.  With 
the  show  paying  for  itself  in  Europe, 
KC  Television  can  sell  it  here  for  20% 
of  what  it  costs  a  U.S.  network  to  run 
an  American  soap.  "If  Riviera  suc- 
ceeds [in  the  U.S.],  it  will  open  a  lot  of 
people's  eyes,"  says  Larry  Lamattina, 
head  of  EC  Television. 

The  idea  came  from  ad  agency  Lin- 
tas,  an  Interpublic  Group  unit  with 
deep  roots  in  Europe,  where  it  spends 
about  $1  billion  of  package  goods 
powerhouse  Unilever's  money  on 
media.  Four  years  ago,  Lintas  began 
exploring  the  idea  for  a  homegrown 
soap  afi:er  seeing  the  U.S.  game  show 
Wheel  of  Fortune — La  Roue  de  la  For- 
tune in  France — become  a  smash  hit 
in  every  European  country  except 
Finland.  A  full-blown  dramatic  series 
like  Riviera,  with  its  $40  million  an- 
nual budget — slightly  more  than  it 
costs  to  make  a  half- hour  U.S.  soap — 
would  be  far  beyond  the  means  of  any 
single  European  country.  But  Lintas 
figured  that  if  it  could  produce  the 


On  the  set  of  ff/i^/e/j.  the  first  pan-European  soap  opera 
"Cost  une  aventure  exceptionnelle." 
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Invest  In 
Diamonds. 


Introducing  the  DiamondTel®  99X  Portable  by  Mitsubishi  Electronics.  Shown 
here  actual  size,  it  is  one  of  the  smallest  cellular  telephones  in  the  world. 

Tiny  enough  to  cradle  in  the  palm  of  your  hand,  the  DiamondTel®  99X  weighs 
a  mere  10.5  ounces.  Yet  it  has  today's  most  advanced  features  and  gives  you  up  to 
1  Vz  hours  talk  time  with  our  high  capacity  battery. 

Or  choose  the  DiamondTel®  92  Mobile/Transportable.  At  only  4.3  pounds,  it's 
one  of  the  lightest  transportables  made.  It  mounts  in  your  car,  then  snaps  out 
instantly  to  go  where  you  go. 

How  do  you  invest  in  diamonds?  Ask  for  DiamondTel®  at  your  cellular  dealer. 

AkDiamondTer 


1991  Mitsubishi  Electronics  America,  Inc..  800  Biermann  Court,  Mount  Prospect,  IL  60056  (708)  298-9223 


MARKETING 


>^>ii 


show  in  English  and  dub  or  subtide 
multiple  versions,  die  economies  of 
scale  could  make  it  work. 

Using  a  story  outline  penned  by 
veteran  American  steamstress  (pot- 
boilers Privilege  and  A  World  of  Dif- 
ference) Leona  Blair,  EC  Television 
last  year  began  peddling  a  projected 
260-episode  package  to  stations 
across  Europe.  TFl,  France's  largest 
TV  broadcaster  and  coproducer  of  the 
French  version,  signed  up,  as  did  Ita- 
ly's Rete  Quattro,  Germany's  Studio 
Hamburg,  the  U.K.'s  Granada  Tele- 
vision and  Spain's  regional  Forta  sta- 
tions. Riviera  will  be  dubbed  in 
Basque  and  Catalan  as  well  as  in  Span- 
ish. Unilever  has  pledged  $15  million 
in  ad  support  for  the  first  year.  The 
show  hit  the  air  in  April  in  Greece  and 
in  May  in  Spain  and  broke  in  France 
and  Italy  last  month.  Next  up:  Turkey 
and  Portugal  this  fall,  with  Belgium 


Spanish 

schemestress  and 
the  De  Courceys' 
gardener 
Betrayal  and 
seduction. 


Gabriella  De  Courcey 
and  American  lout 
Sam  Layton 
It  turns  out 
they  might  be 
brother  and  sister! 


and  Germany  due  early  in  1992. 

What  has  emerged  from  this  inter- 
national stew.^  A  foamy  tale  of  big 
money  and  deep  cleavage  on  the  fic- 
tional promontory  of  Cap  Riviera, 
somewhere  between  Nice  and  Mona- 
co. Here  the  aristocratic  Laurent  De 
Courcey  (Henri  Serre)  presides  over 
his  perfiime  dynasty  and  dyshinction- 
al  family  while  an  international  cast  of 
beautiftil  people  connive  to  pilfer 
from,  betray  and  seduce  one  another. 

The  usual  soapy  suspects  include 
Laurent  De  Courcey's  seductive 
daughter,  who  is  married  to  an  En- 
glish lord,  a  scheming  Spanish  couple 
and  a  loud  American  entrepreneur 
named  Sam  Layton,  who  has  a  giggly 
sister  named  F^lizabeth.  They  "get  to 
say  and  do  just  about  anything  be- 
cause Americans  are  considered  such 
slobs,"  says  American  supervising 
producer  John  Valente. 


Things  inevitably  get  very  compli- 
cated. In  one  episode,  Laurent  tells 
his  haughty  Italian  wife,  Beatrice,  that 
sloppy  Sam  Layton  is  his  illegitimate 
son — prompting  the  "I  could  never 
hate  a  man  who  looks  so  much  like  the 
man  I  love"  line  from  Beatrice. 

Wresting  this  kind  of  twaddle  from 
European  actors,  writers  and  camera- 
men unused  to  the  frantic  episode-a- 
day  pace  of  an  American  soap  has  been 
a  trial.  At  the  outset,  the  crew  balked 
at  early- morning  starts.  French  actors 
wrestled  uncomfortably  with  their 
English  lines,  and  then  went  back  into 
the  studio  to  dub  their  own  dialog 
into  French,  often  calling  it  quits 
around  midnight.  "It's  a  shock  of  cul- 
ture. We  like  to  live,  Americans  like  to 
work,"  says  one  of  the  soap's  leading 
actresses,  Sara  de  Saint  Hubert. 

But  under  the  tutelage  of  American 
soap  opera  experts,  the  kinks  are  grad- 
ually being  ironed  out.  The  project  is 
under  the  general  direction  of  Beth 
Trachtenberg,  who  engineered  TV 
movies  for  Procter  &  Gamble  at  Grey 
Advertising,  and  Valente,  a  former 
producer  of  As  the  World  Turns. 
"We're  like  the  Peace  Corps,"  says 
Jan  Dobris,  production  supervisor. 
"We'll  teach  them  how  to  farm,  and 
then  we'll  go  home."  So  far,  the 
results  are  still  slightiy  creaky,  "but 
just  to  have  produced  166  episodes  is 
a  tremendous  success,"  says  Pierre- 
Marie  Guiollot. 

It's  still  a  bit  early  to  tell  whether 
the  Riviera  team  can  translate  its 
victories  in  the  studio  into  ratings. 
Riviera  has  managed  to  snare  a  phe- 
nomenal 40%  share  in  France,  num- 
ber one  from  6  to  6:30  p.m.,  but  the 
show  is  new  there  and  much  of  the 
initial  viewing  may  be  the  result  of  an 
avalanche  of  advance  publicit}'.  And 
in  Italy  and  Spain,  Riviera  managed 
only  10%  shares  after  its  first  week. 

Marketing  executives  are  watching 
the  numbers  closely.  "This  is  unique. 
We  have  yet  to  see  a  popular  pan- 
European  series  made  in  Europe," 
says  Roger  Parry,  development  direc- 
tor of  Aegis  Group  Pic,  which  owns 
Fkirope's  largest  independent  media- 
buying  outfit. 

Will  Sam  marry  Gabriella?  Can  Ri- 
viera wow  them  from  Lisbon  to  Leip- 
zig? Or  will  its  multiculturalism  make 
what  Parr}'  calls  "Europudding"? 
Tune  in  tomorrow.  -J.L.  ^ 


104 


Forbes  ■  August  19,  1991 


An 
Investment 

That 
Performs.. 


'^k 


Whether  Interest  Rates  Go 
Up  or  Down 


The  Franklin  Adjustable 

U.S.  Government  Securities  Fund 

You'd  like  to  buy  a  fixed  incx)me  investment.  But  are 
interest  rates  headed  up  or  down? 

Franklin  offers  a  bond  fund  that  performs  in  either  case: 
The  Franklin  Adjustable  U.S.  Government  Securities 
Fund. 

Why  has  this  fund  become  so  popular?  Because  it  seeks 
to  provide  you  with  high  current  income,  paid  monthly, 
and  stability  of  principal. 

One  more  thing.  The  securities  owned  by  this  fund  are 
backed  by  the  U.S.  government  or  its  agencies.  That 
means  you  can  count  on  a  high  degree  of  credit  safety.t 

Call  Franklin  today  for  a  free  brochure. 

1-800 -342-FUND  Ext.  264 


jThe  securities  in  the  underlying  portfolio,  and  not  shares  of  the  fund,  are 
guaranteed  by  the  U.S.  government,  its  agencies  or  instrumentalities. 


Franklin  Distributors,  Inc.  fob9I 

777  Mariners  Island  Blvd.  264 

San  Mateo,  CA  94404-1585 

Yes!  I  would  like  to  fmd  out  more  about 
the  Franklin  Adjustable  U.S.  Government 
Securities  Fund.  Please  send  me  a  pro- 
spectus containing  more  complete  infor- 
mation, including  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest  or 
send  money. 

D  I  am  currently  a  Franklin  shareholder. 


Name. 


-| 


Address . 
City 


State/ Zip . 


Daytime  Phone . 


L 


F  R  A\  NJ  K  I IJ  NJ 

Member  $47  Billion  Franklin  Group  of  Funds 
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COMPUTERS/ CDMMUNICATIUNS 


For  small  technology  companies,  teaming  up  with  big 
companies  often  ends  in  disaster.  But  in  the  case  of 
Pyramid  Technology's  deal  with  AT&T,  the  rewards 
have  been  worth  the  risk. 

Teamwork 


By  ICathleen  K.  Wiegner 

It  has  been  a  tempestuous  several 
months  for  smallish  (1990  revenues, 
$180  million)  Pyramid  Technology. 
In  early  May  AT&T,  which  buys  Pyra- 
mid's computers  for  resale  (and  cur- 
rendy  accounts  for  30%  of  Pyramid's 
sales),  signed  a  merger  agreement  to 
buy  NCR.  A  few  weeks  later  AT&T  and 
NCR  announced  long-range  plans 
suggesting  that  AT&T  would  stop  buy- 
ing computers  from  Pyramid.  It 
looked  like  one  more  sad  story  of  a 
litde  company  getting  too  dependent 
upon  a  big  customer  and  then  getting 
dumped. 

But  in  this  case  the  story  takes  a 
different  twist.  In  July  AT&T,  with 
Pyramid  as  subcontractor,  won  a  con- 
tract, potentially  worth  $1.4  billion, 
to  supply  computers  to  the  Internal 
Revenue  Service.  If  all  goes  as 
planned.  Pyramid  will  get  an  order 
valued  at  $200  million  to  $300  mil- 
lion for  its  midrange  computers  over 
the  next  five  years. 

Soon  afi:er  the  iRS  coup,  AT&T  intro- 
duced the  new  System  7000  R3  series 
of  Pyramid  computers,  attractive  to 
both  AT&T  users  looking  to  upgrade 
and  new  customers  in  the  market  for 


large  corporate  databases. 

"The  realit)'  is  that  the  big  guys 
can't  build  everything  themselves," 
says  Richard  Lussier,  53,  Pyramid's 
chairman.  "They  are  distribution  and 
service  organizations." 

Founded  in  1981,  innovative  Pyra- 
mid was  among  the  first  computer 
companies  to  offer  reduced  instruc- 
tion set  computing  ( Rise)  with  a  Unix 
operating  system,  a  style  since  popu- 
larized by  Sun  Microsystems  and 
Hewlett-  Packard . 

"The  founders  were  fairly  prophet- 
ic," says  Lussier.  But  like  many 
prophets,  they  were  a  littie  too  early. 
When  Lussier,  a  computer  industry 
veteran,  was  brought  in  by  Pyramid's 
board  of  directors  in  1986,  the  firm 
was  in  deep  trouble,  having  lost  $4.4 
million  on  sales  of  $34  million  in  nine 
months. 

In  1987  Lussier  began  courting 
AT&T,  guessing,  correctiy,  that  AT&T 
would  be  sympathetic  to  an  innova- 
tive manufacturer  whose  machines 
ran  Unix  as  their  operating  system. 
AT&T  invented  Unix.  Edward  Scott 
Jr.,  whom  Lussier  had  wooed  away 
from  rival  Sun  Microsystems,  con- 


Edward  Scott  Jr. 
Pyramid 
vice  president 
His  big  deal: 
Selling 
computers 
to  the  IRS. 
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eluded  the  negotiations  between  Pyr- 
amid and  AT&T  and  helped  AT&T  land 
the  big  IRS  order. 

Where  Sun  Microsystems  has  made 
a  killing  selling  Unix  workstations 
(computers  costing  $5,000  to 
$50,000),  Pyramid  went  after  the 
much  smaller  market  for  Unix  mid- 
range  computers  and  mainframes.  In- 
stead of  selling,  as  Sun  did,  to  scien- 
tists and  engineers — who  admire 
Unix  for  its  technical  elegance — Pyra- 
mid went  after  commercial  users.  It's 
a  tougher  sale.  But  Pyramid  has  land- 
ed such  customers  as  G.  Heileman 
Brewing,  the  regional  Bells,  and  Salo- 
mon Brothers.  Most  of  these  custom- 
ers bought  Pyramid  machines  in  lieu 
of,  or  in  some  cases  to  replace,  the 
obvious  choice,  IBM  mainframes  likfe 
the  3090. 

What's  Pyramid's  appeal  to  a  com- 
mercial buyer?  First  of  all,  a  sense  of 
freedom  that  comes  with  Unix,  which 
is  a  sort  of  lingua  franca  in  the  operat- 
ing-system world.  The  data  process- 
ing department  that  uses  Unix  for 
most  of  its  applications  is  much  less 
trapped  than  one  that  uses  a  propri- 
etary operating  system.  For  the  cus- 
tomer already  wedded  to  IBM,  the 
conversion  to  Unix  can  involve  costiy 
reprogramming.  But  from  that  point 
forward — so  argue  people  selling 
Unix  machines — it  is  a  fairly  simple 
matter  to  hop  from  one  Unix  machine 
to  another. 

Next,  Pyramid,  like  any  vendor  try- 
ing to  lure  away  a  loyal  IBM  account, 
offers  a  lot  of  punch  for  the  dollar.  A 
fiiUy  equipped  Pyramid  computer  sys- 
tem with  12  processors,  1  gigabyte  of 
memory  and  113  gigabytes  of  disk 
storage  is  powerfial  enough  to  process 
300  transactions  per  second  in  a  hotel 
reservation  system.  Price:  about  $1.5 
million.  This  machine  would  compete 
with  IBM  iron  listing  for  $3  million  to 
$6  million,  says  Lussier. 

The  insides  of  the  P\'ramid  and  the 
IBM  machines  are  rather  diflferent.  In 
an  IBM  3090  mainframe,  one  master 
processor  controls  the  fijnctions  of  all 
the  other  processors.  The  P^'ramid 
machine  has  a  more  egalitarian  archi- 
tecture, in  which  the  first  processor 
available  performs  the  task.  In  the 
right  situation,  the  teamwork  ap- 
proach works  better — whether  you're 
dealing  witii  processors  or  with  bil- 
lion-dollar government  orders.      Hi 
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Hs  the  phone  system  getting 
'more  prone  to  outages?  Here 
fare  some  ways  to  protect  yourself. 

Telephone 
isumvor^s  guide 


By  Gary  Slutsker 

The  scene:  the  brokerage  firm  Alex. 
Brown  &  Sons  in  Baltimore  at  11  a.m. 
on  June  26,  the  day  the  phone  net- 
work melted  down  in  parts  of  the 
Northeast  and  California.  Phones  are 
ringing  off  the  hook  while  traders 
autodial  customers.  Then,  silence, 
followed  closely  by  the  sound  of  dead 
receivers  being  slammed  down.  Out 
come  the  cellular  phones,  but  they  are 
of  litde  use:  The  airwaves  cannot  sup- 
port the  extra  traffic. 

The  national  phone  system  hasn't 
been  so  badly  disrupted  since  January 
1990,  when  AT&T 
had    a    software 
problem  in  its  in- 
terstate  network. 
For    nine    hours 
customers       had 
difficulty       com- 
pleting their  calls. 
The  recent  out- 
.^    •  ages  are  more  in- 

sidious than  the  AT&T  problem.  That's 
because  customers  could  not  make  lo- 
cal calls  either.  The  problems  are  the 
result  of  systemic  disorders  related  to  a 
new  way  of  switching  calls.  In  the  old 
way,  your  call  went  to  a  switch  in  a  local 
office,  which  phoned  ahead  to  set  up  a 
route  for  your  call.  The  new  method 
uses  a  separate  computer  network  to  set 
up  calls.  Computers  became  over- 
loaded with  data  relating  to  the  traffic 
on  the  network,  making  it  impossible 
to  complete  calls. 

This  switching  scheme,  called  Com- 
mon Channel  Signaling  System  7,  is 
just  starting  to  be  implemented  by 
local  phone  companies.  Eventually  it 
will  be  adopted  in  the  U.S.  and  around 
the  world.  As  this  happens,  the  prob- , 
lem  is  going  to  get  worse  before  it  gets 
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better. 

What  can  you 
do  to  protect 
yourself?  Here 
are  a  few  simple 
suggestions  for 
business  custom- 
ers. The  first  de- 
fensive play  is 
also  aftbrdable  to 
residential  customers. 

Open  long-distance  accounts 
with  two  suppliers.  For  example,  a 
telephone-dependent  mail-order 
business  might  make  sure  its  switch- 
board connects  direcdy  to  both 
AT&T's  and  MCi's  long-distance  net- 
works, bypassing  the  local  exchange. 
Or  a  residential  user  might  select  MCI 
as  his  regular  long-distance  carrier, 
and  if  MCi's  trunk  lines  go  dead,  the 
customer  can  dial  10288  to  get  into 
AT&T's  lines.  The  local  phone  compa- 
ny will  bill  the  customer  for  the  AT&T 
call.  Of  course,  this  won't  save  the 
customer  from  a  software  breakdown 
in  a  local  switch. 

Set  up  your  own  private  phone 
network.  It's  expensive,  but  this  is 
how  Arco  stayed  connected  during 
the  June  26  outage  in  Los  Angeles. 
Arco's  downtown  skyscraper  kept 
talking  to  its  ten  offices  throughout 
the  greater  Los  Angeles  area  by  using 
private  micro- 
wave dishes.  To 
keep  in  touch 
with  its  oil  and 
gas  operations  in 
Dallas,  Arco 

leases  fiber-optic 
lines.  Fiber  lines 
are  almost  as 
good   as   micro- 


wave links,  but  they  arc  vulnerable  to 
"backhoe  syndrome" — where  a  con- 
struction worker  inadvertently  cuts  a 
buried  fiber-optic  line;  this  happened 
to  AT&T  on  the  East  Coast  in  1989. 

Get  a  hot  line.  If,  say,  the  phones 
go  out  in  Boston,  Lee  Selwyn,  presi- 
dent of  Economics  &  Technology 
Inc.,  a  telecom  policy  consulting  firm, 
can  keep  making  calls,  thanks  to  a  line 
he  leases.  At  a  minimum,  companies 
would  want  to  arrange  for  access  to 
another  local  phone  company  so  that 
if,  for  example,  the  local  lines  get  cut, 
the  phones  could  automatically 
switch  over  to  the  alternate  line.  "If  I 
were  in  Manhattan,  I'd  probably  want 
to  pick  up  a  dial  tone  in  New  Jersey," 
says  Selwyn.  Every  major  city  has 
firms  selling  this  kind  of  alternate 
service,  usually  over  private  fiber-op- 
tic lines.  Typically,  this  sort  of  standby 
power  costs  at  least  $1,000  a  month. 

Try  going  long-distance  to  make 
a  local  call.  This  is  a  littie  like  sending 
a  letter  from  Wall  Street  to  midtown 
Manhattan  via  Federal  Express.  The 
cost  is  higher,  but  the  package  even- 
tually gets  there.  Within  a  few  hours 
of  the  recent  outage,  reporters  at  the 
Washington  Post  were  informed  they 
could  call  local  Maryland  and  Virginia 
numbers  by  first  dialing  a  long-dis- 
tance prefix.  Elsewhere,  companies 
reprogrammed  their  switchboards 
to  send  local 
calls  via  long- 
distance, bypass- 
ing the  local 
problems.  Says 
Frank  Dzubeck, 
of  Communica- 
tions Network 
Architects,  a 

Washington  con- 
sultant: "This  is  not  the  type  of  pro- 
gramming you  have  to  be  a  genius  to 
do."  The  customer  spends  about  a 
half-hour  sitting  before  a  console  re- 
routing calls  over  different  lines. 

Buy  a  ground-to-satellite  trans- 
mitter. This  is  how  cnn's  Peter  Ar- 
nett  got  a  phone  line  from  Baghdad  to 
the  rest  of  the  world.  Taiwan's  Micro- 
electronics Technology  Inc.  sells  a 
75-pound,  $53,000  suitcase-size  unit 
(Forbes,  Apr.  15). 

All  these  options  involve  headaches 
and  cost.  But  for  some  businesses, 
uninterrupted  telephone  service  is 
necessary  for  survival.  ^ 
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THE  NEWCOMPAQ  DESKPRO  486/50L. 

Seems  we've  been  here  before.  Once  again,     demanding  networi^s.  it  lias  Intel's  fastest, 


tiie  most  powerfui  PC  you  can  buy— in  fact, 
ttie  most  powerful  in  existence— comes 
from  Compaq. 

The  new  COMPAQ  DESKPRO  486/50L 
Personal  Computer  has  everything  for  the  most 
voracious  power  users,  and  for  intensely 


most  powerful  microprocessor— the  50-MHz 
486  (more  than  50%  faster  than  the  33-MHz 
486).  A  second-level  cache  so  big  (256  Kbytes) 
that  99%  of  the  time,  the  data  you  need  will 
be  instantly  accessible.  A  more-than-generous 
8  megabytes  standard  RAM.  Plus  dozens  of 


other  features  for  speed  and  top  performance. 

Every  component  is  carefully  chosen, 
tested  and  perfected  to  make  sure  they 
work  together  to  deliver  the  maximum 
performance  possible. 

Who's  it  for?  Designers  and  engineers 
longing  to  stretch  CAD/CAE  to  its  limits. 
Software  developers  who  want  compilation 
without  limitation.  Scientists  who  seek 


COMf%Q,  DESKPRO,  Registered  U.S.  Patenl  and  Trademark  Office  Windows  is  a  trademark  nt  Microsoft  Corporation  PmducI  names  mentioned  herein  may  be  trademarks  and  or  regislered  trademarks  of  other  companies  C  I99I  Compaq  Computer  Corporation  All  rights  reserved 
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ccelerated  analysis.  Anyone  who  wants 
)  push  Windows  wide  open  and  watch 
raphics-based  applications  fly. 

What's  good  for  one  power  user  is  also 
leal  for  a  group.  Exceptional  speed,  expand- 
bility  and  practically  limitless  storage  (more 
lan  20  GB)  make  it  an  extraordinary  network 
erver  and  multiuser  host. 

But  doing  something  this  new  and 


exciting  isn't  new  to  us.  Compaq  has  a 
history  of  building  the  top-performing  PCs 
in  their  class.  With  the  highest  standards 
of  reliability  (to  save  you  money)  and 
compatibility  (to  save  you  headaches). 
And  outstanding  support. 

The  Compaq  Customer  Support 
Center  at  1-800-345-1518  puts  you  in  touch 
with  Compaq  technical  experts  who  can 


complement  your  dealer's  know-how 
For  details  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer 
Dealer,  call  1-800-231-0900,  Operator  164. 
In  Canada,  1-800-263-5868,  Operator  164. 


comPAa 


It  simply  works  better. 


COMPUTERS/COMMUNICATIONS 


The  sorts  of  semiconductors  that  can  put  a  telephone  in 
your  wristwatch  can  also  connect  your  portable 
computer  to  the  home  office. 

Dick  Tracy 
computing 


By  Julie  Pitta 

One  of  the  bright  spots  in  the  rather 
gloomy  personal  computer  industry  is 
portables — laptop  and  notebook 
computers  small  and  light  enough  to 
be  stashed  in  a  briefcase  or  even  a  suit 
pocket.  But  this  kind  of  portability 
creates  another  need:  getting  data 
back  to  the  office.  Finding  a  phone 
jack  that  can  take  a  PC  modem  is 
sometimes  next  to  impossible. 

The  electronics  industry,  applying 
technology  that  has  been  most  widely 
used  by  the  defense  department  for 
satellite  communications,  is  coming 
up  vvdth  an  answer — the  so-called  ra- 
dio frequency  chip.  This  is  a  tiny 
semiconductor  that  acts  as  a  walkie- 
talkie,  sending  and  receiving  broad- 
cast signals  over  distances  that  range 
from  a  few  feet  to  tens  of  miles. 

The  market  for  radio  frequency 
chips  cuts  a  wide  swath  across  the 
broadcast  spectrum.  At  the  low  end 
are  chips  made  of  inexpensive  silicon. 
Their  use  is  limited  by  the  Federal 
Communications  Commission  to 
communication  across  fairly  short 
spans,  connecting,  for  instance,  a 
computer  with  a  database  across  the 
hall.  Transmitting  across  longer  dis- 
tances requires  a  petition  to  the  FCC 
for  band  width  on  the  spectrum.  At 
the  high  end  are  chips  that  hum  at 
frequencies  above  1  gigahertz  (bil- 
lions of  cycles  per  second).  These 
chips,  which  must  be  made  of  the 
more  expensive  gallium  arsenide,  are 
what  will  make  it  possible  for  a  hand- 
held computer  to  connect,  via  satel- 
lite, to  a  mainframe  on  the  other  side 
of  the  country. 

Motorola,  as  the  world  leader  in 
communications  chips,  stands  to  ben- 
efit mightily  from  the  mobilization  of 
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Dallas  Semiconductor's  radio  chips 
Chips  that  act  like  walitie-talkies, 
transmitting  data  on  radio  waves. 


computers.  Years  ago,  this  company 
mastered  the  electronics  of  communi- 
cation at  the  fairly  low  frequencies 
used  in  police,  ship  and  taxi  radios. 
Now  Motorola  is  aiming  at  the  huge 
potential  market  for  wireless  comput- 
er communications,  pushing  the  fre- 
quency envelope  into  hitherto  un- 
charted regions. 

"A  big  crunch  in  the  world  right 
now  is  that  there  are  more  users  than 
frequencies  available  in  the  lower 
range,"  says  Richard  Potyka,  a  prod- 
uct line  manager  for  Motorola.  Po- 
tyka envisions  computer-to-comput- 
er communications  taking  place  at  no 
less  than  18  gigahertz.  That  day  is  still 
a  ways  off;  the  closest  device  Motorola 
has  for  sale  today  is  an  interface  box 
for  laptop  computers  that  allows  them 
to  connect  to  cellular  phones.  Cost: 
about  $300  for  the  cellular  modem, 
plus  the  usual  30  to  90  cents  a  minute 
for  the  phone  call. 

Radio  frequency  chips  made  from 
common  silicon  are  what  make  it 
possible  to  go  into  a  department  store 


and  buy  a  cordless  telephone  for  $50. 
The  fact  that  these  phones  run  at  the 
comparatively  sluggish  frequency  of 
49  megahertz  (millions  of  cycles  per 
second)  is  key  here.  But  then  the 
range  is  very  limited:  The  user  can't  be 
more  than  500  feet  away  from  the 
phone  jack.  In  contrast,  cellular 
phones,  which  must  be  able  to  send  to 
and  receive  from  transmitters  situated 
up  to  25  miles  away,  are  assigned  to 
frequencies  near  900  megahertz. 
That's  pushing  the  capabilities  of  sili- 
con, which  performs  best  at  less  than 
1  gigahertz. 

Radio  chips  made  of  cheap  silicon 
are  also  being  put  to  creative  use  in 
some  commercial  applications.  The 
$100  million  (sales)  Dallas  Semicon- 
ductor Corp.  is  making  identificatiort 
tags  the  size  of  a  pack  of  cigarettes;  the 
tag  contains  a  radio  transceiver  able  to 
accept  and  send  electronic  signals 
broadcast  over  a  distance  of  as  much 
as  15  feet.  The  tags  are  being  used  for 
employee  identification,  and  to  iden- 
tify goods  on  factory  floors  as  they 
travel  down  the  assembly  line.  New 
York,  New  Jersey  and  Pennsylvania 
are  the  states  considering  replacing 
toll  collection  booths  with  electronic 
stations  that  would  read  the  identifi- 
cation cards. 

At  the  higher  end  of  the  perfor- 
mance scale.  Motorola  faces  such 
competitors  as  Japanese  giants  Fujitsu 
and  NEC,  the  Dutch  N.V.  Philips  and 
Texas  Instruments.  Among  Motoro- 
la's gallium  arsenide  products  is  a 
local  area  network  kit  that  can  hook 
clusters  of  six  personal  computers  to  a 
network  server,  without  wires.  The 
cost  per  PC  for  this  network,  which 
can  send  data  at  about  10  megabits 
(that's  about  500  typewritten  pages) 
per  second,  starts  at  about  $800.  A 
comparable  wired  network  would  run 
only  half  as  much — except  for  the  cost 
of  stringing  the  wire.  Figure  in  all  that 
labor,  and  the  wired  network,  in  some 
buildings,  is  more  expensive  than  the 
wireless  version. 

Even  so,  wireless  communication 
will  have  to  come  down  in  price  signif- 
icantly to  be  widely  adopted.  "The 
semiconductor  industry'  will  be  the 
driving  factor  in  wireless  communica- 
tions," says  Motorola's  Potyka.  "The 
challenge  is  to  make  these  high-per- 
formance systems  as  cheap  as  the  49- 
megahertz  cordless  phones."         WM 
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Like  modern  pioneers, 

we're  moving  into  areas  that 

offer  the  best  opportunities 

for  future  growth. 

At  ALLTEL  Corporation, 
our  strategy  of  continually 
strengthening  our  core 
telephone  operations  while 
moving  into  high  growth 
fields  like  information 
services,  cellular  telephone 
and  product  distribution 
has  produced  consistently 
strong  results. 

With  a  five-year  total 
average  annual  return  of  27%, 
we've  outperformed  the  S&P 
and  the  Dow,  as  well  as  our 
peer  group  of  the  nation's  14 
largest  telecommunications 
companies. 

ALLTEL  is  also  an  industry 

leader  in  net  income  and 

earnings  per  share  growth  and  return  on  equity.  And  we've 
increased  the  dividend  30  consecutive  years  since  the 
Company's  founding. 

For  more  information  on  ALLTEL's  strong  results  and 
future  growth  prospects,  call  or  write  for  a  copy  of  our 
annual  report. 

^aUXEL 

CORPORATION 

Telecommunications  •  Cellular  •  Product  Distribution  •  Information  Services 
For  more  information,  call  (501)  661-8999  or  write  to:  ALLTEL  Investor  Relations  •  One  Allied  Drive  •  Little  Rpck,  AR  72202 
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COMPUTERS/COMMUNICATIQNS 


Lessons  from 
the  East 


COMMENTARY  BY  ESTHER  DYSON 


Esther  Dyson  is  editor  and  publisher  of  the 
newsletter  Release  1.0. 


U.S.  COMPANIES  are  caught  up  ttying 
to  learn  lessons  from  Japan,  but  I 
recently  saw  a  model  for  software 
success  in  quite  a  different  place — the 
Soviet  Union.  There  is  no  software 
copyright  over  there,  which  at  first 
blush  would  seem  to  be  a  nightmare 
for  a  software  publisher.  But  software 
vendors  can  flourish  in  this  environ- 
ment, and  how  they  do  it  provides  a 
lesson  for  U.S.  counterparts. 

A  U.S.  software  company  doesn't 
have  quite  the  same  problem  with 
piracy  as  a  producer  in  the  U.S.S.R. 
But  it  does  confront  other  drags  on 
profits.  Look  at  how  in  the  U.S.  per- 
sona! computer  software  is  becoming 
a  commodity  product,  as  evidenced 
by  the  price  wars  among  Microsoft, 
Lotus  and  Borland  and  the  disappear- 
ance (in  mergers)  of  Ashton-Tate  and 
Digital  Research. 

Here's  the  story  of  one  vendor  that 
survives  in  the  Soviet  cHmate.  The 
parent  company  is  Los  Angeles- based 
Nantucket,  which  sells  a  program- 
ming tool  called  Chpper  for  building 
dBase-st\'le  databases.  Privately  held 
Nantucket,  with  revenues  of  about 
$35  million,  doesn't  have  to  answer 
to  shareholders  each  quarter  for  a 
Soviet  venture  that  won't  generate 
serious  returns  on  investment  for  a 
long  time.  On  the  other  hand,  the 
venture  has  been  careftilly  structured 
so  as  to  use  nnniinal  resources. 

Vanessa  Wade,  managing  director 


of  Nantucket  Belgium  S.A.,  took  on 
the  task  of  establishing  a  low- budget 
corporate  presence  for  Nantucket  in 
the  Soviet  Union.  When  she  came 
onto  the  Soviet  scene  two  years  ago, 
Clipper  was  already  well  established 
there:  Tens  of  thousands  of  program- 
mers were  using  illegal  copies  of  it  to 
build  applications  for  themselves  or 
for  their  customers.  They  loved  it,  and 
managed  to  struggle  through  the  En- 
glish on  the  screen  and  the  lack  of 
manuals  with  some  success. 

Rather  than  spending  a  lot  of  time 
and  money  to  establish  a  corporate 
presence  for  Nantucket  and  Clipper, 
Wade  found  a  Russian  foundation  for 
disabled  children  that  was  willing  to 
do  a  barter  deal.  The  foundation  paid 
the  (ruble)  salaries  of  a  few  program- 
mers to  provide  support  for  Clipper. 
In  return,  the  foundation  received  as  a 
"donation"  from  Nantucket  some  le- 
gal software  and  a  few  personal  com- 
puters— worth  many  times  a  pro- 
grammer's average  annual  salary  on 
the  Soviet  market. 

This  Russian-labor-for-U.S. -com- 
puters arrangement  grew  steadily 
over  the  next  year,  with  the  founda- 
tion covering  its  expenses  and,  at  the 
same  time,  creating  a  legitimate  mar- 
ket for  Clipper  by  selling  software  and 
support  for  rubles. 

Last  fall  things  got  more  formal. 
Wade  hired  Robert  and  Virginia 
Clough,  a  U.S.  couple  with  previous 
Soviet  experience  at  jv  Dialogue 
(Forbes,  Dec  11,  1989),  to  manage 
Nantucket's  budding  Russian  divi- 
sion and  win  formal  joint-venture  sta- 
tus from  the  Soviet  government. 

The  Cloughs  are  young — both 
around  30 — and  they  have  no  U.S. 
softrware  experience.  Rather  than 
spending  heavily  on  ad  campaigns, 
image-making  "events,"  celebrity  en- 
dorsements or  press  tours,  the 
Cloughs  began  providing  things  that 
make  Nantucket's  Clipper  software 
more  valuable  to  customers — prod- 


uct documentation  and  a  users'  news- 
letter in  Russian. 

A  Russian  programmer  could  copy 
the  software  and  even  the  documen- 
tation (if  he  had  access  to  a  copier), 
but  he  couldn't  get  the  up-to-date 
information  or  membership  in  the 
Clipper  community  that  comes  only 
with  a  paid-up  license. 

The  1,500  or  so  registered  Clipper 
users  are  a  small  number  compared 
with  the  population  of  illegal  users, 
but  registrations  are  growing  day  by 
day.  Clipper  users  are  mosdy  sofiiware 
developers  themselves — a  group  dis- 
posed to  understand  the  value  of  soft- 
ware expertise.  The  joint  venture, 
Magnet,  now  has  40  trained  dealers, 
five  authorized  training  centers  and 
three  user  groups,  with  regular  meet- . 
ings  and  training  seminars  in  Mos- 
cow, Leningrad  and  Minsk.  It  has 
three  programmers  on  hand  to  an- 
swer users'  questions,  whether  they 
call  or  (those  without  phones)  take 
the  metro  and  bus  to  Magnet's  office 
on  the  north  side  of  Moscow.  The 
company  will  shortly  offer  an  elec- 
tronic bulletin -board  service,  linked 
to  one  in  the  U.S.  on  CompuServe, 
where  users  can  trade  tips  on  bugs  and 
other  problems. 

At  a  recent  open  technical  seminar, 
says  Virginia  Clough,  one  unregis- 
tered Clipper  user  got  up  to  complain 
about  Magnet's  policy  of  hmiting  its 
user  meetings  to  registered-  users. 
"Normally,  I'd  have  had  to  play  the 
American  heavy,"  says  Clough.  "But 
this  time  I  kept  my  mouth  closed  and 
one  of  our  users  got  up  and  said,  'Hey, 
I  paid  for  this  software  and  I  pay  for 
those  meetings.  .  .  .  So  should  you!'  " 

So  what  is  the  meaning  of  this  for 
U.S.  software  vendors?  The  value  of 
your  software  may  lie  not  in  the  soft- 
ware itself  but  in  the  body  of  knowl- 
edge and  expertise  that  builds  up 
around  it — both  within  the  selling 
company  and  among  the  retailers, 
consultants  and  users.  You  have  to 
not  only  create  a  brand  name  but  also 
build  a  community  to  promote  the 
sharing  of  experience  and  expertise.  A 
brand  name  gives  customers  the  illu- 
sion of  being  part  of  a  community, 
but  with  software  you  can — and 
must — sell  more  than  an  illusion.  In 
the  long  run,  users  are  smart  enough 
to  know  the  difference.  That's  true  in 
Russia  and  in  the  U.S.  ^M 
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fhese  Projects  All  CameTbgether 

Because  Different  Departments 

CouldAllWorkTogether 


These    days,    it    takes 

groups  of  specialists  to  usher 
.  project  from  conception 
o  completion.  And  that 
ssumes  they're  able  to  work 
ogether  in  a  close,  coop- 
•rative  relationship  to  get  the 
jh  done. 

But  consider  the  obstacles 
n  their  path. 

Each  group  may  be  work- 
ng  with  a  different  hardware 


Puolimatka  International  ot  Turku,  Finland 
used  Intergraph 's  architecture  and  visuali- 
zation software  to  design  hotel  interiors. 

ystem.  Each  may  depend 
ipon  a  different  database. 
Vnd  the  groups  may  be 


Colgate-Palmolive  uses  an  Intercraph  system 

to  create  photorealistic  models  of  new 

packaging  concepts. 


scattered  over   the  entire 
globe. 

However,  no  one  pro- 
motes enterprise-wide  inte- 
gration as  thoroughly  as 
Intergraph.  For  one  thing, 
our  workstations,  systems 
software  and  networking 
tools  all  work  together.  In 
addition,  we  offer  the  broad- 
est portfolio  of  technical 
applications  in  the  compu- 
ter graphics  industry  And 
Intergraph  systems  are  com- 
patible with  a  wide  range  of 


industry  standards.  So  the 
investments  our  customers 
have  made  are  secure. 

If  your  company  could 
benefit  from  an  integrated 
approach  to  product  devel- 
opment, call  us  toll-free  in 


Using  Intergraph  s  engineering  modeling 

system,  FASlO  Industries  (Consumer 

Products  Division)  reduces  costly  prototyping. 

the  US.  at  800-826-3515.  In 
Canada,  call  403-250-6100. 

We'll  work  together  to  make 
sure  your  people  can  do  the 
same. 

INTERGJRAPH 

Everywhere  you  look. 


)  1991,  Intergraph  Corporation.  Huntsville,  AL  35894  0001.  Intergraph  is  a  registered  trademark  and  Everywhere  You  Look  is  a  trademark  of  Intergraph  Corporation. 
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If  Thomas  Edison  were  around  today,  there's  a 
good  chance  his  inventions  would  get  rejected  by  the 
U.S.  patent  system.  Are  we  mistakenly  stifling  innovation? 

Whose  invention 
is  it  anyway? 


Who  invented  biotechnology's  ver- 
sion of  the  Xerox  machine,  the  so- 
called  polymerase  chain  reaction  that 
could  be  worth  upwards  of  $1  billion? 
If  you  ask  the  U.S.  Patent  &  Trade- 
mark Office,  the  government  agency 
that  draws  intellectual  property  lines 
around  ideas,  the  answer  is  Cetus 
Corp.  As  industry  legend  has  it,  Cetus 
bioengineer  and  ex-hippie  Kary  Mul- 
lis  had  his  famous  brainstorm — for 
the  method  of  quickly  multiplying  a 
single  fragment  of  genetic  material 
into  millions  of  copies — as  he  drove 
with  his  sleeping  girlfriend  to  a  rustic 
cabin  in  Mendocino,  Calif 

But  ask  a  scientist  and  chances  are 
you'll  get  a  different  answer.  In  an 
eight-week  trial  this  year,  lawyers  for 
Du  Pont  paraded  one  prominent  sci- 
entist after  another  before  a  jury  in 
San  Francisco  to  show  that  Mullis 
merely  reinvented  an  idea  that  was 
first  well  documented  in  Gobind 
Khorana's  Massachusetts  Institute  of 
Technology  laboratory  in  the  late 
1960s.  Stuart  Linn,  a  Berkeley  profes- 
sor, recalls  learning  of  Khorana's 
work  and  then  telling  his  colleagues 
about  it.  One  of  his  colleagues  was  a 
graduate  student — Kary  Mullis. 

But  the  judge  never  let  the  jury  hear 
from  Linn;  the  jury  ruled  against  Du 
Pont  and  reftised  to  invalidate  the 
Cetus  patents.  "It  was  really  a  traves- 
ty," says  Stanford  professor  and  No- 
bel laureate  Arthur  Kornberg,  who 
testified  at  the  trial. 

Not  long  ago,  during  the  1960s 
and  1970s,  judges  and  juries  invali- 
dated patents  for  the  flimsiest  of  rea- 
sons. Now,  11  the  name  of  protecting 
intellectual  p  operty,  the  pendulum 
has  swung  too  far  the  other  way. 
Today,  broad  patents  granted  by  the 
U.S.  Patent  Office  seem  invincible  in 
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courtrooms,  no  matter  how  damning 
the  evidence  against  them. 

Nobody  is  advocating  doing  away 
with  patents.  But  the  patent  system 
has  become  a  lottery  in  which  one 
lucky  inventor  gets  sweeping  rights  to 
a  whole  class  of  inventions,  and  sty- 
mies development  by  inventors. 
What's  wrong  with  strong  patents  is 
this:  Overly  broad  patents  discourage 
innovation  by  making  it  hard  for  in- 
ventors to  come  along  and  make  an 
idea  even  more  useful. 

Take  the  starding  situation  in  bio- 
technology caused  by  a  rash  of  puri- 
fied protein  patents.  Broad  patents 
have  been  issued  to  the  first  inventor 
to  purify  a  known  protein  present  in 
minute  quantities  in  urine  and  other 
bodily  fluids.  These  protein  patents 
cover  not  only  the  purification  pro- 
cess, but  the  protein  itself,  including 
versions  that  might  be  much  more 
usefully  produced  using  gene-splicing 
techniques.  In  case  after  case,  late- 
comers to  the  protein  research  lose 
their  court  challenges  and  walk  away 
from  their  research. 

Another  example:  In  the  early 
1980s  Genentech  obtained  patents 
for  tissue  plasminogen  activator,  a 
natural  enzyme  that  dissolves  blood 
clots  and  is  given  to  heart  attack  pa- 
tients. Other  companies  tried  to  de- 
velop improved  clotbusters  based  on 
the  enzyme,  but  after  Genentech  won 
a  patent-infringement  suit,  the 
would-be  improvers  had  to  drop  their 
research. 

Historically,  inventors  who  were 
improvers  had  a  much  better  chance 
of  getting  patent  coverage  than  they 
do  today.  Consider  the  case  of  Thom- 
as Edison.  By  1880,  when  he  applied 
for  his  light  bulb  patents,  all  the  ele- 
ments of  the  incandescent  lamp  were 
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Searching  at  the  Patent  &  Trade- 
mark Office,  manually  (right)  and 
electronically  (above) 
"Let  'em  fight  it  out  in  court." 


already  well  known  and  patented 
Edison's  contributions — a  bettei 
method  of  sealing  the  air-tight  glass 
globe  and  an  improved  slow- burning 
filament  made  of  bamboo  fiber — -in 
fringed  on  earlier  broad  patents  which 
covered  both  sealed  globes  and  the 
use  of  any  "fibrous  or  textile  mater- 
ial" as  the  light-emitting  conductor. 

Edison  sued  to  get  the  prior  patents 
invalidated  for  being  too  broad,  anc 
went  all  the  way  to  the  U.S.  Supreme 
Court  to  do  so,  thanks  to  financia 
support  from  the  Morgans,  among 
others.  They  prevailed.  Thus  was 
born  General  Electric  Co. 

Today,  would-be  Edisons  aren't 
nearly  so  fortunate.  In  high-tech 
fields  like  software  and  biotechnolo- 
gy, the  understaffed  and  over 
whelmed  U.S.  Patent  Office  is  award 
ing  broad  patents  to  early  inventors 
and  courts  are  failing  to  narrow  or 
invalidate  these  patents  in  the  face  of 
useftil  improvements. 

Wouldn't  ever\'thing  be  gready 
simplified  if  everyone  simply  licensed  ^ .!, 
patents?  It's  not  that  easy.  Because  so 
much  money  is  at  stake  in  patents, 
most  companies  have  little  incendve 
to  license,  preferring  to  come  out  on  '" 
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™  top  in  a  winner- take -all  patent  sweep - 
■^''[stakes.  Amgen  resisted  licensing 
erythropoietin  to  rivals,  won  its  pat- 
ent suit  and  watched  its  market  capi- 
talization go  from  $1  billion  to  $5 
billion  in  18  months. 

In  software,  so  many  patents  are 
being  granted  covering  so  many  mi- 
nuscule aspects  of  programming  that 
a  hacker  would  have  to  take  out  doz- 
ens of  licenses  to  write  a  simple  piece 
of  software.  "It's  as  if  there  were 
patents  on  sidewalk  squares  and  you 
needed  a  license  to  step  onto  any 
square  you  didn't  own,"  says  Richard 
Stallman,  1990  MacArthur  "gemus" 
grant  recipient  and  founder  of  the 
virulently  antipatent  League  for  Pro- 
gramming Freedom.  "Pretty  soon 
walking  becomes  impossible." 

One  patent  that  especially  concerns 
Stallman  is  Cadtrak  Corp.'s  patent 
number  4,197,590.  It  covers,  among 
other  things,  the  use  of  a  fundamental 
piece  of  Boolean  logic  known  as  the 
"exclusive  OR."  This  "or"  feeds  back 
a  "yes"  output  when  either  one  of 
two  inputs  is  "yes,"  but  a  "no"  out- 
put if  both  inputs  are  "yes"  or  both 
"no."  This  is  a  pillar  of  programming 
""[ilogic;  you  couldn't  build  a  calculator 
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without  it.  The  Cadtrak  patent  isn't 
quite  so  preposterous  as  to  claim  own- 
ership of  all  exclusive  ORs;  but  it 
comes  close:  It  purports  to  say  that  no 
one  else  can  use  this  logic  in  control- 
ling the  cursor  on  a  video  display. 
Novel?  George  Boole  died  in  1864. 

Cadtrak,  a  private  company  in  San 
Mateo,  Calif.,  got  the  legal  hammer- 
lock  by  burying  the  claim  in  a  patent 
application  for  a  computer  display 
that  contained  15  claims  in  all.  As  a 
result,  most  people  who  want  to  dis- 
play a  cursor  on  a  screen  have  to  pay 
trit?ute  to  Cadtrak  Corp. — or  risk  be- 
ing sued  for  infringement,  as  Com- 
modore recendy  was.  With  over  300 
hardware  and  sofi^vare  licensees  that 
include  IBM,  Texas  Instruments  and 
Fujitsu,  Cadtrak  has  gotten  out  of  the 
computer  hardware  business  to  focus 
on  collecting  royalties. 

A  lot  of  big  companies  are  finding  it 
cheaper  to  pay  off  the  holder  of  a 
software  patent  than  contest  the  pat- 
ent. That  gives  rise  to  a  new  class  of 
softAvare  entrepreneur  like  Paul 
Heckel.  Heckel  is  a  Californian  pro- 
grammer who  received  patents 
4,486,857  and  4,736,308  on  a  pro- 
gram known  as  Zoomracks,  a  system 


for  displaying  "cards"  or  records  of 
information  and  then  browsing 
among  them.  First  he  talked  Apple 
Computer  into  taking  out  a  license  for 
an  undisclosed  sum  by  suing  for  in- 
fringement. Then  he  brought  his 
claim  to  the  attention  of  IBM  .  'i'.l 
Asymetrix  Corp.  No  success  so  t  ■.. 

Not  that  IBM  itself  hasn't  played  ;hc 
game.  IBM  received  patent  Hvimber 
4,674,040  in  1987  for  the  electronic 
merging  of  documents.  Problem  is, 
the  patent  is  so  broadly  written  that 
it's  scarcely  possible  to  write  a  word 
processing  program  without  infring- 
ing on  it.  As  for  originality — suppos- 
edly, a  requisite  for  every  patent 
award — recombining  paragraphs  or 
files  to  make  new  ones  is  the  whole 
point  of  word  processing.  This  IBM 
move  is  roughly  on  a  par  with  a 
manufacturer  of  file  folders  patenting 
the  idea  of  taking  sheets  of  paper  out 
of  one  folder  and  putting  them  in 
another. 

Who's  to  blame  for  all  this.''  Start 
with  the  U.S.  Patent  &  Trademark 
Office,  which  has  been  overwhelmed 
by  an  avalanche  of  high-tech  patent 
applications  in  complex  fields  such  as 
biotech,  sofhvare  and  superconduct- 
ing materials. 

At  the  same  time,  the  number  of 
applications  for  patents  of  dubious 
merit  has  surged,  taking  up  Patent 
Office  resources.  Just  one  example: 
St.  Louis  animal  rights  activist  Patrick 
Kelly  was  granted  patent  4,666,425 
in  1987  for  a  ghoulish  machine  de- 
signed to  keep  alive  the  heads  of 
decapitated  animals,  even  though  it 
was  never  built  or  demonstrated. 
When  it  became  clear  that  Kelly  want- 
ed to  use  the  patent  to  control  animal 
research,  the  Patent  Office  revoked 
the  patent.  Kelly  is  appealing. 

Turnover  among  patent  examiners 
is  so  high — recently  above  50%  a  year 
in  certain  high-tech  patent  units — 
that  if  a  patent  application  is  rejected 
by  one  examiner,  odds  are  good  that 
when  the  inventor  reapplies  (there's 
no  limit  on  resubmissions),  it  will  be 
seen  by  a  new  examiner  and  slip 
through. 

Because  of  its  primary  focus  on 
reducing  the  18-month-plus  wait  for 
patents,  the  Patent  Office  has  let  the 
quality  of  its  examinations  slide.  "As 
far  as  we're  concerned,  it's  not  as 
important  for  our  clients  whether  pat- 
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ent  pendency  for  our  client  is  18 
months  or  24  months,"  says  Du  Pont 
patent  lawyer  George  Frank,  who  also 
chairs  the  biosciences  patents  com- 
mittee of  the  American  Bar  Associa- 
tion. "What  does  matter  is  that  they 
get  a  quality  examination." 

Bat  getting  a  quality  examination 
at  the  quaintly  Dickensian  Patent  Of- 
fice is  getting  more,  not  less,  difficult. 
Hidden  away  in  a  row  of  modern 
office  buildings  five  minutes  from 
Washington's  National  Airport  in  Ar- 
lington, Va.,  the  work  of  a  patent 
examiner  has  scarcely  changed  since 
Thomas  Jefferson  established  the  sys- 
tem in  1 790.  To  see  if  a  patent  should 
be  issued  for  a  new  soap  dish,  an 
examiner  consults  miles  of  ancient  file 
cabinets,  finds  the  right  subclassifica- 
tion  and  flips  through  the  patents 
sitting  in  shallow  drawers  called 
shoes.  They  look  at  the  drawings  for 
clues.  If  there's  a  similar  drawing,  the 
application  can  be  safely  rejected. 

This  system  may  work  reasonably 
well  for  soap  dishes  and  auto  trans- 
missions, but  it  is  breaking  down 
when  it  comes  to  fast-changing 
knowledge  areas  like  biotechnology 
and  soft^vare.  For  one  thing,  pieces  of 


paper  get  lost:  At  any  given  time,  2 
million  patents  out  of  the  27  million 
U.S.  and  foreign  patents  on  file  are 
missing — in  use,  lost  or  stolen.  For 
another  thing,  a  lot  of  the  references 
that  examiners  must  check  to  see  if  a 
patent  i§  unique,  novel  and  not  obvi- 
ous aren't  contained  in  old  patents. 
They  are  in  professional  journals,  gov- 
ernment contract  proposals  and  even 
speeches  and  laboratory  notes  from 
seminars  and  conferences. 

Last  year  the  office  received 
174,000  patent  applications.  Exam- 
iners work  on  a  quota  system  that 
allots  a  new  recruit  less  than  80  hours 
to  complete  a  patent  file  from  start  to 
finish.  Says  Gary  Harkcom,  superviso- 
ry patent  examiner  for  the  group  that 
oversees  patenting  of  software  for 
computer  screens:  "You  have  to  be 
able  to  make  a  decision  fairly  quickly 
to  meet  our  time  requirements,  and 
that's  a  very  difficult  thing  for  the 
examiners  to  get  done." 

A  typical  new  patent  unit,  covering 
artificial  intelligence,  contains  14  pat- 
ent examiners,  of  whom  two  have 
been  on  the  job  for  over  five  years, 
two  for  three  years,  and  the  rest  less 
than  one  year.  Paid  between  $22,000 
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and  $30,000  to  start,  many  pick  up  a 
law  degree  part-time,  then  leave  to 
become  patent  attorneys. 

Automating  the  office  with  com- 
puters is  proceeding  at  a  slow  pace. 
Two  senior  patent  examiners  com- 
plained to  Forbes  that  the  only  rea- 
son that  they  and  their  staflf  members 
have  personal  computers  on  their 
desks  is  that  they  shelled  out  the 
money  themselves.  Meanwhile,  bud- 
get pressures  on  the  agency,  which 
last  year  hiked  its  fees  69%  in  an 
attempt  to  become  financially  self- 
sufficient,  have  limited  the  time  avail- 
able to  examiners  searching  expensive 
commercial  on-line  databases  for 
clues  to  previous  inventions. 

In  such  an  environment,  it  is  unre- 
alistic to  expect  the  inspectors  to  think 
through  carefijUy  what  it  is  they  are 
being  asked  to  patent,  and  what  im- 
pact their  action  might  have  on  inno- 
vation. Reports  one  former  biotech 
patent  examiner,  now  at  a  law  firm, 
who  asked  to  remain  unnamed:  "I 
wanted  to  be  cautious  about  some- 
thing I  perceived  as  invalid.  But  I 
perceived  this  attitude  of  'Let  'em 
fight  it  out  in  court.'  " 

Some  concerned  computer  scien- 
tists are  trying  to  remedy  the  paucity 
of  software -related  prior  inventions 
available  to  the  Patent  Office  by  creat- 
ing their  own  public  database.  It 
would  contain  software  journals  and 
other  printed  evidence  and.  would 
back  up  the  most  common  hacker 
complaint  about  software  patents: 
that  they  cover  techniques  long 
known  and  used  by  the  programming 
community. 

The  rulings  that  issue  forth  from 
the  Patent  Office  are,  of  course,  sub- 
ject to  review  in  the  courts.  But  patent 
litigation  has  become  so  expensive 
that  many  would-be  challengers 
don't  bother.  Consider  the  story  of 
New  England  BioLabs,  one  of  the 
oldest  companies  in  the  biotech  busi- 
ness. Founded  in  1974  by  former 
Harvard  Medical  School  biochemis- 
try professor  Donald  Comb,  New  En- 
gland BioLabs  has  grown  to  be  one  of 
the  leading  suppliers  to  the  biotech 
industry  of  highly  purified  chemical 
reagents. 

In  1987  Comb  saw  a  chance  to  sell 
a  new  enzyme  known  as  Taq  dna 
polymerase.  This  complex  structure  is 
usefiil  in  duplicating  and  extending 
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How  nuclear  energy  benefits 
a  typical  family  of  foun 


Every  year,  the  osprevs  return  to  their 
wldlife  preserve  around  the  nuclear  elec- 
;ric  plant  near  Waterford,  Connecticut, 
Nhere  nesting  platforms  have  been  built 
■or  them  by  tne  local  utility. 

It's  one  more  example  of  how  peace- 
iiUy  nuclear  energy  coexists  with  the 


environment.  Because  America's  HI 
operating  nuclear  plants  don't  burn 
anything  to  generate  electricity,  they 
don't  pollute  the  air.  They  don't  produce 
any  greenhouse  gases,  either. 

To  help  satisfy  the  nation's  growing 
need  for  electricity  without  sacrificing 


the  quality  of  our  environment,  we  need 
more  nuclear  plants.  For  your  family, 
and  others  as  well. 

If  you'd  like  more  information,  write 
to  the  U.S.  Council  for  Energy 
Awareness,  P.O.  Box  66080,  Dept.  OS09, 
Washington,  D.C.  20035. 


Nuclear  energy  means  cleaner  air. 
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DNA  Strands  in  the  polymerase  chain 
reaction,  a  process  that,  among  other 
things,  can  detect  the  aids  virus  or 
clone  genes. 

"We  were  already  making  Taq 
polymerase,"  says  Ira  Schildkraut,  re- 
search director  at  BioLabs.  Then  Ce- 
tus  received  a  patent  for  the  enzyme. 
Although  Taq  polymerase  was  well 
known  in  biotech  circles  and  had  been 
the  subject  of  scholarly  articles  that 
included  recipes  for  making  it,  these 
articles  somewhat  underestimated  the 
molecular  weight  of  this  complex  pro- 
tein. Cetus  applied  for  a  patent  for 
Taq  polymerase  with  a  more  accurate 
molecular  weight  and  received  the 
patent. 

"We  didn't  feel  the  patent  was 
justified,""  says  Comb.  "We  could 
have  sold  $500,000  worth  of  poly- 
merase a  year."  But  instead  of  spend- 
ing $1  million  or  more  on  an  uncer- 
tain court  battle,  Cx)mb  walked  away. 

The  case  of  Taq  polymerase  wasn't 
the  only  patent  that  hurt  New  En- 
gland BioLabs.  Last  year  Harvard 
University  won  patent  4,946,786  on 


another  polymerase,  known  as  T7 
DNA  polymerase.  Harvard  signed  up 
US  Biochemical,  a  competitor  of  New 
England  BioLabs,  as  licensee  on  the 
T7  patent. 

"We  were  really  hurt  by  that  one," 
says  Comb,  who  at  the  time  was  al- 
ready making  and  selling  T7  polymer- 
ase .  " [  us  Biochemical ]  was  not  licens- 
ing anyone  to  sell  it.  We  couldn't  use 
it,  couldn't  even  mention  it.  They 
threatened  us  with  a  lawsuit."  Rather 
than  spend  the  $1  million  on  litigat- 
ing, Comb  hired  someone  to  go 
through  thousands  of  freshly  printed 
catalogs  and  stamp  over  the  T7  entry: 
"Discontinued." 

In  Europe  and  Japan,  where  patent 
applications  are  public,  it  is  also  possi- 
ble for  a  third  party  to  challenge  a 
patent  by  offering  evidence  not  in- 
cluded in  the  original  patent  examina- 
tion. European  examiners  farm  out 
the  searching  to  specialists  and  fiinc- 
tion  more  as  judges,  weighing  the 
evidence  before  them. 

"The  dieory  [in  the  U.S.]  is,  die 
bigger  the  incentive,  the  more  pio- 


neering breakthroughs  you  get,"  ob- 
serves Robert  Merges,  a  Boston  Uni- 
versity law  professor.  "There  are  cer- 
tain features  of  the  Japanese  patent 
system — limiting  intellectual  proper- 
ty rights — that  encourage  aftermarket 
improvements." 

When  New  England  BioLabs  saw  a 
broad  patent  coming  in  Europe, 
Comb  took  advantage  of  this  less 
cosdy,  less  legalistic  forum  and  suc- 
ceeded in  narrowing  the  patent.  Ger- 
man competitor  Boehringer  Mann- 
heim had  developed  a  way  of  making  a 
certain  enzyme  and  received  identical 
patents  in  the  U.S.  and  Europe,  not 
just  for  the  method  of  making  the 
enzyme  but  for  any  similar  enzymes 
that  perform  the  same  function. 

Comb  objected  to  the  German  Pat-' 
ent  Office  and  to  the  German  federal 
patent  court — and  won,  getting 
Boehringer's  claim  narrowed  to  cover 
merely  the  method  of  producing  the 
enzyme.  Total  cost  to  contest  the 
patent:  $20,000. 

Brian  Kahin,  director  of  the  Infor- 
mation Infrastructure  project  at  Har- 
vard's Kennedy  School  of  Govern- 
ment, says  the  contention  that  bad  or 
overly  broad  U.S.  patents  will  be  re- 
paired by  the  court  system  and  prece- 
dents has  not  yet  proven  true.  Says 
Kahin:  "A  patentholder  can  negotiate 
with  an  infringer  in  private,  and  if  the 
infringer  is  able  to  find  prior  art  that 
would  invalidate  the  patent,  the  pat- 
entholder may  go  away,  and  the  pub- 
lic is  none  the  wiser  that  the  patent  is 
weak." 

What's  the  solution?  One  practical 
way  to  fix  the  problem  of  too  many, 
too  broad  patents  would  be  to  prop- 
erly equip  the  Patent  Office  so  that 
examiners  can  be  more  thorough  in 
granting  patents  in  the  first  place. 
Another  would  be  to  set  up  a  forum  in 
which  harmed  inventors  can  chal- 
lenge dubious  patents  by  offering  new 
evidence  of  invalidity  without  having 
to  undergo  expensive  litigation. 

Both  solutions  would  entail  spend- 
ing considerable  sums  of  money  (the 
Patent  Office's  budget  last  year  was 
$344  million).  But  doing  nothing 
might  well  be  far  more  expensive. 
Inventors  need  protection  for  their 
inventions,  but  not  protection  that  is 
so  all-encompassing  that  it  stifies  the 
would-be  Edisons  of  the  world. 
-G.S.  and  David  C.  Churbuck  IH 
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Excellepce 
a  u 


At  Brother,  the  search  for 
excellence  begins  with  a  search  for 
what  you  need  to  achieve  your  personal 
best.  It's  an  attitude  reflected  in  our  products— 
and  our  sponsorship  of  the  worldwide  Olympic 
Games.  And  it's  been  a  driving  force  behind  our 
support  for  gymnastics  through  Brother  Cup  inter- 
national competitions  for  the  past  10  years. 

All  of  us  at  Brother  look  forward  to  the  1992 


Olympics,  where  once  again 
we  II  join  the  world's  top  athletes 
as  they  strive  for  excellence.  At  the 
Winter  Games  in  Albertville,  France,  and  the 
Summer  Games  in  Barcelona,  Spam,  we'll  be 
there  to  support  the 
contestants— and  help 
them  achieve  the  goal 
we  all  share. 


OQO 

Worldwide  Sponsor  of  the  1992  Olympic  Games 

36  use  380 

We're  at  your  side. 

brother 


BROTHER  INDUSTRIES,  LTD. 
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SCIENCE  &  TECHNOLOGY 


Hot,  but  not 
overheated 
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Michael  Gianturco  is  president  of 
The  Princeton  Portfolios,  a  New  Jersey  asset 
management  firm  that  specializes  in 
science  and  technology  stocks. 


It  hasnt  been  a  terrific  year  for  the 
Pacific  Stock  Exchange  Technology 
Index,  which  began  trending  down- 
ward in  mid- April.  The  index  took  a 
particularly  steep  tumble  during  June, 
losing  about  10%  of  its  value  in  that 
month,  although  in  this  volatile 
group  a  10%  decline  is  within  the 
expected  range. 

But  there  is  an  opportunity  here. 
Those  stocks  that  held  on  to  most  of 
their  value  during  the  broad  summer 
retreat,  or  have  rebounded  most 
sharply  from  their  midsummer  lows, 
are  likely  to  be  among  the  leadership 
stocks  this  autumn.  The  top  nine 
gainers  over  the  past  six  weeks  are 
shown  in  the  table.  The  most  attrac- 
tive investments  at  current  prices  are 
Cirrus  Logic  and  Parametric  Tech- 
nology, but  it  is  instructive  to  take  a 
closer  look  at  the  whole  set.  The 
problem  here  is  to  distinguish  be- 
tween those  stocks  that  are  still  warm- 
ing up  and  those  that  are  overdone. 

There  are  obvious  reasons  for  the 
runups  in  most  of  these  stocks.  Ash- 
ton-Tate,  for  example,  is  being  taken 
over  by  Borland  International,  and  so 
the  stock  shot  up  47%.  Digi  Interna- 
tional and  SciMed  Life  Systems,  two 
Minnesota  companies,  have  recently 
received  extensive  media  attention; 
the  gains  in  their  stocks  over  the  past 
six  weeks  reflect  their  heightened  visi- 
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bility.  U.S.  Surgical,  too,  is  an  ex- 
tremely high  profile  stock,  as  is 
Cabletron  Systems. 

The  point  is  this:  If  you  are  huriting 
for  a  stock  that  is  not  obvious — an 
undiscovered  bargain — you  would  do 
well  to  look  past  this  little  cluster  of 
celebrity  stocks.  They  have  long  since 
been  discovered.  Extremely  high  visi- 
bility stocks  are  usually  fijlly  priced. 
Moreover,  they  are  risky.  So  much  is 
expected  of  them  that  they  can  disap- 
point the  market  by  turning  in  a 
merely  good  quarter. 

Contrast  these  high-profile  stocks 
with  the  lesser-known  stocks  of  Cirrus 
Logic  and  Altera  Corp.,  both  semi- 
conductor companies,  which  were  up 
23%  and  19%,  respectively,  in  the  six 
weeks.  The  stocks  had  been  sold 
down  heavily  in  anticipation  of  the 
midsummer  earnings  reporting  peri- 
od; they  rebounded  on  surprisingly 
good  reports. 

Cirrus  Logic  seems  likely  to  sustain 
the  momentum.  About  half  of  Cirrus' 
revenues  are  from  chips  for  disk  drive 
controllers,  and  the  disk  drive  busi- 
ness has  suffered  from  the  well-known 
problems  of  the  desktop  computer 


Bucking  the  trend 

Company 

6-week  gain 

Recent  price 

Astiton-Tate 

47% 

$16 

SciMed  Life 

44 

78 

Cabletron 

25 

45 

Digi  International 

25 

23 

Cirrus  Logic 

23 

20 

U  S  Surgical 

21 

71 

Medco  Containment 

19 

56 

Altera 

19 

19 

Parametric  Tectinology 

19 

30 

mm 

Despite  the  summer  slump,  a  few 
technology  stocks  have  climbed 
nicely.  But  avoid  those  at  the  very 
top  of  the  list— they  have  probably 
already  made  most  of  their  moves. 


market.  Cirrus'  chips,  however,  are 
built  into  controllers  for  the  midget 
disk  drives  in  laptop  and  notebook 
computers — and  this  market  is  blos- 
soming. The  quarterly  report  from 
Cirrus  came  in  at  34  cents  a  share  on 
sales  of  $40  million,  which  is  up  30% 
from  last  year's  sales.  Cirrus  is  also 
heavily  involved  in  graphics  chips, 
another  sound  market.  It  is  a  buy  at 
around  20. 

Medco  Containment  Services  of 
Montvale,  N.J.,  is  a  gigantic  national 
pharmacy  that  delivers  medication  by 
mail  {FORSES,  Apr.  15).  Medco  buys 
and  distributes,  in  great  volume, 
pharmaceuticals  that  are  required  for 
the  treatment  of  chronic  conditions 
like  hypertension  or  arthritis.  It  is  a 
fascinating  story,  but  it  is  now  well 
known.  And,  with  a  p/e  of  60,  it 
would  not  be  surprising  to  see  this 
stock  pull  back  from  a  recent  56  on 
profit  taking.  I  would  find  the  stock 
attractive  in  the  mid-40s. 

Parametric  Technology  of  Wal- 
tham,  Mass.  sells  software  for  me- 
chanical design  on  workstations.  No 
unusual  event  or  announcement  ex- 
plains its  appearance  on  the  list  of 
trend-bucking  stocks.  The  stock  has 
just  steadily  plodded  uphill  while 
much  of  the  rest  of  the  group  has 
fallen  away.  Revenues  for  the  quarter 
ended  June  29  were  $11.9  million,  up 
75%  from  a  year  earlier,  and  earnings 
were  20  cents  a  share,  versus  1 1  cents 
a  year  earlier.  The  company  started 
shipping  its  software  in  January  1988, 
and  went  public  in  December  1989, 
at  12.  Recent  price:  30. 

Parametric's  software  supports  the 
long-familiar  computer-aided  design 
and  manufacturing  concept,  but  it 
runs  on  any  of  the  latest  workstations. 
The  company  is  clearly  benefiting 
from  the  migration,  in  this  industry, 
from  mainframes  and  minicomputers 
to  workstations.  The  software  is  intel- 
ligent. If  the  design  engineer  speci- 
fies, say,  a  sturdier  anchor  bolt  for  a 
structural  column  in  a  building,  he 
need  not  painstakingly  redraw  every 
bolt  and  hole  in  the  on-screen  engi- 
neering drawings.  The  software  "un- 
derstands" the  situation,  and  makes 
the  appropriate  changes  everywhere, 
from  the  design  model  all  the  way  out 
to  the  engineering  drawings  and 
parts-specification  lists.  The  stock  is  a 
straightforward  buy  at  30.  ^ 
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ONE  OF  THE  BIGGEST  THINGS  WE  EVER  ACCOMPLISHED 
WAS  BECOMING  THIS  SMALL. 
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man-made  islands,  less  than  60  acres  in  all.  Small,  yet 
so  efficient,  it  produces  over  100,000  barrels  of  oil  every 
day.  In  fact,  what  we've  learned  at  Endicott  will  help  us 
make  every  field  of  the  future  smaller,  more  efficient. 
Which  may  just  make  Endicott  our  biggest  success  story 
yet.  For  more  information,  write:  BP,  Public  Affairs, 
200  Public  Square  36Y,  Cleveland,  Ohio  44114. 


The  Energy  To  Change 
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Home  banking  was  a  nifty  idea  that  never  quite  caught 
on— until  personal  computers  and  touch-tone  phones 
became  cheap  and  ubiquitous. 

Let  your  fingers 
do  the  banking 


By  David  C.  Churbuck 

For  years,  major  banks  have  been 
encouraging  customers  to  bank  elec- 
tronically, but  with  spotty  results. 
Few  customers  had  personal  comput- 
ers and  modems.  Many  of  those  who 
did  lacked  the  savvy  or  the  desire  to 
use  them  for  banking  from  home. 

Four  things  have  happened  that  are 
changing  all  that: 

■  Automatic     teller    machines    and 
touch-tone  telephone  services  pro 
vided  by  many  banks  have  educated 
consumers  to  what  electronic  bank- 
ing can  accomplish,  and  how  to  do  it. 

■  As  the  prices  of  PCs  have  dropped, 
many  more  customers  have  them,  and 
can  now  link  up  with  banks. 

■  As  more  banks  merge  or  go  under, 
there  will  be  fewer  branches  and  long- 
er lines. 

■  New  software  and  computer  ser- 
vices like  Prodigy  make  electronic 
banking  cheaper  and  easier. 

Some  large  banks  now  provide 
their  customers  with  custom -software 
packages  that  essentially  replace  the 
services  offered  via  touch-tone  phone 
(current  balances,  whether  checks 
have  cleared,  etc.)  with  a  PC  screen. 
They  also  allow  electronic  bill  paying. 
You  can  say  good-bye  to  the  monthly 
ritual  of  hunting  for  and  licking 
stamps  and  envelopes,  and  writing 
out  and  recording  checks. 

Armed  with  your  PC,  you  now  only 
have  to  open  your  bills,  type  in  your 
creditors  and  their  addresses,  and  the 
amounts  to  be  paid.  You  then  press  a 
send  key.  The  bank's  charge  for  the 
computer  access  and  bill -paying  ser- 
vices: only  $12  or  so  per  month.  And 
you  don't  have  to  pay  any  postage. 

If  your  bank  doesn't  yet  offer  such  a 
service,  consumers  around  the  coun- 
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try  now  have  two  other  options. 
Prodigy,  the  national  on-line  services 
network  owned  by  IBM  and  Sears, 
offers  its  users  access  to  14  banks  that 
do  provide  electronic  bill  paying.  And 
as  of  July,  Prodigy  began  marketing 
its  BillPay  USA  service.  It  does  not 


for  commercial  and  private  customers 
through  the  Federal  Reserve  System 
and  the  U.S.  Mail. 

By  tapping  into  the  Federal  Reserve 
Bank  network,  Checkfree  transmits 
payments  to  creditors  on  any  date 
specified  by  subscribers.  In  essence, 
you  instruct  Checkfree  to  wire  fiinds 
from  your  bank  account  to  your  credi- 
tors'. Or,  if  electronic  transfer  isn't 
possible,  to  issue  checks  against  your 
account.  Major  credit  cards,  most 
mortgage  holders  and  utilities  can  be 
paid  without  a  single  piece  of  paper 
ever  being  generated.  Smaller  pay- 
ees— local  merchants,  the  paper  boy, 
the  local  fiael  oil  service — get  paid 
with  laser- printed  checks  that  arrive  in 
the  mail  along  with  the  subscriber's 
account  number.  Checkfree  now  pays 
out  about  $200  million  a  month  for 
its  customers,  triple  what  it  paid  out 
last  year,  according  to  a  company 
official. 


The  queue  at  a  New  York  bannihai  closed  for  a  day  on  Dec.  11,  1930 
Your  personal  computer  can  save  you  a  lot  of  trips  to  the  bank. 


require  subscribers  to  switch  accounts 
to  pay  their  bills  digitally;  it's  good 
with  all  banks,  everywhere  in  the  U.S. 
BillPay  costs  $9.95  a  month  for  the 
first  20  transactions  and  $3.50  for 
each  additional  block  of  ten  pay- 
ments. Those  surcharges  are  added 
onto  Prodigy's  annual  membership 
fee  of  $119.40.  BillPay  is  modeled 
after  Manufacturers  Hanover's  Excel, 
an  electronic  banking  package  already 
offered  via  Prodigy. 

If  you  only  want  the  ability  to  pay 
checks  with  your  PC — and  don't  need 
on-line  balances  and  the  ability  to 
quickly  shift  money  among  ac- 
counts— then  consider  tiie  second 
option:  Checkfree,  a  ten-year-old  pri- 
vate outfit  that  electronically  pays  bills 


All  you  need  to  hook  up  the  service 
is  a  Macintosh  or  an  IBM-compatible 
PC  and  a  modem.  You  also  need  to 
buy  Checkfree's  software  kit,  for 
about  $19.  Monthly  charges  are 
$9.95  for  the  first  20  payments. 

As  with  other  electronic  bill-paying 
systems,  the  first  time  you  use  the 
service,  you  fill  out  the  vital  informa- 
tion about  your  creditors  and  mer- 
chants, indicate  the  amounts  to  be 
paid  and  when  the  funds  are  to  be 
released.  All  that  information  is  tiien 
sent  out  in  one  large  batch  over  local 
phone  lines.  After  the  first  month,  you 
merely  have  to  fill  in  amounts  for  most 
of  your  creditors. 

How  about  the  fioat.^  If  you  want  to 
milk  your  money  for  all  the  interest 
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Our  Original  Attache,  that  is.  It  stretches. 

And  stretches.  Holds  everything  but  the 
Ly    •!  -pj     ii— <  kitchen  sink.  Because  it's  not  one  of  those 

Neil  DOttger  rigid,    uptight    attaches. 

UlVltCa  yUU  tU  llll  Cl    up.      canvas.  We  got  the  idea 

for  it  back  in  our  sailing 
days,  Neil  recalls.  "Back  then.  Lands'  End 
was  making  mainly  duffles  for  sailors,  in 
nylon  and  acrylic.  Gary  Comer  suggested 
v/e  get  into  some  more  business-like  bags. 
With  that  same  kind  of  good  sense.  Bernie 
Roer  did  five  or  six  designs,  and  one  of 
them  was  an  attache." 

(Gary  Comer  being  the  founder  of 
Lands'  End,  Bernie  Roer  its  first  Creative 
Director.) 


This  jaunty  attache  sold  well  right  from 
the  beginning.  And  Neil  improved  it  along 
the  way. 

It  got  wider  (and  stUl  more  accommo- 
dating), to  handle  D-rings  and  the  carrying 
straps  customers  asked  for. 

And  it  got  smarter.  An  inside  "organizer 
pocket"  came  on  board  in  1977,  with  places 
for  pens,  pencils,  calculator  and  more.  In 
1979,  a  handy  key  clip.  And  just  a  fevv  years 
ago,  bottom  straps  to  hold  an  umbrella. 

People  in  all  walks  of  life  adopted  it. 
Executives.  Auto  mechanics.  Doctors. 
Musicians.  Teachers.  Even  astronauts. 

"One  of  them  visited  DodgevUle,"  recalls 
Neil,  "and  he  brought  this  bedraggled 
Lands'  End  attache  with  him.  We  tried  to 
give  him  a  new  one,  but  he  wouldn't  give 
the  old  one  up!" 

But  Neil's  favorite  tale  is  that  of  a 
woman  who  used  our  attache  on  a  very 
tender  errand:  carrying  six  newborn  kit- 
tens to  the  veterinarian  for  their  veiy  first 
check-up. 

Neil  estimates  we've  sold  over  half  a 
million  of  our  Original  Attaches.  Probably 
because  you  can  carry  just  about  anything 
and  everything  in  them.  How  in  the  world 
do  they  manage  to  swallow  so  much? 

"The  cotton  stretches  a  good  two  or 
three  percent,"  says  Neil.  "And  it's  not  a 
structured  bag -no  welted  seams,  no  lin- 
ing-so  that  makes  it  more  flexible  too." 

Write  or  call  for  a  free  Lands'  End 
catalog.  Browse  through  page  after  page  of 
fine  clothing,  and  the  several  lines  of  soft 
luggage  we  make  ourselves.  And  give  our 
Original  Attache  a  closer  look:  only  $39.50, 
in  six  colors,  and  the  shoulder  strap's  on 
us.  Place  an  order  And  then -are  you 
ready  NeU?-"FILL-ER-UP!" 

©1991,  Lands' End.  Inc. 


Please  send  free  catalog. 
Lands'  End       Dept.  H-30 
Dodgeville,  WI  53595 

Name 


Address, 


.Apt.. 


City. 


State. 


.Zip_ 


Write  or  call  toll-free: 
1-800-356-4444 


PERSONAL  AFFAIRS 


it's  worth,  you  can  zap  it  electronical- 
ly at  the  last  possible  moment  before 
penalties  kick  in. 

But  the  real  advantages  lie  in  the 
ease  of  use  and  the  time  saved.  I  timed 
my  June  bout  of  paying  bills  the  old- 
fashioned  way  at  a  litde  under  three 
hours  (including  bank  statement  rec- 
onciliation, gathering  of  medical  in- 
surance reimbursements  and  figuring 
out  my  business  expenses).  In  July, 
when  I  first  used  Checkiree's  product, 
the  process  took  only  one  hour,  in- 
cluding the  time  to  enter  into  Check- 
fi-ee's  software  the  names,  addresses 
and  account  numbers  of  my  creditors. 
The  biggest  relief  was  in  not  having  to 
go  through  the  tedium  of  writing  out, 
recording  and  signing  checks  and 
stuffing  them  into  envelopes. 

The  results  were  reassuring.  Be- 
cause I  made  my  first  payments 
through  Checkfree  only  five  days  be- 
fore they  were  due  and  would  begin 
accruing  late  charges,  the  pressure 
was  on  to  keep  the  reminder  notices 
out  of  my  mailbox.  Five  days  later  I 
started  calling  to  see  what  my  various 
balances  were.  Checkfree  had  come 
through.  Next  month  I  estimate  the 
entire  bill-paying  process  will  entail 
opening  the  bills,  turning  on  my  com- 
puter, entering  the  amounts  due, 
pressing  the  send  button  and  walking 
away.  Ten  minutes  max. 

But  there  are  a  few  hitches.  Check- 
free  runs  into  a  snag  when  dealing 
with  institutions  such  as  brokerage 
houses,  which  route  their  transactions 
through  other  banks  for  processing 
and  clearing.  Result:  an  extra  day  or  so 
in  clearing. 

Also,  Checkfree  can't  easily  per- 
form transfers  from  one  account  to 
another,  and  can't  yet  give  an  auto- 
matic balance — something  the  bank- 
specific  systems  now  permit.  But  such 
features  are  coming,  says  Checkfree's 
director  of  marketing  for  consumer 
services,  Michael  Sapienza. 

Because  the  PC  is  a  great  tool  for 
automating  the  drudgery  of  personal 
finances  and  investing,  it  makes  sense 
to  consider  using  the  Checkfree  ser- 
vice along  with  one  of  the  personal 
finance  programs  on  the  market,  such 
as  Intuit's  Quicken  or  meca's  Manag- 
ing Your  Money.  Both  offer  good 
budgeting  modules,  can  manage 
portfolios  and  interface  with  personal 
tax  preparation  packages.  ^ 
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Tempted  to  hire  an  au  pair  to  look 
afi:er  your  children  and  teach  them  a 
foreign  language?  It's  a  great  idea,  but 
heed  this  cautionary  tale. 

Meet  Christine  as  I  first  did:  on 
paper.  A  sweet- looking,  perky  French 
girl,  she  was  eager  for  some  schooling 
and  a  taste  of  life  in  the  States.  At  24, 
she  was  older  than  most  European  au 
pairs — and  likely  to  be  more  mature,  I 
thought.  Better  yet,  she  had  spent  ten 
months  abroad  caring  for  two  English 
boys — a  reassuring  amount  of  experi- 
ence. Now,  she  wrote  in  her  applica- 
tion form,  she  wished  to  care  for  a 
toddler. 

Perfection.  I  was  eager  for  my  year- 
old  daughter,  Madeleine,  to  learn 
French.  I  signed  up  with  InterEx- 
change,  a  government-designated 
agency  specializing  in  placing  au  pairs 
in  host  families  (see  list  below).  For 
$2,850,  the  agency  let  me  peruse 
applications,  then  paid  airfare  and  in- 
surance for  the  au  pair  of  my  choice. 
When  a  Parisian  friend  of  mine  added 
her  glowing  recommendation  of 
Christine  to  InterExchange's  evalua- 
tion, I  looked  no  fiarther. 

Result.^  Disaster.  Only  three  weeks 
into  her  yearlong  contract,  at  the  end 
of  her  first  day  at  my  mother's  home 
in  the  Hamptons,  Christine  suddenly 
stalked  off,  leaving  the  baby  by  the 
pool.  (Fortunately,  grandma  was 
close  by.)  Christine  had  discovered 
she  didn't  really  want  to  care  for  a 
toddler  after  all. 

The  agency's  response.''  I  could  wait 
a  month  for  a  replacement  or  get  two- 
thirds  of  my  fee  back.  I  took  the 
money.  The  agency  found  another 
family  for  Christine. 

The  appeal  of  an  agency  is  obvious: 
Someone  else  screens  candidates, 
takes  care  of  things  like  visas  and  other 
legalities,  health  insurance,  etc.,  and 
keeps  tabs  on  the  au  pairs  during  their 
stay.  An  au  pair  is  relatively  inexpen- 
sive labor,  too:  For  $  1 00  she  works  45 


Be^vare  the 
aupair 
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hours  a  week  watching  after  a  child  or 
children.  (No  housekeeping.) 

But  read  the  fine  print.  The  agency 
fees,  which  include  transportation, 
are  steep — as  much  as  $3,475,  up 
front.  Refiand  policies  differ,  should 
you  opt  out.  InterExchange  returns 
$170  for  every  fiall  month  of  the 
contract  left  unfiilfilled.  Another 
agency,  EF  Au  Pair,  returns  nothing  if 
the  au  pair  doesn't  work  out,  but  will 
find  a  replacement,  as  will  most  agen- 
cies. But  it  can  take  up  to  four  weeks 
to  process  the  special  J- 1  visa  au  pairs 
need  to  spend  a  year  in  the  States.  Au 
pairs  get  the  visa  on  condition  that 
they  participate  in  a  formal  education 
program — since  au  pairs  are  nominal- 
ly students. 

Perhaps  the  biggest  drawback  is 
distance:  Expect  no  in-person  inter- 
views. You  will  likely  be  meeting  your 
choice  for  the  first  time  when  she 
steps  off  the  plane. 

Still  determined  to  try  the  cross- 
cultural  experience.'  Consider  finding 
an  au  pair  on  your  own.  The  French 
consulate  in  New  York,  for  example, 
runs  an  informal  referral  service  every 
Thursday.  Check  out  specialized  local 
newspapers — the  Irish  Echo  or  the 
Polish  paper,  Nowy  Dziennik,  both  in 
New  York  City. 

Sure,  it's  more  work,  it  will  cost 
$175  or  more  a  week,  and  it's  up  to 
you  to  make  sure  the  au  pair  is  legally 
entitled  to  work.  On  the  other  hand, 
you'll  have  no  fat  agency  fee  to  amor- 
tize. But  if  you  wouldn't  hire  a  busi- 
ness associate  sight  unseen,  why  do 
less  for  your  child.'' 

Here's  a  partial  list  of  agencies: 

AuPairCare,  800-288-7786,  die 
fee  is  $3,175;  EE  Au  Pair,  800-333- 
6056,  the  fee  is  $3,190;  eurAuPair, 
800-333-3804,  fee  is  $3,200;  Inter- 
Exchange,  212-947-9533,  fee  is 
$2,850;  the  Experiment  in  Interna- 
tional Living,  202-408-5380,  the  fee 
is  $3,475.  -Laura  Jereski  ^ 
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The  Travelers'  commitment  to 
quality  products  and  cost  control  starts 
with  35,000  employees  dedicated  to 
customer  satisfaction. 

Of  these,  12,000  work  exclusively  in  our 
Managed  Care  and  Employee  Benefits 
Operation. 

That's  the  real  Travelers  difference. 

But  the  numbers  get  even  more  impressive. 

50,000  carefully  selected  and  credentialed  physi- 
cians and  specialists  and  600  hospitals  in  130  major 
metropolitan  areas. 

$1 . 6  billion  in  new  business  in  1990  —  testimony  to 
a  company  whose  health  care  network  delivers 
appropriate  care  more  efficiently  through  local  medi- 
cal management.  A  company  that  customizes  pro- 
grams because  it  understands  that  not  all  businesses 
are  the  same.  A  company  committed  to  avoiding 
illness  —  and  expense  —  through  wellness  and  coun- 
seling programs. 

Two  more  numbers  to  be  remembered.  The 
Travelers  is  backed  by  $55  billion  in  assets  and  by 
a  127  year  tradition  pf  service. 

Thiis  is  Managed  Care  The  Travelers  Way. 

The  Travelers  Insurance  Company  and  its  Affiliates 
Hartford,  Connecticut  06183 

Thelraveler^ 

You're  better  off  under  the  Umbrella 


1991  The  Travelers  Corporahon 
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PERSONAL  AFFAIRS 


Charles  Pankow  didn't  know  King  Tut  from  King  Farouk  when  he  began 
collecting  Egyptian  antiquities.  He  still  doesn't  know  much  about  art,  but  he 
has  learned  the  perils  of  dealing  with  art  consultants. 

The  wair  between 
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the  collectors 


By  Christie  Brown 

Charles  Pankow  has  en- 
joyed considerable  success 
as  a  West  Coast  builder.  His 
Pankow  Builders,  based  in 
Altadena,  Calif.,  had  $656 
million  in  revenues  last 
year,  making  it  one  of  the 
400  largest  private  compa- 
nies in  the  U.S. 

Like  a  lot  of  men  of 
means,  Pankow  decided  to 
get  into  art,  not  because  he 
had  any  special  apprecia- 
tion for  it,  but  because  he 
wanted  some  classy  decor 
and  thought  it  would  be  a 
sound  investment.  That 
was  mistake  number  one. 
For  most  collectors,  art  is  a 
lousy  investment. 

With  little  knowledge  of 
art  or  the  art  world,  Pan- 
kow, now  67,  hired  a  pro- 
fessional art  consultant  to 
help  him  do  his  buying: 
Heide  Van  Doren  Betz,  45, 
a  San  Francisco  gallery 
owner,  who  charged  Pan- 
kow commissions  of  1 0%  to 
25%  for  the  works  she  pur- 
chased for  him.  That  was 
mistake  number  two.  Con- 
sultants who  charge  clients 
commissions  might  well  be 
tempted  to  pay  top  dollar  at 
the  expense  of  untutored 
clients. 

As  his  buying  grew,  Pan- 
kow made  a  third  mistake — 
he  granted  Betz  equity  po- 
sitions in  the  pieces  he  was 
buying,  in  lieu  of  commis- 
sions. The  adviser  thus  be- 
came his  partner. 
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Charles  Pankow  amidst 
Egyptian  treasures 
Claims  his  art 
eidviser  has  no  rights 
to  the  collection. 
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Now  the  partners  haveti'"'"^ 
fallen  out.  Pankow  and 
Betz  are  embroiled  in  nasty 
lawsuits  over  ownership  of  *  s  I: 
ancient  Egyptian  art  pieces 
estimated  to  be  worth 
around  $5  million.  The  an- 
tiquities were  acquired  by 
Pankow,  with  Betz's  help, 
from  1978  to  1988.  Betz  ft 
wants  to  buy  Pankow  out  of 
the  collection,  or  have  the  ondoi 
collection  auctioned  off,  sop  Bi 
she  can  extract  what  she 
claims  is  her  equity.  Pan- 
kow wants  to  retain  the  col- 
lection and  claims  he  owes 
her  nothing;  he  contends 
the  contracts  they  signed  ershif 
are  invalid,  that  Betz  paid 
too  much  for  the  art  in  the 
first  place,  and  that  she 
failed  to  promote  the  col- 
lection through  shows  at 
musuems  and  elsewhere,  as 
she  had  promised. 

It  all  adds  up  to  a  saga  of 
how  not  to  collect  art. 

The  story  begins  in 
1974,  when  Pankow  hired 
Betz,  whose  gallery  dealt  in 
contemporary  art,  to  buy 
art  for  two  office  buildings 
that  he  built  for  AT&T  and 
Pacific  Telephone  in  San 
Francisco.  "Charlie  invited 
me  to  put  together  a  pro- 
posal for  art  collections — 
anything  but  modern  art," 
says  Betz. 

"I  suggested  Chinese 
bronzes,  Russian  icons, 
Egyptian  antiquities  and,  if 
he  wanted,  impressionists." 
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Together  Betz  and  Pankow  attend - 
I  auctions  in  New  York  and  London, 

lere  he  bought  paintings  by  Renoir, 

lagall  and  Martin.  He  bought  Chi- 

se  ceramic  horses,  Russian  icons. 

Id   Egyptian  mummy  masks  and 

)ne  statues  of  pharaohs. 

In  all,  Pankow  spent  about  $9.5 

illion  on  artworks  between   1978 

d  1988,  according  to  Betz,  who 
I  ceived  commissions  for  making  the 
|iys.  "She  was  doing  a  lot  of  leg- 
f  Drk,"  Pankow  concedes. 

In  1982  Pankow  and  Betz  formed  a 
I  al  estate  partnership  to  buy  Le  Petit 
^rianon  mansion  in  San  Francisco, 

en  a  decaying  white  ele- 

lant  in  Presidio  Heights. 

mkow  paid  $1.5  million. 
M  jhis  included  $600,000  on 
pa  etz's  behalf,  to  be  repaid 
ICC6  \jt  of  her  commissions  and 
irtf  es.  Betz  used  the  house  as 

1  office;  Pankow  used  it  as 

second  home  and  as  a 

lowcase  for  his  growing 
t  collection.  They  were 

so  partners  on  a  flat  in 

)ndon's  tony  Mayfair  dis- 
,  ict.  Betz's  share  was  to  be 
ji;  aid  off  with  art  commis- 
111   ons  and  cash. 

The  deals  got  more  in- 

)lved.  In  1984  the  pair 
2;reed  to  form  an  art  part- 
crship  covering  owner- 
lip  of  the  Egyptian  arti- 
icts  Pankow  had  bought 
I  nee  1978,  and  would  con- 
jiue  to  acquire.  Over  the 
ext  two  year^,  the  pair 
igned  seven  separate  con- 
tacts giving  Betz  a  5%  to 
0%  equity  interest  in  vari- 
»us  pieces,  in  lieu  of  cash 
ommissions. 

"The  partnerships  came 
bout  as  a  challenge  from 
'ankow,  with  him  saying. 
If  you're  so  convinced  this 
tuffis  good,  why  don't  you 
ake  a  percentage  interest 
nstead  of  my  paying  you 
ees.>'  "  says  Betz.  Pankow 
lolds  that  the  arrangement 
vas  Betz's  idea  and  that  he 
vas  "induced"  to  sign  the 
:ontracts. 

But  in  1989  the  pair  had 
I  serious  falling  out.  Pan- 
cow  alleges  his  confidence 


and  trust  in  Betz  was  shaken  after  he 
discovered  she  had  been  apprehended 
smuggling  jewelry  into  the  country, 
and  because  she  was  having  some  tax 
problems.  "That  was  a  mudslinging 
campaign,"  says  Betz's  lawyer,  James 
Duryea  Jr.  "Both  allegations  were 
proven  completely  untrue." 

Pankow  locked  Betz  out  of  the  San 
Francisco  house  and  sued  for  dissolu- 
tion of  their  real  estate  partnership. 
He  also  sued  for  ownership  of  the 
Egyptian  art  collection. 

The  first  suit  went  before  the  Amer- 
ican Arbitration  Association,  which 
ruled  last  September  that  Pankow 


HeideVan  Doren  Betz 
before  the  rift 
Insists  the 

collection  is  part  hers, 
in  lieu  of  commissions. 


^orbes  ■  August  19,  1991 


could  buy  Betz  out  of  the  real  estate 
deals  for  $954,000.  Betz  refused  the 
cash  and  claimed  that  the  sum  offered 
amounted  to  less  than  10%  of  the 
value  of  the  London  flat  and  the 
mansion,  which  had  been  extensively 
restored — at  Pankow's  expense.  She 
has  appealed  the  AAA's  ruling,  and  is 
suing  the  AAA  and  Pankow  for,  among 
other  things,  breach  of  fiduciary  duty 
and  sex  discrimination. 

The  fight  over  ownership  of  the 
Egyptian  collection,  now  valued  by 
art  dealers  at  $4.2  million  to  $5  mil- 
lion, and  which  originally  cost  Pan- 
kow $2 .4  million,  is  to  be  heard  by  the 
California  Superior  Court 
in  December. 

Whatever  the  outcome, 
there  are  at  least  three  les- 
sons here  for  every  art  col- 
lector and  investor. 

Lesson  I:  If  you  don't 
know  anything  about  what 
you  collect,  leave  collecting 
to  someone  else. 

Lesson  II:  Collect  for  the 
sake  of  collecting,  not  to 
make  a  killing.  Pankow's 
Egyptian  collection,  after 
auction  fees,  could  net  him 
$4  million  or  so.  But  he 
invested  $2.4  million  over  a 
period  of  10  years — plus 
those  big  commissions.  He 
would  have  done  better 
with  Treasurys. 
'  Lesson  III:  Making  your 
consultant  an  equity  part- 
ner is  asking  for  trouble. 
Better  simply  to  pay  consul- 
tants for  their  work.  The 
Association  of  Professional 
Art  Advisors,  based  in  Den- 
ver, has  50  members  na- 
tionally. According  to 
Katharine  Smith-Warren, 
president  of  the  apaa,  ad- 
visers' fees  range  from  $75 
to  $250  per  hour,  depend- 
ing on  where  the  consul- 
tant is  based,  or  $1,000  to 
$5,000  for  a  monthly  re- 
tainer, depending  on  the 
size  of  the  project. 

Pankow  is  taking  Lesson 
III  to  heart.  Since  war 
broke  out  with  Betz,  he  has 
hired  a  new  curator,  Judy 
Vawter.  She  is  on  straight 
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Hot  Rod  Champion  Joe  Amato  juggles  a  $125  million 
business  with  his  racing  career.  How  does  he  do  it? 

Motorhead 


By  Christopher  Palmeri 

Three  days  a  week  Joe  Amato,  47, 
races  dragsters.  He  is  the  National 
Hot  Rod  Association's  1990  Top 
Fuel  Champion,  the  heavyweight 
champ  of  professional  drag  racing. 
The  other  four  days  he  runs  the  com- 
pany he  built  from  scratch:  Keystone 
Automotive  Warehouse,  a  $125  mil- 
lion (1990  sales)  distributor  of  auto- 
motive parts. 

How  does  Amato  thrive  at  two 
careers  while  most  people  have 
trouble  managing  one?  By  paying 
more  than  lip  service  to  some- 
thing that  few  executives  really 
do  well:  delegating.  "I  can't  be 
everywhere,"  Amato  says.  'T 
need  a  good  business  team  and  a 
good  racing  team." 

For  his  racing  team,  Amato  put 
together  a  hill-time  staff  of  nine, 
including  his  wife,   Gere,  who 
does  everything  from  mixing  his 
nitro-methane-based      fiiel      to 
making  hotel  reservations.  And 
when  he's  on  the  road,  Amato 
relies  on  a  business  pit  crew — a     ■ 
computer  expert,  his  advertising 
man  and  his  chief  financial  officer.  So 
when  he  returns  to  the  office,  "l  can 
just  walk  around,  stirring  the  pot." 

Sounds  easy,  but  in  fact  Amato 
works  hard  to  instill  loyalty  in  both  his 
racing  and  management  teams.  "Joe 
has  developed  a  very  loyal  core  of 
people  who  will  do  just  about  any- 
thing for  him,"  says  Amato's  long- 
time ftiend  Eugene  Mariotti.  "He 
pays  them  well,  but  mostly  he  does  it 
by  earning  their  respect."  For  exam- 
ple, Raymond  Labosky,  who  super- 
vises construction  and  maintenance  at 
Keystone's  facilities,  can  remember 
Amato  mixing  concrete  with  him. 
"Joe  works  hard,"  he  says. 

Amato  is  also  quick  to  reward  key 
people  with  perks  like  cruises  and 
flexible  work  schedules.  Keystt)ne 
paid  for  Leonard  Ross,  the  company's 
computer  expert,  to  spend  a  month  at 
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Pritikin,  a  medically  supervised  health 
spa.  And  James  Chebalo,  the  chief 
financial  officer,  doesn't  like  to  get  up 
in  the  morning,  so  he  gets  to  work 
from  1 1  to  7. 

Perhaps  most  important,  Amato 
makes  sure  he  shares  credit  with  his 
employees,  and  doesn't  hog  all  the 
laurels.  The  walls  of  Keystone's  offices 
arc  covered  with  sales  awards  and 
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g  racer  and  auto  parts  king  Joe  Amato 
high  nothing  else  legal  will  give  you." 


pictures  of  employees.  In  postrace 
press  conferences,  says  Amato,  "I  al- 
ways mention  the  players  behind  the 
man.  You've  got  to  share  the  glory." 

A  very  successfiil  businessman 
whose  company  is  probably  worth  at 
least  $100  million,  Amato  attended 
no  prestigious  business  school  or  col- 
lege. His  father  suffered  a  debilitating 
heart  attack  in  1960  and  Joe,  then  16, 
had  to  drop  out  of  high  school  to  run 
the  family's  A&A  Auto  Parts  store  in 
Moosic,  Pa.,  a  suburb  of  Scranton. 

Young  Amato,  already  an  auto  rac- 
ing enthusiast,  began  reshaping  the 
store  into  a  "speed"  shop,  one  focus- 
ing on  high-performance  accessories 
like  mag  wheels,  dual  exhausts  and 
souped-up  carburetors.  Luckily,  he 
did  this  just  in  time  to  catch  the  1960s 
muscle  car  trend. 

On  weekends,  Amato  pursued  his 
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other  love,  driving  his  1932  Chev 
coupe  at  drag  races  in  the  Poconos.  " 
sold  parts  to  people  1  raced  with,"  h 
says.  "We  were  all  motorheads." 

Drag  racing  began  to  become  ai 
expensive  addiction  for  the  younj 
man.  "It's  a  rush,"  Amato  says.  "It's ; 
high  that  nothing  else  legal  will  giv( 
you.  If  you  do  it  once,  you  have  to  d( 
it  again,  and  you  have  to  do  it  faster.' 
To  finance  his  racing,  Amato  ex 
panded  his  family's  parts  store  to  ( 
within  ten  years.  (Today  he  has  18 
But  as  the  business  got  bigger,  Amatc 
realized  that  the  real  opportunity  la] 
not  in  retailing  performance  parts  bu 
in  the  wholesale  end  of  the  business. 
To  become  a  distributor,  Amat( 
needed  a  warehouse,  so  in  1971  hd 
walked  into  the  back  room  of  his  ston 
in  Moosic,  fenced  it  and  the  garage  of 
with  some  chicken  wire  and  wa; 
in  business. 

Setting  out  to  serve  retailers  ir 
Pennsylvania,  New  York  anc 
New  Jersey,  Amato  promised 
large  inventory,  liberal  returrp^'i 
policies  and  delivery  in  one  day 
To  make  good  on  the  one-da) 
delivery  promise,  Amato's  100 
plus  truck  drivers  used  to  get  sc 
many  speeding  tickets  that  the 
state  troopers  would  watch  out 
for  Keystone's  trucks.  Solution 
Amato  took  the  Keystone  name 
off  his  trucks. 

Amato  long  ago  outgrew  his 
back  room  warehouse;  the  heart 
of  Keystone  is  now  a  650,000 
square-foot  building  in  Exeter,  Pa.— 
one  of  the  largest  warehouses  in  the 
automotive  parts  distribution  busi 
ness.  Nor  does  Keystone  deal  only  in 
hot  rod  arcana.  Its  line  now  includes 
exhaust  pipes,  fan  belts  and  hundreds 
of  other  regular  parts  for  ordinary 
cars.  Amato's  customers,  too,  have 
expanded  from  a  handful  of  "motor- 
head"  racing  enthusiasts  to  some 
4,000  auto  parts  retailers  in  22  states 
Ironically,  now  that  he's  made  it 
with  Keystone,  Amato  needs  less  of 
his  own  money  to  finance  his  racing 
habit.  Sponsors,  including  Valvoline 
and  TRW,  now  pay  his  $1  million 
annual  racing  budget.  But  he  still  has 
to  budget  his  time.  To  which  does  he 
give  higher  priority,  his  racing  or  his 
business?  "Lately,"  replies  Amato, 
"I've    been    thinking    a    lot    about 
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Bancomer,  Mexico's 

leading  banking 

organization,  knows 

what  it  takes 

to  reach 

its  most  influential 

customers: 


lAch  fortniqht  over  185,000  prima 
subscribers  throughout  Latin  Ameri 
rt'..d  VISION  (42.000  in  M<»xico  alone 
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influence  (H8')  INRA  Audience 
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reach  the  elite  in  Latin  America 
please  contact; 

VISION  INC. 
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EDITED  BY  JASON  2WEIG 


Little  big  bank 

With  big  banks  distracted  by  mergers 
and  a  desperate  quest  for  capital,  a  lot 
of  small  borrowers  feel  lonely.  Enter 
MTB  Banking  Corp.,  an  oftshoot  of 
the  37-year-old  precious-metals  deal- 
er and  foreign-currency  exchanger 
Manfra,  Tordella  &  Brookes,  Inc. 
"The  banks  are  no  longer  interested 
in  the  guy  with  a  $50,000  or  a 
$100,000  line  of  credit,"  says  mtb 
President  Fredric  Tordella.  "We  give 
these  small  customers  what  they  used 
to  get  from  the  big  boys." 

Based  in  lower  Manhattan,  mtb 
Banking  mainly  serves  small  manufac- 
turers and  retailers  that  trade  largely 
with  Asia  and  Latin  America,  mtb 
Banking  arranges  letters  of  credit, 
transfers  foreign  currency  and  even 
hedges  futures  for  customers  who 
deal  in  commodities.  It  also  opens 
correspondent  accounts  overseas  and 
lends  money  to  finance  import/ex- 
port operations.  The  firm  lends  at 
what  sounds  like  a  usurious  5  to  6 
points  above  the  prime  rate.  But  that 
far  undercuts  its  main  competitors: 
factoring  firms,  which  buy  invoices  at 
discounts  of  up  to  2%  a  month — or  an 
annualized  24%  interest  rate. 

Under  Fredric's  father,  Fedele,  mtb 
built  up  a  worldwide  network  of  cor- 
respondents, who  traded  more  than 
130  currencies  for  the  firm's  original 
business:  foreign  remittance  pay- 
ments. "We  had  the  network  of  a 
Citibank,  and  about  $130  million  in 


cash  moved  through  our  accounts 
every  day,"  recalls  Fred  Tordella,  31. 
"What  were  we  going  to  do  with  all 
that  money!""  So  he  founded  the  out- 
fit's lending  arm  in  1989. 

mtb  Banking  hopes  to  expand  to 
the  West  Coast  before  long.  In  June  it 
bought  a  loan  portfolio  from  the  New 
York-based  Intercontinental  Finan- 
cial Services,  adding  $15  million  to  its 
$216  million  in  assets.  "The  money 
center  banks  will  never  come  back  to 
this  kind  of  lending,"  Tordella  says 
confidendy.  "Our  plan  is  get  a  cus- 
tomer in  with  service  he  used  to  get 
from  his  old  bank,  then  figure  he'll 
stay  with  us  for  the  next  20  years." 
-Joel  Millman 

Mahwah  man 

"EvHR  SINCK  Harvard  I  wanted  to 
measure  my  income  by  commas,  not 
zeros,"  says  John  Korff,  39,  the  own- 
er and  tournament  director  of  the 
Mahwah,  N.J. -based  Pathmark  Ten- 
nis Classic.  But  in  order  to  make  his 
wish  come  true,  Korff  first  had  to  raise 
the  hackles  of  the  Women's  Tennis 
Association. 

Korflf  started  the  tournament  in 
1978.  For  years.  United  Jersey  Bank 
was  the  main  sponsor.  But  the  bank 
dropped  its  sponsorship  after  the 
1989  event.  Then  the  wta  demanded 
changes:  It  didn't  like  KortFs  bleach- 
ers, his  locker  rooms  were  inadequate, 
his  players'  restrooms  were  inconve- 


Fredric  Tordella 
of  MTB  Banking 
"What  they  used 
to  get 
from  the 
big  boys." 
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niendy  located.  The  wta  asked  him  t<  roadca 
build  a  permanent  facility  or  elsfeate 
move  the  site. 

Knowing  he  had  a  valuable  fran 
chise,  Korff  refused.  There  are  only  6(  ithcr 
or  so  WTA  tournaments  worldwid(wKo 
each  year;  plenty  of  operators  anc  kowsh 
sponsors  are  dying  to  get  their  hand; 
on  one.  Korff  sold  his  wta  tourna 
ment  slot  to  a  group  of  Europeai 
investors  for  about  $2  million  ( "that' 
two  commas,"  Korff  clarifies).  Th< 
buyers  relocated  the  event  to  Leipzig 

Then  Korff  got  executives  at  Super 
markets  General  Holdings  Corp.'; 
Pathmark  division  to  sponsor  anothei  ^^guf 
Mahwah  event.  They  decided  to  stag< 
the  tournament  as  a  series  of  exhibi 
tion  matches — meaning  that  it  is  noi 
sanctioned  by  the  wta  and  does  noi 
count  toward  the  players'  rankings 
But  that  doesn't  stop  Korff  frorr 
charging  as  much  as  $50  admission. 

By  giving  them  private  housing, 
promotional  gifts  and  appearance  fee;  *^"'i[ 
of  up  to  $250,000,  Korff  has  persuad  "iJ  e 
ed  many  women  stars  to  keep  playing  ''i^fr 
Mahwah — while  the  more  circum  *'"' 
spect  wta  struggles  to  fill  some  of  iti  '"'"t 
tourneys  with  top  players.  "The  wr^^  ^')^ 
couldn't  figure  it  out,"  Korff  says.  "It  ^s 
drove  them  crazy." 

In   white   Bermuda   shorts,   flora  "•"''' 
socks  and  loafers,  Korff  happily  strolls  '^ 
around  the  Mahwah  grandstand 
own  every  aspect  of  the  tournament,' 
he  says  proudly.  That  means  "the  TV  ^^i 
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RIGHT: 

Luxury  car  seller 
Norman  Braman 
Urban  renewal 
for  car 
dealerships. 


LEFT: 

Tennis  promoter 
John  Korff 
Freedom  is  a 
great  racket. 


iroadcast,  the  commercial  spots,  even 
|ie  catering  and  concessions.  We  own 
verything."  KorfF  is  happy  to  have 
lie  WTA  monkey  oft  his  back.  "I'd 

is  ither  have  stuft^  like  this  morning," 
ivi(i  lys  Korif,  referring  to  Monica  Seles' 

in  nowstopping  press  conference  last 
iionth  (see  story,  p.  80).  "The  wta 
oesn't  own  tennis." 

-Peter  Newcomb 


x>cation,  location . . . 

/lULTiMiLLiONAiRE  Norman  Bra- 
nan,  who  owns  the  National  Football 
Hague's  Philadelphia  Eagles  and 
Cadillac,  BMW  and  Rolls-Royce  deal- 
rships  in  Miami,  scarcely  seems  like  a 
nemberofthe  underclass.  Neverthe- 

ss,  Braman  is  about  to  get  $5  million 
n  urban-renewal  financing,  thanks  to 

federal  program  designed  to  batde 
nner-city  blight. 

Last  month  Miami's  City  Commis- 
ion  agreed  to  finance  the  renovation 
ind  expansion  of  Braman's  three 
lealerships  and  the  addition  of  show- 
oom  space  for  two  more.  The  loan  is 
)ne  of  the  biggest  such  financings  the 
:ity  has  ever  undertaken. 

As  in  most  transactions  involving 
eal  estate,  location  is  the  key:  Bra- 
nan's  dealerships  are  in  a  run-down 
?art  of  town  called  the  Omni,  from 
A'hich  drug  dealing  and  urban  decay 
lave  already  driven  other  business- 

s — including  rival  car  dealers — out 
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to  the  suburbs.  The  city  was  afraid 
Braman  would  follow  them,  taking 
nearly  200  jobs  with  him. 

"A  person  of  Mr.  Braman's  re- 
sources can  pretty  much  go  where  he 
pleases,"  says  Assistant  City  Manager 
Herbert  Bailey.  "Basically,  we  need 
Norman  Braman  more  than  he  needs 
anything  we  can  do  for  him." 

To  get  the  money,  Braman  had  to 
give  the  city  a  $5  million  letter  of 
credit  as  collateral,  callable  on  48 
hours'  notice.  He  also  promised  to 
match  the  loan  by  investing  $5  mil- 
lion of  his  own  money  in  the  proper- 
ties. In  return,  he  gets  a  3%  interest 
rate  over  seven  years,  if  the  U.S.  De- 
partment of  Housing  &  Urban  De- 
velopment approves.  Nice  terms  if 
you  can  get  them.      -JOKL  Millman 

Homegrown  stars 

Most  peoplh  in  the  $7.5  billion  U.S. 
recording  industry  recognize  Al  Tell- 
er, chairman  of  the  MCA  Music  Enter- 


tainment Group.  Teller  may  soon  be 
ct]ually  familiar  in  Japan.  In  July  he 
spent  eight  days  there  launching  a 
joint  record  label  with  jvc;  Corp.  and 
VMi  of  Japan.  The  new  outfit,  to  be 
called  MCA  Victor,  will  distribute  rec- 
ords from  all  the  labels  under  the  MCA 
umbrella,  including  newly  acquired 
Geffen  Records  and  grp  Records,  a 
jazz  label. 

Japan,  with  $3  billion  in  retail  re- 
corded music  sales  last  year,  is  the 
second-biggest  music  market  after 
the  U.S.  Perhaps  75%  of  that  business 
is  from  Japanese  performers.  So,  says 
Teller,  "we  are  handicapped  by  not 
competing  in  local  repertoire,  and 
that's  a  highly  profitable  source  of 
income."  To  get  at  that  income,  MCA 
Victor  aims  to  attract  a  lot  of  Japanese 
performers. 

Teller,  46,  a  former  CBS  Records 
executive  who  fell  victim  to  the  noto- 
rious wrath  of  former  c;bs  music  hon- 
cho  Walter  Yetnikoft'in  1988,  is  oft" to 
a  quick  start  in  Japan.  Mt;A  Victor  just 
signed  Mari  Hamada,  a  Japanese  pop 
singer  who  is  one  of  the  country's 
bestselling  stars.  "We  want  to  take 
more  direct  control  in  key  markets 
around  the  world,"  Teller  says. 
"There  are  lots  of  sales  to  be  had  by 
performers  that  Americans  have  never 
heard  of."  After  internationalizing 
America's  show  business  stars,  U.S. 
entertainment  companies  may  end  up 
providing  the  world  with  its  own  local 
versions,  too.  -Phter  Newcomb  ^ 


MCA 
Records' 
Al  Teller 
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ASHLAND  OIL,  INCORPORATED  N 

Ashland  Reports  $67  Million  In  Net  Income  For  Third  Quarter 

ASHLAND,  KY.,  July  22, 1991— Ashland  Oil,  Inc.  (NYSE:  ASH) 
said  today  it  had  net  income  of  $67  million,  or  $1 .19  a  share, 
for  the  quarter  ended  June  30,  1991,  the  third  quarter  of  its 
current  fiscal  year.  This  compares  to  net  income  of  $100 
million,  or  $1.79  a  share,  for  the  quarter  last  year,  the  best 
quarter  in  company  history.  Sales  and  operating  revenues 
were  $2.3  billion  for  the  quarter  just  ended  and  $2.2  billion  a 
year  ago. 

For  the  nine  months  ended  June  30, 1991,  net  income  was 
$82  million,  or  $1 .48  a  share.  This  compares  to  $123  million, 
or  $2.21  a  share,  in  the  period  last  year.  Sales  and  operating 
revenues  were  $6.8  billion  for  the  1991  period  and  $6.5  billion 
last  year. 

"We  were  reasonably  pleased  with  third-quarter  results," 
said  Ashland  Chairman  and  Chief  Executive  Officer  John  R. 
Hall.  "Although  they  did  not  match  last  year's  record 
performance,  we  believe  they  will  compare  favorably  with 
earnings  of  other  companies  m  the  refining  industry." 

Hall  said  Ashland  Petroleum  Company  had  a  good  quarter, 
while  Valvoline's  performance  was  considerably  stronger. 
Operating  income  from  Ashland  Chemical  increased  17 
percent.  Partially  owned  Ashland  Coal  improved  its  results. 
Operating  income  from  Ashland  Exploration  was  off  slightly 
from  last  year. 

"While  results  from  SuperAmerica  did  not  equal  the  1990 
quarter,  they  were  significantly  higher  than  the  March  1991 
quarter,"  Hall  said.  "However,  operating  income  from  APAC 
construction  operations  declined,  as  did  equity  income  from 
Arch  Mineral  Corporation." 

Ashland  Petroleum  had  a  strong  quarter,  with  $79  million 
in  operating  income,  although  results  did  not  reach  the 
record  level  of  a  year  ago.  U.S.  gasoline  demand  was  lower  in 
this  year's  quarter  than  last  year,  but  gasoline  inventories 
remained  at  manageable  levels.  Crude  oil  prices  remained 
reasonably  stable  throughout  the  quarter.  As  a  result,  refinery 
margins  were  relatively  strong. 

SuperAmerica  had  $7  million  in  operating  income,  reflect- 
ing stronger  gasoline  margins  compared  to  the  March  1991 
quarter. 

After  a  disappointing  first  half,  Valvoline  had  an  excellent 
quarter,  with  $16  million  in  operating  income.  Stronger 
branded  motor  oil  margins,  improvements  from  Valvoline 
Instant  Oil  Change,  and  cost-cutting  efforts  implemented  in 
the  first  half  were  major  factors  in  the  improvement. 

Hall  attributed  the  increase  in  Ashland  Chemical's  operat- 
ing income  to  improved  results  from  petrochemicals  as  well 
as  a  continued  good  performance  from  Drew  Marine. 

APAC  construction  operations  suffered  from  rainy  weather 
in  some  areas.  The  economic  downturn  has  made  private  and 
public  construction  markets  more  competitive.  Operating 
income  from  Ashland  Exploration  declined  slightly. 

Results  from  coal  operations  were  mixed.  Equity  income 
from  Ashland  Coal  increased  by  one-third  to  $5  million. 
However,  Arch  Mineral  had  a  difficult  quarter.  Lower  sales 
volumes,  soft  spot  coal  prices  and  higher  operating  expenses 
led  to  a  decline  in  equity  income  from  Arch. 

"In  summary,  Ashland  performed  reasonably  well  in  the 
third  quarter, "  Hall  concluded.  "Ashland  Petroleum  and 
Ashland  Chemical  had  strong  quarters.  We  were  pleased  by 
Valvoline's  excsllent  performance  and  by  SuperAmerica's 
improvement  over  the  March  quarter.  We  are  optimistic  that 
APAC's  results  will  improve  as  the  construction  season 
progresses.  Given  thn  impact  of  the  Gulf  War  and  the 
economic  recession,  ou'  resulls  for  all  of  1991  are  not  likely  to 


equal  those  of  1990.  However,  we  are  cautiously  optimstic 
that  Ashland  could  still  have  a  respectable  year." 
ASHLAND  OIL,  INC. 


TTiree  months  ended 

Nine  months  ended 

June  30 

June  30 

1991 

1990 

1991 

1990 

(In  thousands,  except  per  share  data — unaudited) 

REVENUES 

Sales  and  operating  revenues  (including 

excise  taxes) 

$2,307,586 

$2,235,006  $6,753,628  $6,493,951 

Sales  and  operating  revenues  (excluding 

excise  taxes) 

2,139.(10 

2.108,645 

6,295,817 

6,122,453 

Total  revenues  (including  excise 

taxes) 

2,325,358 

2,239,896 

6,794,062 

6,522,362 

RESULTS  OF  OPERATIONS 

Operating  income 

$   115.798 

$    162,469 

$   188,508  $   227,361 

Interest  expense— net 

(31.453) 

(30.462) 

(94,553) 

(87,274) 

Equity  income 

8.326 

15,172 

20,596 

39,842 

Income  taxes 

(25.980) 

(47,175) 

(32.070) 

(57,000) 

Net  mcome 

i  66.681 

$    100,004 

$     82.481 

$    122,929 

EARNINGS  PER  SHARE 

Primary 

i        1.19 

$         1.79 

$        1.48 

$        2.21 

Assuming  lull  dilution 

$        1.15 

$         1.71 

$        1.48 

$        2,17 

AVERAGE  COMMON  SHARES 

AND  EQUIVALENTS 

OUTSTANDING 

55.898 

55,764 

55.679 

55,625 

(In  thousands — unaudited 

SALES  AND  OPERATING  REVENUES 

Ashland  Petroleum 

S1.062.158 

$   939,653 

$3,225,829  $2,745,544 

SuperAmerica  Group 

536.642 

506.691 

1.629,083 

1,451,114 

Valvoline 

235.538 

183,096 

506.772 

496,609 

Chemical 

578,773 

589,074 

1.711,305 

1,664,338 

Construction 

259,509 

292,798 

716,338 

749,534 

Engineermg 

— 

62,316 

— 

325,019 

Exploration 

65.689 

66.182 

250.826 

255,845 

Intersegment  sales 

(430,723) 

(404,714)  (1.365,725)  $1,194,052) 

$2,307,586 

$2,235,006 

$6,753,628 

$6,493,951 

OPERATING  INCOME 

Ashland  Petroleum 

$     79.451 

$    127,097 

$     81,417 

$    128,732 

SuperAmerica  Group 

6,888 

9,991 

25,919 

37,566 

Valvoline 

15.516 

6,995 

21,885 

21,725 

Chemical 

26,601 

22.813 

74.336 

57,583 

Construction 

7,611 

15,622 

26,101 

29,047 

Engineering 

— 

(3,409) 

— 

(8,224) 

Exploration 

7.263 

8,471 

30,873 

30,768 

General  corporate 

expenses 

(27,592( 

(25,111) 

(68,823) 

(69,836) 

$   115,788 

$    162,469 

$   188,508 

$  227,361 

EQUITTT  INCOME 

Arch  Mineral 

Corporation 

$       1,058 

$      10.507 

$       6,571 

$     23.407 

Ashland  Coal,  Inc 

4,860 

3,650 

10,511 

10.685 

other 

2.408 

1,015 

3,514 

5,750 

$       8.326 

$     15,172 

$     20.596 

$     39,842 

(Contact:  Bill  HartI,  Investor  Relations,  Ashland  Oil,  Inc. 
535  Madi?on  Ave.,  New  York,  NY  10022.  Phone:  (212)  421- 
1250). 


ASHLAND  OIL,  INCORPORATED  N 

Completes  Purchase  of  The  Permian  Corporation 

ASHLAND,  KY.,  July  1— Ashland  Oil,  Inc.  (NYSE:  ASH) 
reported  today  that  it  has  completed  the  acquisition  Of  The 
Permian    Corporation    from    National    Intergroup,    Inc. 


(NYSE:  Nil)  for  approximately  $75  million  in  cash  ant 
million  shares  of  Ashland  Oil  common  stock.  Ashland 
assumed  approximately  $83  million  in  debt. 

Permian,  based  in  Houston,  Texas,  is  one  of  the  lai 
independent  gatherers  and  marketers  of  crude  oil  ir 
United  States  with  sales  for  its  fiscal  1990  of  approxim 
$2.5  billion.  Permian  operates  in  15  states  with  over  4 
miles  of  active  pipelines,  numerous  storage  terminals  a 
fleet  of  450  trucks. 

According  to  John  R.  Hall,  Ashland  chairman  and  i 
executive  officer,  the  combination  of  Permian's  operai 
with  Ashland's  Scurlock  Oil  Company  provides  a  strateg 
that  will  result  in  the  company  having  the  combined  acce 
41,000  crude  oil  producing  leases  gathering  more 
400,000  barrels  of  domestic  oil  per  day. 

"Permian  is  heavily  involved  in  West  Texas  and  the  P 
Mountain  areas  which  are  important  additions  to  Scurk 
strong  presence  in  East  Texas  and  Louisiana,"  Hall  sail 

"We  are  enthusiastic  about  the  combination  of  Scu 
and  Permian.  We  have  added  a  new  profitable  opera 
while  significantly  improving  our  ability  to  serve  our  cus 
ers  and  secure  additional  volumes  of  domestic  crude  o 
our  refining  operations." 

As  previously  announced,  Ashland  plans  to  sell  app 
mately  $100  million  in  assets  during  1991  to  reduce 
resulting  from  the  Permian  acquisition.  As  part  of  this  et 
the  company  recently  announced  plans  to  sell  the  asse 
its  Cleveland  Tankers  shipping  subsidiary  to  Patriot  S 
ping.  Inc.  and  aggregate  reserves  in  Arizona  from  its  A 
Inc.  subsidiary  to  Onado  Cement,  Ltd.  In  addition 
company  has  sold  26  retail  gasoline  marketing  propertii 
New  York  and  Virginia.  The  disposition  of  other  non-strat 
assets  is  continuing. 

Ashland  Oil,  Inc.,  is  a  diversified  energy  company  ar 
engaged  in  petroleum  refining,  transportation  and  mai 
ing;  retail  gasoline  marketing;  motor  oil  marketing;  chi 
cals,  coal;  highway  construction,  and  oil  and  gas  explor: 
and  production. 

(Contact:  Roger  Schrum,  Media  Relations,  Ashland 
Incorporated,  Communications  Dept.,  Ashland,  Ky.  41 
Phone:  (606)  329-4061  ) 
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AMETEK,  INC. 

AMETEK  REPORTS  SECOND  QUARTER  SALES  UP 

Paoli,  PA,  July  24,  1991— AMETEK,  Inc.  (nyse-AME)  repo 
today  that  its  sales  in  the  second  quarter  increased 
than  15  percent  to  $182.1  million,  compared  to  the  $1 
million  sales  in  last  year's  second  quarter.  Management 
that  much  of  the  sales  increase  in  the  current  quarter  c 
from  recently  acquired  businesses  but  indicated  that 
mand  for  AMETEK's  instruments  and  electric  motors  sho 
improvement  during  the  second  quarter. 

The  diversified  industrial  manufacturer  reported 
income  in  the  three  months  ended  June  30  of  $9.5  millio 
21  cents  per  share,  down  nine  percent  from  the  $10.5  mi 
or  24  cents  per  share  earned  in  the  same  quarter  last  y 
mainly  due  to  lower  operating  results  which  include  the 
effects  of  foreign  currency  transactions,  as  well  as  higher 
interest  expenses  which  were  partially  offset  by  a  k 
effective  tax  rate.  For  the  first  six  months  of  1991,  earni 
totalled  $18.1  million  or  41  cents  per  share  on  sales  total 
$361.3  million.  In  the  first  half  of  1990  AMETEK  earned  $: 
million  or  46  cents  per  share  on  sales  of  $326.5  million 

According  to  AMETEK's  president  and  chief  execu 
officer  Walter  E.  Blankley,  the  majority  of  its  sales  meres 
in  the  quarter  and  first  half  of  this  year  was  generated  by 
two  electric  motor  manufacturing  businesses  located 
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There  may  finally  be  some  reason  for 
optimism  about  the  banking  industry. 
Mabon  Securities''  Brent  B.  Erensel, 
who  follows  the  larger  bank  stocks, 
predicts  that  the  seemingly  unending 
deterioration  in  loan  portfolios  is 
slowing  down  significantly.  "Asset 
quality  has  finally  started  improving  in 
Texas,  and  appears  to  be  stabilizing  in 
other  areas,  like  New  England,"  he 
says.  For  instance,  Erensel  thinks  that 
tlie  Pittsburgh-based  Mellon  Bank  is 
a  good  example  of  a  recovery  stock. 
Erensel  also  likes  Los  Angeles-based 
First  Interstate,  which,  he  believes,  is 
the  large  bank  most  likely  to  benefit 
from  fiarther  industry  consolidation. 

The  Barra  industry  factor  for  banks 
(which  isolates  only  those  price 
changes  attributed  to  the  banking 
business)  gained  35.4%  since  the  start 
of  the  year.  The  Barra  All- US  index  of 
more  than  5,000  stocks  shows  an  18% 
gain  (excluding  dividends)  since  the 
start  of  the  year. 


Special  focus 


Small-company  stocks  are  hot  now 
(see  p.  143),  but  there's  a  big  draw- 
back for  the  individual  investor: 
high  uading  costs.  Trading  in  and 
out  of  small-capitalization  stocks 
costs  two  commissions  plus  the 
spread  between  bid  and  ask  prices, 
which  tend  to  be  large.  A  study  by 
Barra,  Inc.  finds  that  the  spread,  in 
percentage  terms,  on  stocks  with 
market  values  of  $50  million  or  less 
is  38  times, that  of  stocks  with  capi- 
talizations of  over  $5  billion. 


Size  versus  spread 

16% 


12 


The  overall  market 
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The  Barra  All-US  index 

Index  as  of  7/25/91 

Market  value:  $3,386.2  billion 

Price/book:  2.1 

P/E:21.1 

Yield:  3.1% 


12-month  closeup 


'85 


'86 


Performance 

Last  4  weeks 
Since  12/31/90 


■87 


Price      Total  return 

2.3%  2.5% 

17.7  19.5 


■89 


■90 


'91 


Closeup  on  the  market 


Index  or  investment 

2-week  change 

%  change  from 
1  year              5-year  high     1 

Barra  All-US  index 

1.0% 

■ 

7.5% 

-2.0% 

Sharpe/Barra  Growth  index ' 

0.7 

■ 

12.4 

-1.5 

Sharpe/Barra  Value  index ' 

1.3 

■ 

10.1 

-1.5 

Dow  Jones  industrials 

0.7 

■ 

2.0 

-1.8 

S&P  500 

1.1 

■ 

7.0 

-2.4 

NYSE 

1.1 
0.4 

■ 

7.3 

-2.1 

Nasdaq 

1 

10.1 

-4.1 

Atnex 

0.9 
3.1 
1.5 

■ 

2.7 

-2.2 

EAFE' 

CRB  index '^ 

~ 

-10.5 
-10.9 

-22.4 
-23.2 

Gold  '^ 

-1.0  ■ 
0.1        1 

-1.3 

-27.4 

Yen^ 

-7.7 

-15.3 

OiP 

10.1 

B^ 

-47.9 

The  best  and  worst  performing  stocks^ 


Best 
Triton  Energy 

Price 

32   3/g 

2-week 
change 

59% 

1991 
EPS' 

$-0.40 

Worst                              Price 

2-week 
change 

1991 
EPS' 

York  Research                    5  V2 

-69% 

$1.03 

Roberts  Pharmaceutical 

15  5/8 

37 

-0.82 

ADC  Telecommunications     27  Vn 

-33 

2.04 

Advanta 

23  1/, 

37 

2.13 

-3.47 

1.99 

Weitek                              8 

-30 

0.44 

Bank  of  Boston 

10 
27  5/8 

36 

HealthSource                    18 

-29 

1.94     1 

Ecolab 

35 

Synoptics  Communications  26 1/2 

-24 

1.93 

The  best  and  worst  performing  industry  factors^^                               | 

Best 

2-week 
change 

18.6% 

Since 
12/31/90 

Worst 

2-week 
change 

Since 
12/31/90 

Liquor 

38.3% 

Beverages 

-5.4% 

10.5% 

Oil  Service 

4.7 

-2.4 

Pollution  control 

-4.8 

-1-9 

Banks 

4.6 

4.5 

35.4 

Tobacco 

-4.1 

36.8 

Railroads,  transit 

29.4 

Life  insurance 
Coal  &  uranium 

-3.6 

9.6 

Soaps,  housewares 

3.7 

17.8 

-3.1 

-8.1 

SIO  100  1,000        10,000 

Company  capitalization  (millions) 


Note:  Data  for  period  ending  7/25/91  The  Barra  All-US  index  consists  of  all  publicly  traded  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  trading  on  U.S.  markets. 
ADRs,  REITs  and  closed-end  funds  are  excluded.  '  Total  return  of  a  portfolio  of  more  than  150  large-capitalization  stocks  that  has  high  historical  earnings  growth  and  has  predicted  above  average  earnings 
growth.  ^  Total  return  of  a  portfolio  of  more  than  300  large-capitalization  stocks  characterized  by  lov»  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  ^A  dollar-denominated  capitalization- 
weighted  index  of  more  than  1,000  stocks  from  Europe,  Australia,  New  Zealand  and  the  Far  East.  Source;  Morgan  Stanley  Capital  International  Perspective. ''  Index  of  21  commodity  futures.  '■■  Knight-Ridder 
Financial  Information. '  During  the  last  two  weeks.  'Estimate.  Source:  Institutional  Brokers  Estimate  System,  from  Lynch,  Jones  &  Ryan. '  Shows  return  to  the  industry  factor  after  controlling  for  other  influences 
including  company  size,  value  and  growth  characteristics,  Multisndustry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif, 
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Who  made  the  most  money? 

Investment 

Value  of 

$10,000  invested 

6/28/81 ' 

Change 

last 
quarter 

S&P  500          flHHHHi 

1      $42,259 

-0.2% 

Wilshire  Index 

37,348 

-0.3 

Institutional  equity  account^ 

35,532 

-0.4 

Shearson  Lehman  Govt  &  Corp 
Institutional  balanced  account^ 
institutional  fixed  income  account^ 
Treasury  index 

34,508 
34,443 
32,422 
22,101 

1.5 
0.5 
1.8 
1.5 

Segment  performance  and  cash  flow                               a| 

Segment 

Most  recent  quarter                 | 

median 
total 
return 

shift  in 

institutional 

holdings 

Equity 

-0.4% 

0.0%* 

Fixed  income 

1.7 

0.0* 

Cash  equivalents 
Convertibles 
Other  3 
Total 

1.6 
2.7 

-6.1 
0.0*          : 

1.3 

0.1 

0,0* 
0.0* 

Bearish  sign:  Cash  levels  are  low  at  the 
institutions,  says  George  Wolfe,  a  vice 
president  of  Santa  Monica,  Calif - 
based  Wilshire  Associates,  a  firm  that 
tabulates  data  on  $500  billion  in  pen- 
sion fi.ind  portfolios  with  its  Trust 
Universe  Comparison  Service.  The 
TUCS  tally  of  five  years  ago  showed  a 
median  7%  of  equity  portfolios  in 
cash.  The  current  figure  is  only 
5%.  Similarly,  fixed-income  managers 
have  been  moving  out  of  cash. 

The  stock  market  could  not  sustain 
the  new  highs  it  hit  during  the  second 
quarter,  but  bonds  made  modest 
gains.  The  Shearson  Lehman  Govern- 
ment/Corporate bond  index  had  a 
total  return  (includes  reinvested  divi- 
dends) of  1.5%,  while  the  s&P  500's 
total  return  was  a  negative  0.2%  dur- 
ing the  quarter.  The  median  TUCS 
equity  portfolio  was  off  0.4%. 

Why  did  the  pros  perform  so  poor- 
ly? Wolfe  says  they  weren't  exposed  to 
enough  value  stocks.  The  Wilshire 
Small  Company  Value  index  (a  capi- 
talization-weighted portfolio  of  sev- 
eral hundred  stocks  with  relatively 
low  P/Es  and  price-to-book  ratios) 
had  a  total  return  of  6.8%  last  quarter. 
And  the  Wilshire  Large  Company 
Value  index  returned  0.6%. 

One  smallish  (in  terms  of  sales) 
stock  the  institutions  were  buying  is 
IVAX  Corp.,  a  pharmaceutical  firm  in- 
volved in  the  research,  development 
and  production  of  drugs  for  AIDS, 
Alzheimer's  and  other  diseases.  This 
speculative  issue,  which  had  1990 
sales  of  only  $142  million,  rose  46%  in 
the  quarter  and  now  has  a  market 
value  of  over  $1  billion. 


What  the  institutions  bought  and  sold 


Big  stocks" 

Stock  bought 

General  Cinema 

Hercules 

IVAX 

Lyondell  Petrochemical 

Merrill  Lynch 

National  Health  Labs 

Norcen  Energy  Resources 

Reader's  Digest  Assoc 

RIR  Nabisco 

Safeway 

Viacom 

Vons  Cos 


Total 
quarter 
return 

3.2% 

-10.2 

46.2 

13.2 

10.8 

7.0 

-7.6 

0.8 

-10.6 

-6.4 

7.0 

-17.8 


P/E 

15 

19 

NM 

5 

13 
22 
12 
20 


19 


Stock  sold 

Avery  Dennison 

Beneficial 

Centocor 

Chemical  Banking 

Compaq  Computer 

Computer  Assocs  IntI 

Laidlaw 

MacMillan  Bloedel 

Scana 

20th  Century  Industries 

US  West  New  Vector 

Williams  Cos 


Total 
quarter 
return 

2.8% 

6.5 

-7.3 

24.4 

-50.3 

14.7 

-19.5 

7.5 

3.9 
14.9 
-3.6 

1.0 


Secondary  stocks^ 

Stock  bought 
Alpha  1  Biomedicals 
DeVlieg-Bullard 
First  Republic  Bancorp 
Geonex 

Graham-Field  Health 
Insituform  Mid-America 
Integrated  Waste  Svcs 
Martech  USA 
Offshore  Pipelines 
T  Cell  Sciences 
York  Research 
Zlla 


Total 
quarter 
return 

-13.4% 

30.4 

45.7 
4.5 
3.6 

-3,4 

29.7 
-42,5 
-40.0 
-30.5 
-11.5 

10,0 


P/E 

NM_ 

9 
22 
27 
20 
28 
11 


18 

NM 


Stock  sold 

California  Bancshares 
Celgene 
College  Bound 
Cryomedical  Sciences 
Curragh  Resources 
Granada  BioSciences 


Total 
quarter 
return 

10.0% 

-21.9 

13.2 

68.8 

-9.8 

4.2 


Interneuron  Pharmaceutical    19.4 


NBSC 
Neolens 
PMC  Capital 
Possis 
Tonka 


12.4 
29.2 
12.4 
-7.0 
-20.4 


P/E 

NM' 
10 

NM 
14 
5 
12 
12 

NM 

8 

10 

NM 
17 


P/E 

NM 

NM 
47 

NM 
23 

NM 
4 
69 
10 
13 

NM 
13 


'Total  return.  ^Includes  cash.  'Real  estate,  foreign  investments,  venture  capital,  guaranteed  income  contracts. "'Stocks  with  $1  billion  or  more  in  market  capitalization  at  start  ol 
quarter,  ''Stocks  with  market  capitalization  between  $40  million  and  $200  million  at  start  of  quarter,  *Less  than  0,05  percent,  NM:  Not  meaningful. 

Note:  What  the  institutions  bought  and  sold  measures  the  change  in  the  institutional  holdings  as  a  percentage  of  a  stock's  total  capitalization,  net  of  price  changes.  Data  for 
quarter  ending  B.'^S/Ql .  Preoared  by  the  Trust  Universe  Comparison  Service  (TUCS),  a  service  of  Wilshire  Associates,  Santa  Monica,  Calif, 
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^ili  Italy  which  the  company  purchased  in  July  1990.  Mr. 

!la  3y  indicated  that,  despite  the  sluggish  European 

CO  iy,  AMETEK's  Italian  motor  companies  periormed 

'ft  than  expected  in  the  second  quarter. 

'  erating  margins  were  lower  in  the  quarter,  reduced  by 

tie  Tie  factors  that  cut  into  first  quarter  results  including 

■OMhIess  efficient  production  levels  at  some  divisions,  and 

■li^ative  effect  of  the  stronger  dollar  on  export  profit,"  Mr. 

jiley  said. 

p're  encouraged  by  increasing  shipments  of  electric 

n(  |.  and  aircraft  cockpit  instruments.  New  product  devel- 

ip  'its  in  medical  equipment,  business  machines  and 

il|  ifficiency  furnaces  have  built  an  increase  in  demand 

JH  llETEK's  Lamb  Electric  motors,  while  appliance  motor 

^'^alare  holding  up  well.  In  aircraft  instruments,  airline 

in     for  replacement  units  are  notably  lower  but  our 

"'Ih  ents,  especially  to  the  commuter  jet  builders,  are 

;,jlj  !g  well  ahead  of  last  year.  Sales  of  other  instruments, 

"^  :ally  process  and  emissions  monitoring  units,  are  also 

|iillll  ig  growth  worldwide.  Although  order  input  for  the 

9)  ment  group  is  starting  to  improve,  any  significant 

i't^  1  is  dependent  on  an  improving  economy,"  Mr.  Blankley 


II   . 


jr  third  core  business,  the  materials  group  of  high-tech 
■:s  and  metal  powder  products,  still  reflects  the  effects 
3  depressed  economy  and  slower  automotive  and 
iig-related  markets,"  Mr.  Blankley  noted,  "but  we're 
ning  to  schedule  higher  production  levels  for  the  third 
?r  in  response  to  incoming  orders. 
^le  cumulative  and  continuing  effects  of  the  moderate 
ses  in  order  input  could  give  AMETEK  a  stronger  second 
|i  Mr.  Blankley  concluded. 

Three  months  ended  June  30 


1991                      1990 

S182,070,000      $157,591,000 

me 

9,514,000         10,467,000 

3me  per  share 

.21                       24 

ds  per  share 

.16                    16 

!  shares  outstanding 

43,883,479        44,284,062 

Six  months  ended  lune  30 

1991                   1990 

$361,260,000       $326,506,000 

ome 

18,083,000          20,225,000 

ome  per  shate 

.41                       46 

ids  per  share 

.32                    32 

e  shares  outstanding 

43,826,601         44,276,117 

ontact;  Darrah  Ribble,  AMETEK,  Inc.  Station  Square  Two, 

,  PA  19301.  Phone:  (215)  647-2121) 

RUM  INFORMATION  TECHNOLOGIES,  INC.  0 

lOUNCES  FINAL  CLOSING  OF  $10,695,312  PUBLIC  0FFERIN6 

AS,  TEXAS — July  25 — Spectrum  Information  Technol- 
;  Inc.  (Nasdaq:SPCL)  today  announced  that  the  final 
ig  related  to  its  public  offering  (the  "Offering")  of  units 
its")  took  place  today  in  Dallas.  The  Offering,  made  only 
neans  of  a  Prospectus,  was  for  a  maximum  of  5,781,250 
;,  all  of  which  were  sold.  The  Units,  priced  at  $1 .85  each, 
ist  of  one  share  of  Common  Stock  of  Spectrum  and  one 
s  A  Warrant  to  purchase  one  share  of  Common  Stock  for 
5,  subject  to  adjustment.  The  Offering  was  underwritten 
!ne  Morgan  Financial  on  a  "best  efforts"  basis.  The  Units 
offered  in  connection  with  a  distribution  by  the  Company 
isenting  new  financing. 
Dectrum  Information  Technologies,  Inc.,  a  publicly-held 


jij 


integrated  company,  along  with  its  subsidiaries,  has  the 
demonstrated  capability  to  develop,  deliver  and  support  a 
wide  array  of  state-of-the-art  tele-communications  and 
portable  data  products. 

(Contact:  Kathy  Bachand;  Spectrum  Information  Technol- 
ogies, Inc.  Phone:  (214)  630-9825  or  (800)  233-2119). 

TJ  SYSTEMS  CORPORATION  0 

Tl  Systems  Engages  Investment  Bankers 

To  Raise  $2  Million  To  Fund  Growth 

HAUPPAUGE,  NY— July  12, 1991— TJ  Systems  Corporation 
(NASDAQ:  TJSY)  announced  today  that  it  signed  an  invest- 
ment banking  agreement  with  Arizona  Securities  Group, 
Phoenix,  Arizona,  whereby  Arizona  Securities  has  agreed  to 
act  as  TJ  System's  exclusive  agent,  on  a  best  efforts  basis,  to 
privately  place  two  million  dollars  in  convertible  debentures 


or  preferred  stock  in  the  company,  on  terms  and  prices  to  be 
agreed  upon  between  the  prospective  purchasers  and 
TJ  Systems  Corporation. 

Theodore  J.  Orlando,  TJ  Systems'  president  said,  "If  we 
raise  additional  funds  through  the  private  placement  of 
debentures  or  preferred  stock,  we  will  immediately  put  the 
money  into  income-producing  leases  for  our  prime  leasing 
clients." 

TJ  Systems  earned  $1.2  million  or  41-cents  per  share  in 
1990  and  the  company  reported  earnings  of  $330,000  or  1 1- 
cents  per  share  for  its  first  quarter  ending  March  31,  1991. 
The  computer  leasing  company  has  such  well-known  clients 
as  American  Express,  Citicorp,  Tiffany  &  Co.,  Hertz  Corpora- 
tion, Grumman  Aerospace  Corporation  and  others.  The 
company's  stock  began  trading  on  NASDAQ  on  May  22, 1991. 

Contact:  Edward  Williamson,  Williamson  &  Associates, 
1-800-992-6616.) 
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Updates 

Once  a  month 

Corporate  Report  Updates  enables  publicly  held  corpora- 
tions to  announce  important  developments  to  active  and 
influential  investors  who  regularly  read  Forbes.  This  low 
cost,  informational  advertising  service  appears  12  times  a 
year,  and  for  additional  impact  and  relevance.  Corporate 
Report  Updates  is  positioned  within  Forbes  magazine's 
popular  "Money  and  Investment  "  editorial  section. 

For  more  information,  call  or  write: 


Sarah  Madison 

Corporate  Report  Updates 

#601 

5800  Eubank  N.E. 

Albuquerque,  NM  87 11 1 

(505)275-1282/3 

(505)  293-4647  Fax  Machine 


or 

Virginia  Carroll 

Forbes 

60  FLfth  Avenue 

New  York,  NY  10011 

(212)620-2339 
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Scudder's  short-term  bond  fund  has  the  higher  returns 
you'd  expect  from  long  bonds  but  the  lower  risk  you'd 
expect  from  short  ones.  How  does  it  work? 

Calculated  risks 


By  Suzanne  L.  Oliver 


Thomas  Poof  it  Scudder  Short-Term  Bond  Fund 
Something  ventured,  something  gained. 
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One  cold  afternoon  in  January,  .[the p 
Tliomas  Poor,  manager  of  the  Scud- 
der Short  Term  Bond  Fund,  picked 
up  a  ringing  phone.  At  the  other  end 
was  a  nervous  investor  calHng  from 
pay  phone  in  Alabama.  How  could  it 
be,  he  demanded,  that  the  Scuddei 
Short  Term  Bond  Fund  was  yielding  n 
9V2%  at  a  time  that  banks  were  paying 
no  better  than  6%  on  short-term  CDs.' 
Just  what  risks  was  Poor  taking  witfc 
the  portfolio.'' 

Poor  assured  the  caller  that 
the  fund  was  shouldering  some  risk 
principal — the  share  value  could  jurndf; 
up  or  down  by  2%  over  the  course  of  a 
year — a  greater  fluctuation  was  un 
likely.  If  the  investor  took  a  2%  hit 
principal  while  making  9y2%  in  yield 
he'd  still  be  well  ahead  of  a  bank 
customer. 

Since  money  market  interest  rates  J 
began  dropping  this  spring,  many  in 
vestors  have  moved  their  cash  intol| 
short-term    (one-to-five-year) 
fimds  in  search  of  higher  yields.  The 
question  they  should  be  asking  is: 
Does  an  investor  get  enough  in  higher 
return  to  make  up  for  the  risk  of  losing  j, 
principal  should  rates  climb  again.^  So 
far,     Scudder's     two-year-old     fimd|, 
seems  to  offer  an  attractive  risk- re 
ward  tradeofif.  The  share  price  of  this 
no-load  fimd  has  been  as  high 
$11.93  and  as  low  as  $11.39. 

In  return  for  this  modest  volatility 
the  shareholders  have  enjoytd  a  13% 
total  return  for  the  year  ended  June 
30.  The  fund's  12%  average  annual 
return  for  the  two  years  ended  May  3 1 
put  it  first  among  short-term  bond 
funds  tracked  by  Lipper  Analytical  -^^ 
Services,  Inc. 

Once  a  math  teacher  at  the  Episco- 
pal Academy  in  Merion,  Pa.,  Poor, 
48,  left  education  and  his  $7,500 
annual  salary  to  enter  a  broker's  train 
ing  program  at  Smith  Barney,  Harris 
&  Upham  on  Wall  Street.  In' 1970  he 
moved  to  Scudder,  Stevens  &  Clark  in 
B(«ton,  where  he  has  put  in  21  years 
as  an  analyst  and  institutional  portfo 
lio  manager.  Poor  took  over  the  Short 
Term  Bond  Fund  when  it  was  created 
from  three  other  Scudder  fiinds  in 
July  of  1989.  The  timing  was  propi 
tious.  Money  market  rates  were  soon 
dropping,  and  money  began  inundat 
ing  the  fimd,  recently  at  a  rate  of  $6 
million  a  day. 

How  did  Poor  get  a  13%  return 


as  J, 


Forbes  ■  August  19,  1991 


It  lata 


henevf 
iancti 


'en, 


glicoi 
oreth 


leG 

ivners 

:wmc 

:  Se  poi 


leado 
lents. 


fenn 


foaon 
onieo' 
rfad\' 
m[ 
itcs  H 

ools." 


orbc^ 


■■■aiH 


r  the  past  year,  when  interest  rates 

e  well  below  10%?  He  bet  in  favor 

declining  rates,  and  mosdy  won 

t  ise  bets.  That  means,  of  course, 

t  the  double-digit  returns  of  the 

'i  ent  past  will  be  a  tough  act  to 

■eat.  But  he  also  wrung  the  maxi- 

im  boost  in  return  from  the  small - 

assumed  risk.  Poor's  carefiil  work- 

;  of  the  Ginnie  Mae  market,  where 

has  parked  a  fourth  of  the  hand's 

100  miUion  in  assets,  illustrates  his 
hniques. 
Poor  chooses  premium-rate  Ginnie 
les,  those  with  coupons  of  1 1%  to 
1  V2%.  There  is  no  credit  risk  on  these 
i  vernment-guaranteed      mortgage 

(ols,  but  there  is  another  kind  of  risk 
principal.  A  newly  issued  Ginnie 
le,  constructed  from  9V2%  mort- 
Iges,  now  carries  a  coupon  of  9% 
le  V2%  covers  overhead)  and  trades 
y  close  to  100.  In  contrast,  one  of 
1  or's  older  11  ¥2%  Ginnie  Maes 
t  des  at  111  cents  on  the  dollar, 
I  .-aning  that  every  time  a  dollar  of 
I  ncipal  is  repaid  by  a  homeowner, 
>or  takes  an  1 1 -cent  loss  on  capital. 
I  Small  principal  repayments  dribble 
with  every  monthly  mortgage 
eck,  and  Poor  doesn't  mind  those. 
It  large  dollops  of  principal  come  in 
lenever  a  homeowner  pays  off  the 
'lance  of  a  mortgage  in  the  course  of 
oving  or  refinancing.  In  essence, 
jen.  Poor  is  betting  that  these  pre- 
yments  will  be  slow  and  that  the 
"  gh  coupons  will  last  long  enough  to 
ore  than  make  up  for  his  principal 
'sses. 

Is  this  a  sensible  bet.^  It  is  an  axiom 
"the  Ginnie  Mae  market  that  home - 
vners  tend  to  refinance  as  soon  as 
:w  mortgage  rates  are  two  percent- 
;e  points  below  the  rates  they  are 
lying — this  spread  being  roughly 
hat  the  borrower  needs  to  cover 
financing  costs  and  come  out  a  little 
lead  on  the  monthly  mortgage  pay- 
ents.  Thus,  with  30-year  conven- 
Dnal  fixed  mortgage  rates  recently  at 
54%,  a  Ginnie  Mae  issued  in  1980, 
hen  mortgage  rates  were  near  12%, 
lould  be  suffering  rapid  principal 
•osion.  But  Poor  points  out  that 
omeowners  in  one  of  these  pools 
ready  had  an  opportunity  to  refi- 
ance  back  in  1986  and  1987,  when 
ites  were  low.  "The  itchy  trigger 
ngers  are  already  out  of  these 
ools,"  says  Poor. 


When  bank  yields  look  too  paltry 


Fund 


Fidelity  Short  Term  Portfolio 

Neuberger  &  Berman  Ultra  Short  Bond 

T  Rowe  Price  Short-Term  Bond  Fund 

Scudder  Short  Term  Bond  Fund 

Strong  Short  Term  Bond  Fund 

Vanguard  Fixed  Income  Short  Term  Portfolio 

All  figures  as  of  June  30. 
Source:  Forbes. 


These  bond  funds  all  have  portfolios  with 
average  maturities  of  between  one  and  five  years. 
They're  riskier  than  bank  accounts. 


Assets 

12- 

3-year 

($mil) 

month 

return 

return 

(annualized) 

$259 

8.4% 

8.2% 

82 

7.8 

8,1 

217 

7.5 

7.6 

733 

12.7 

10.6 

83 

10.5 

7.3 

1,141 

10.5 

9.4 

Balance  the  principal  losses  against 
the  higher  interest  earnings,  and  an 
111/2%  Ginnie  Mae  issued  in  1980 
should  deliver  a  total  return  (interest 
minus  principal  losses)  of  about  9%  a 
year,*  says  Poor.  That's  assuming  in- 
terest rates  don't  change  much  from 
current  levels. 

But  what  if  interest  rates  shoot  up? 
Should  the  man  from  Alabama  be 
worried?  The  old,  high-coupon  Gin- 
nie Maes  would  indeed  decline  in 
value,  but  not  as  much  as  newer  ones 
would.  Why?  The  price  of  the  old 
Ginnie  Maes  would  be  buoyed  by  the 
drop  in  early  principal  repayments. 
New  issues,  however,  aren't  affected 
much  by  principal  prepayments,  so 
their  prices  would  drop  until  their 
yields  closely  matched  prevailing  in- 
terest rates. 

Aside  from  the  Ginnie  Maes,  Poor 
has  a  fourth  of  his  fund  in  asset- 
backed  securities.  The  Sears  Credit 
Account  Trust  89- C,  for  instance,  is  a 
pool  of  credit  card  receivables  due 
Sears,  Roebuck  and  rated  AAA  by 
Moody's  and  Standard  &  Poor's. 
Poor  is  taking  a  small  but  calculated 
credit  risk  here.  If  a  large  enough 
fraction  of  Sears'  customers  turn  out 
to  be  deadbeats,  the  trust  would  be- 
gin to  take  some  losses.  But  there  is 


*This  Is  on  a  bond-equivalent  basis,  meaning 
that  Poor  has  allowed  for  the  fact  that  Ginnie 
Maes  compound  monthly  while  bonds 
compound  semiannually. 
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enough  of  a  cushion  built  in  to  make  a 
principal  loss  very  unlikely.  Poor 
holds  a  senior  piece  of  the  pool;  junior 
holders  take  the  first  credit  losses. 
Yield  to  maturity  was  recentiy  JVsVo. 

Poor's  speculations  get  more  exotic 
yet.  Last  year  he  bought  reverse  float- 
ing rate  notes,  due  in  January  1992, 
issued  by  Du  Pont.  These  securities 
pay  an  interest  rate  set  by  a  formula 
that  exaggerates  money  market 
changes.  The  formula  is  30%  minus 
three  times  the  Fed  fiands  rate  (the 
rate  at  which  banks  lend  to  other 
banks).  That  rate  was  recentiy  5%%, 
and  Du  Pont  was  paying  the  fund 
12%%.  In  other  words,  Poor  made  a 
bet  that  the  Fed  funds  rate  would 
continue  to  fall.  But  if  the  funds  rate 
rose  the  leverage  would  work  against 
him.  If  it  rose  to  10%,  the  issue  would 
pay  no  interest.  If  it  rose  even  higher. 
Poor  would  have  to  repay  past  interest 
he  has  received. 

Notice,  however,  that  while  this 
holding  is  risky,  it's  not  as  risky  as,  say, 
a  long-term  Treasury  bond.  If  interest 
rates  shot  skyward  tomorrow,  the  Du 
Pont  note,  due  in  January  1992, 
would  be  marked  down  from  101 
cents  on  the  dollar  to,  at  worst,  a  few 
cents  less.  A  long-term  Treasury 
might  collapse  20%  or  30%  in  value. 

There  is  no  such  thing  as  a  higher 
return  without  higher  risk,  but  there 
are  portfolios  that  achieve  somewhat 
higher  returns  with  only  moderately 
higher  risk.  Tom  Poor  seems  to  have  a 
talent  for  constructing  them.  ^M 
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REASON  interview  (continued  from  p.  24) 

people  who  start  new  enterprises,  because  without  good 
management  you'll  not  for  long  have  a  good  business.  We 
are  not  only  a  drama  critic  of  companies — telling  who's 
doing  well  and  who  isn't  and  why,  coming  to  cqnclusions. 
We  also  unearth  trends  such  as  the  litigation  scandal  where 
[Ralph]  Nader  got  very  close  to  the  trial  lawyers — each 
scratching  the  other's  back,  wrapping  themselves  in  virtue. 
We  will  continue  to  take  the  veil  off  of  that  sort  of  thing. 

Reason:  Now,  that  Nader  piece  was  extremely  contro- 
versial. You  were  deluged  with  letters. 

MSF  Jr.:  Right.  But  his  response  wasn't  as  strong  as  we 
had  expected.  He  was  full  of  anger  and  outrage.  But  he 
really  didn't  wound  or  demolish  the  premise  of  the  piece. 

Reason:  But  surely  you  didn't  expect  that. 

MSF  Jr.:  No,  we  didn't.  But  I  think  he  was  quite  surprised 
that  anyone  would  dare  to  treat  him  as  he  treats  others. 

Reason:  Forbes  has  a  reputation  for  challenging  the 
conventional  wisdom.  Were  the  Nader  piece  and  global 
warming  piece  examples  of  using  that  viewpoint  on  a 
political  issue,  or  did  they  reflect  some  particular  ideology? 

MSF  Jr.:  Our  ideolo- 
gy, if  there  is  one,  is 
"Let  business  be  done 
by  consenting  adults." 
We  don't  have  an  ideol- 
ogy or  party  line,  but 
we're  always  looking 
for  things  that  others 
haven't  found. 

On  the  Nader  story, 
for  instance,  we  stum- 
bled onto  that  because 
of  our  earlier  story  on 
the  scandalous  ways 
that  trial  lawyers  have 
affected  the  economy 
and  the  way  judges  have 
allowed  that  to  happen. 

When  we  were  researching  that  storv,  we  came  across  the 
fact  that  there  was  this  unpublicized,  very  close  relation- 
ship between  Nader  and  the  trial  lawyers.  They  worked 
very  closely,  like  hand  in  glove.  We  didn't  search  out  Ralph 
Nader.  We  came  upon  it  doing  another  story.  That's  oft:en 
where  you  get  your  best  stories — you  start  one  story  and 
end  up  getting  evidence  that  warrants  another  one. 

Reason:  Some  have  said  Forbes  is  getting  too  much 
into  political  issues  and  inching  away  from  pure  business 
journalism. 

MSF  Jr.:  Quite  the  opposite.  Nader  has  had  a  major 
impact  on  business  and  not  always  for  the  right  reasons. 
One  of  the  institutes  that  he  has  been  associated  with 
came  out  with  a  piece  a  few  months  ago  alleging  that  five 
major  insurance  companies  were  on  the  rocks.  It  had  to, 
at  least  in  two  of  those  cases,  withdraw  that  statement  and 
in  a  third,  do  a  scmiwithdrawal. 

Environmentalism  and  its  costs  obviously  have  impact 
on  the  economy,  and  to  have  a  piece  that  says  we  should  try 
to  pay  more  artention  to  science  and  less  to  emotionalism 
doesn't  seem  to  be  a  bad  thing  for  anyone  whether  they're 
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in  business  or  out  of  business.  Business  today  is  subject 
many  more  forces  than  it  was  20  or  30  or  50  years  ago. 

Reason:  How  does  a  business  magazine,  particularly 
one  that  takes  a  tough  stance  on  regulation  and  is  critic; 
of  people  like  Nader,  avoid  becoming  a  sort  of  cheerlead- 
er for  business? 

MSF  Jr.:  When  I  say  drama  critic,  that  means  we 
and  pan.  The  flaws  of  capitalism  are  people  who  don't 
know  how  to  run  businesses  well.  They  waste  capital. 
Each  issue  of  Forbes  has  a  number  of  stories  that  are 
critical.  As  a  matter  of  fact,  some  congressional  investiga 
tors  say  they  get  a  lot  of  their  ideas  by  reading  Forbes 
because  we  ferret  out  the  shortcomings  of  business  an( 
the  people  who  aren't  doing  well. 

Reason:  How  would  you  describe  your  personal  politi 
cal  views? 

MSF  Jr.:  I'm  pro-growth.  If  that  means  enterprise 
zones,  I'm  supportive,  and  if  it  means  increasing  the 
earned  income  tax  credit  as  a  way  of  enabling  people  to  get  - 
off  the  welfare  treadmill,  I  would  be  for  it.  That  is 

really  the  guiding  com 

pass:  How  do  you  let 

people    develop    their 

talents    with    a    mini 

mum  of  interference? 

Because     capitalism 
means  constant 

change,  there  are  al 
ways  people  who  feel 
they're  going  to  be 
hurt  by  change  and 
are  going  to  resist  it 
Sometimes  some  of 
these  subsidy  programs 
are  really  bribes  to  al 
low  change  to  take 
place,  not  block  it 
Look  at  the  number  of 


farmers  today  compared  to  60  years  ago.  It's  gone  from  25 
million  to  less  than  a  million  serious  farmers.  We  threw  in 
subsidies  that  shouldn't  have  been  in  there,  but  they  didn't 
muck  up  the  rest  of  the  economy  too  much.  That  doesn't 
mean  we  should  say  we're  all  for  subsidies.  It  just  means 
you've  got  to  recognize  sometimes  that,  human  nature 
being  what  it  is,  when  something  is  threatened,  don't  let 
the  forces  of  the  status  quo  block  the  change. 

The  best  way  to  get  change  is  by  doing  something  like 
reducing  or  eliminating  capital  gains  taxes  so  that  people 
on  their  own  create  tiie  dynamic  for  getting  ahead  rather 
than  having  to  go  through  an  existing  entity  or  get 
permission  from  existing  political  structures. 

Look  at  an  area  like  the  Middle  East.  We  should 
policies  that  would  break  the  economic  feudalism  that 
dominated  that  region.  For  instance,  in  order  to  set  up  a 
business,  it's  now  almost  as  bad  as  Latin  America  in  terms 
of  getting  the  permission.  Tax  rates  are  much  too  high. 
Iraq  is  a  very  centralized  economy.  Egypt  has  improved, 
but  it  still  has  a  suffocating  bureaucracy.  Algeria's  made  a 
littie  progress,  so  it's  98%  hopeless,  instead  of  100%.  Even 
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ael  is  in  an  economic  straitjacket.  The  government 
I  ns  the  banks.  And  if  you  add  up  individual  tax  rates, 
I :  value  added  tax,  and  all  the  other  taxes  they  apply,  it's 
;  oppressive  burden.  Just  as  Ludwig  Erhardt  opened  up 
'  rmany,  sweeping  away  the  war  controls  and  rationing, 
:  we  should  try  to  sweep  away  the  obstacles  to  the 
r  trepreneurial  energy  in  that  region. 

(Reason:  What  can  America  do  to  foster  these  changes.' 
MSF  Jr.:  We  should  ban  the  International  Monetary 
ind.  If  we  have  any  other  enemies,  we  should  send  the 
'  IF  to  them,  and  that  will  undermine  them  very  quickly. 
'  aybe  that's  what  we  should  do  to  Iraq,  just  send  some 
|1F  experts.  That  would  knock  [Saddam  Hussein]  down. 
We  should  advocate  low  tax  rates.  We  should  advocate 
)t  having  to  go  through  50  diflPerent  hurdles  and  having 
j  bribe  300  different  bureaucrats  to  set  up  a  business. 
!  Reason:  What  you  say  makes  a  lot  of  sense,  but  I  tend 
be  fairly  pessimistic.  Look  at  Israel,  where  the  United 
lates  has  a  fair  amount  of  influence.  We  haven't  used  it. 
I  MSF  Jr.:  We  haven't  used  the  influence  because  it  has 
;ver  occurred  to  us  that  the  way  they  run  their  economy 
particularly  bad,  that  the  advice  that  they  get  from  so- 
iled experts  is  wrong.  The  Israelis  would  probably  be 
:ry  relieved  if,  instead  of  beating  up  on  them  over  the 
ilestine  question,  we  said,  "Gee,  you  should  reduce  tax 
tes  and  reduce  your  regulatory  obstacles."  If  we  try  to 
:>  in  there  creating  that  dynamic,  just  as  we  created  it  in 
urope  after  World  War  II,  it  does  set  in  motion  forces 
lat  are  more  benign  than  malignant. 
Reason:  Returning  to  the  domestic  scene,  it  seems  there 
opposition  to  growth  developing.  The  environmental 
lovement  and  the  no-growth  movement  reflect  this. 
MSF  Jr.:  Sure,  growth  is  like  creativity,  it  doesn't  go 
ong  very  neat,  precise  ways.  You  get  clogged  highways 
sfore  you  figure  out  a  way  to  open  up  capacity.  You  get 
Dilution  before  you  figure  out  a  way  to  fight  it.  With 
lything  new  you  have  benefits  and  costs.  But  that 
oesn't  mean  you  should  say,  "Gee,  it's  all  bad."  It's 
uch  better  to  have  those  problems  than  the  problems  of 
:agnation,  where  nothing  happens.  When  [people]  find 
ut  that  their  homes  go  for  40%  less  than  what  they  paid 
)r  them,  and  when  unemployment  goes  up,  suddenly 
rowth  won't  seem  so  bad  anymore. 
You're  always  going  to  have  this  friction.  In  the  1960s 
eople  at  college  assumed  the  economy  was  always  going 
3  grow,  and  prosperity  was  a  given.  So  they  concentrated 
n  saving  the  world  by  going  off  and  building  chicken 
oops  in  Chile  or  demonstrating  against  war.  There  were 
lore  exalted  things  to  do  than  worry  about  earning  a 
jving.  Well,  after  the  1970  recession,  that  attitude  began 
D  change,  especially  when  these  people  got  out  of  college 
nd  actually  had  to  do  something.  Most  people,  even 
hough  they  may  get  annoyed  by  change  in  a  certain  area, 
ion't  conclude  that  growth  is  all  bad.  They  just  say,  "Let's 
lean  up  around  here."  People  may  like  a  nice  environ- 
aent,  but  they're  not  going  to  write  a  blank  check  for  it  or 
How  environmentalism  to  be  used  as  a  cloak  for  dominat- 
ng  people's  lives  through  bureaucratic  decrees. 
Reason:  Are  you  optimistic  or  pessimistic  about  the 
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U.S.  economy  over  the  next  few  years.' 

MSF  Jr.:  There  is  strength  in  this  economy  that  people 
have  overlooked.  In  the  last  15  years,  various  sectors  have 
gone  through  wrenching  changes,  but  never  simulta- 
neously. In  the  booming  1980s,  agriculture  and  energy 
went  through  a  depression.  Banking  is  going  through  one 
today,  as  is  real  estate.  But  even  if  these  areas  continue  to  go 
through  changes,  that  doesn't  mean  the  other  parts  of  the 
economy  shouldn't  start  to  pick  up  and  show  signs  of  life. 
The  nice  thing  about  an  open  economy  is  that  you're  not 
dependent  on  a  handful  of  people  doing  something  right. 

And  if  we  make  a  few  changes  in  the  tax  code,  we'll 
really  see  some  activity. 

I  guess  if  you  want  to  reduce  it  to  simple  form,  it's  the 
raw  energy  quotient  in  this  country  that  is  still  very 
strong,  and  increased  immigration  could  make  that  ener- 
gy grow  even  stronger.  It  can  ameliorate  the  shortcom- 
ings of  the  political  elites,  business  elites,  and  everyone 
else  who  "knows  what  they're  doing." 

Reason:  So  you  support  fairly  open  immigration  policies? 

MSF  Jr.:  This  country  has  the  capacity  to  absorb  more 
immigrants.  There  are  several  benefits  with  immigrants. 
One  is  they  don't  let  you  get  set  in  your  ways.  That  kind  of 
constant  prodding  keeps  the  rest  of  us  on  our  toes.  This 
country  can  absorb  people  so  much  better  than  any  other. 
We're  not  a  Lebanon.  We're  not  a  Soviet  Union.  When 
people  get  to  America,  they're  glad  to  be  here,  most  of 
them.  Allowing  people  to  come  in  who  are  neither 
members  of  existing  families  nor  political  refugees  but 
who  want  to  come  and  do  something  is  all  for  the  good. 

Reason:  You're  not  worried  about  a  threat  to  the  culture? 

MSF  Jr.:  There  are  always  threats  to  the  culture  when 
you  bring  new  people  in.  That's  why  it's  important  to 
have  a  society  that's  fairly  confident  of  itself.  A  hundred 
years  ago  people  said  we  could  absorb  the  Germans,  the 
Irish,  and  the  English,  but  how  in  the  world  could  we 
absorb  these  southern  and  eastern  Europeans  who  have 
no  democratic  tradition  at  all?  Well,  for  a  while,  it  was 
touch  and  go.  That's  why  you  had  rough  political  ma- 
chines in  some  cities.  It  wasn't  very  democratic,  but  that 
was  part  of  the  adjustment  process.  Now  political  scien- 
tists say,  "Gee,  these  machines  did  help  the  transition." 
Even  though  they  stole  everyone's  money,  they  per- 
formed a  service — probably  better  than  some  of  the  social 
services  today — because  they  wanted  to  get  votes. 

New  York  City,  for  example,  will  never  be  as  smooth  or 
gracious  a  city  as  others  because  you  always  have  a  new 
crowd  coming  in  that  wants  to  muscle  its  way  in. 

Reason:  Are  you  optimistic  about  New  York? 

MSF  Jr.:  Short  term,  no.  The  state  of  New  York  and 
the  city  of  New  York  have  very  severe  financial  problems, 
but  again,  the  raw  energy  level  is  high.  So  we  will  survive. 
Over  the  next  ten  years,  local  governments  will  be  forced 
to  try  things  that  they  never  would  have  tried  before.  Just 
as  inflation  enabled  us  to  deregulate  transportation,  bud- 
get crises  wilJ  force  governments  to  try  things — whether 
it's  privately  owned  highways  or  whatever — just  because 
they  can't  afford  the  old  way  of  doing  things  anymore. 

Reason:  Thank  you.  ^M 
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Jl  of  us  have  dreamlands.  A  special  place  to  call  our 
own.  Safe.  Unhurried.  Fun,  of  course,  but  much  more.  A 
place  that's  unspoiled,  where  you  and  nature  can  get  it  all 
together. 

Forbes  Inc.,  publisher  of  Forbes  Magazine,  through 
its  incredibly  successful  Colorado  land  subsidiary,  Sangre 
de  Cristo  Ranches,  is  selling  homesites  on  over  12,500  glori- 
ous acres  of  untouched  land  nestled  on  The  Lake  of  the 
Ozarks  in  central  Missouri. 

The  average  lot  size  of  much  of  this  land  is  6  acres,  with  a 
minimum  of  3  right  up  to  1 5  acres.  The  price  for  most  of  these 
lots  is  $7,500*,  and  each  is  divisible  into  at  least  2  lots.  This 
means  that  purchasers  can  dispose  of  the  added  lot  to  their 
children,  relatives  or  friends.  And:  camping  is  permitted  on 
some  lots!  You  can  purchase  your  homesite  with  9%  financ- 
ing and  monthly  payments  of  only  1  %  of  the  purchase 
price.  It's  an  opportunity  for  all  time,  for  all  seasons. 

•Price  subject  to  change  without  notice 
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Obtain  the  F'roperly  Report  required  lay  [  -Jcial  Iua  jud  luad  a  uelu!.  -:,^i  uiy  j!  ,:!  !:y,  Nv  1  odcral  agency  has  judged  (he  merits  or  value,  il  any,  ot  this  properry  tqual  Crecil  and  Housing 
Opportunity,  A  statement  and  offering  statement  lias  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York,  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  oi  , 
lease  by  the  Secretary  of  Slate  or  that  the  Secretary  of  State  has  in  any  vi/ay  passed  upon  the  merits  of  such  offering  .  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  <lrDe( 
Cristo  Ranches,  NYA88-178 


Forbes  Lake  of  the  Os^rks 

303,  Fort  Garland,  CO  81 133 


Box 


Without  obligation,  please  send  me  more  information 
on  Forbes  Lake  of  the  Ozarks. 
PLEASE  PRINT 
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Name . 


I     Address 

mt     City/State/Zip" 
■     Telephone 


or  phone  816/438-2801 
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CAPITAL  MARKETS 


MONEY  &  NVESTMENIS 


!X-free,  mortgage-backed  bonds  designed  to  be 
iid  off  quickly  can  enhance  short-term  yields. 

Supeir  sinkers 
:hat  float 


1  Weberman  is  a  columnist 
Forbes  magazine. 


IVESTORS  worried  about  declining 
;lds  often  decide  the  best  strategy  is 

accept  lower-quality  issues  to  keep 
elds  high.  A  smarter  way  is  to  en- 
ince  short-term  yields  by  taking  po- 
dons  in  long-term  issues  that  are 
:ely  to  be  redeemed  well  before 
aturity. 

One  way  to  do  this  involves  the  tax- 
:empt  market  for  single-family 
3using  mortgage  bond  issues.  These 
e  bonds  issued  by  state  and  local 
Dvernment  age'ncies  to  raise  hinds 
»r  financing  low-cost  mortgages 
)  low-  and  middle-income  home 
uyers. 

Like  Ginnie  Maes  and  other  mort 
age- backed  securities,  these  issues 
;nd  to  be  prepaid  when  interest  rates 
il.  But  selected  mortgage  issues  give 
ivestors  some  control  over  the  pre- 
ayment  schedule.  Here's  why: 

An  issue  comprising  a  pool  of  30- 
sar  single -family  first  mortgages  is 
ivided  by  the  issuer  into  several 
■anches;  each  tranche  has  a  distinct 
nd  different  priority  for  receiving 
repayments  of  principal  of  underly- 
ig  housing  debt. 

Some,  but  not  all,  of  the  single- 
unily  housing  issues  have  what  is 
nown  as  a  "super  sinker"  maturity, 
/hich  normally  accounts  for  one-fifth 
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of  the  principal  raised.  The  super  sink- 
er portion  is  different  from  other 
tranches  because  it  is  paid  off"  much 
faster  than  its  stated  maturity.  Why? 
Under  the  terms  of  the  issue,  the 
repayments  by  homeowners  of  mort- 
gage principal  must  first  go  to  redeem 
the  bonds  in  this  tranche. 

Historically,  in  any  pool  of  single- 
family  mortgages,  there  is  a  constant 
flow  of  repayments  as  some  mortgag- 
ors sell  their  houses  and  pay  off  mort- 
gages, default,  refinance  or  just  re- 
duce debt.  Repayments  tend  to  accel- 
erate when  the  cost  of  money  falls. 

Because  of  the  concentration  of 
repayments  on  the  super  sinker 
tranche,  the  average  life  of  these 
bonds  tends  to  run  between  three 
years  and  five  years,  while  other 
tranches  have  longer  lives. 

Issues  with  super  sinkers  carry 
about  1%  more  yield  over  the  return 
of  a  fixed-maturity  bond  of  a  similar 
quality  security.  As  an  example,  Ala- 
bama Housing  Finance  Authority 
6%s  came  to  market  July  15  with  a 
stated  maturity  of  201 1 .  The  federally 
insured,  AAA-rated  super  sinker  por- 
tion has  an  estimated  average  life  of 
3.5  years,  and  trades  at  99%,  to  yield 
6.5%.  A  comparable  3.5-year  tax-ex- 
empt bond  would  have  a  return  of 
about  5.5%. 

Similarly,  the  Illinois  Housing  De- 
velopment Agency  6.95s  of  2022 
have  an  expected  average  life  of  5.1 
years  and  consist  of  a  pool  of  fha- 
insured  and  other  mortgages.  Trad- 
ing at  991/2,  the  yield  is  7.07%  to  the 
average  life.  A  comparable  Illinois- 
insured  five-year  housing  bond  with  a 
five-year  final  maturity  currently 
yields  5.75%.  The  super  sinker  inves- 
tor gets  1 .32%  more  interest  annually. 
The  higher  yield  is  due  to  the  maturity 
risk:  you  don't  know  precisely  when 


the  bond  will  be  redeemed. 

Before  making  a  commitment  to 
buy  a  super  sinker,  Lauren  Eastwood, 
director  of  research  at  Gabriele, 
Hueglin  &  Cashman,  advises  clients 
to  check  whether  interest  payments 
are  subject  to  the  alternative  mini- 
mum tax  (amt).  "The  amt  applies  to 
interest  paid  on  new  money  issues 
that  have  come  to  market  after  the 
Aug.  7, 1986  effective  date  of  the  Tax 
Reform  Act,"  says  Eastwood.  Issues 
whose  proceeds  have  been  used  to 
refiand  a  pre -tax -reform  bond  or 
which  came  to  market  prior  to  the  tax 
reform  are  exempt  from  the  AMT. 

Clayton  Erikson,  manager  of  mu- 
nicipal trading  at  A.G.  Edwards  & 
Sons,  Inc.,  points  out  that  underlying 
mortgages  do  carry  risk  of  default.  He 
recommends  purchase  of  mortgage- 
backed  bonds  only  when  the  bond 
pool  is  guaranteed  by  state  or  federal 
agencies  such  as  Government  Nation- 
al Mortgage  Association  or  the  Feder- 
al Housing  Administration,  that  are 
double-  or  triple-A  rated,  gnma- 
backed  bonds  are  fiall  faith  and  credit 
obligations  of  the  U.S.  Treasury;  fha- 
backed  bonds  have  federal  insurance 
protection. 

If  you  do  buy  a  super  sinker,  plan  on 
holding  the  security  through  its  re- 
payment period.  Because  there  isn't 
much  of  a  secondary  market  in  these 
issues,  it  is  necessary  to  shop  around 
among  several  dealers  in  order  to  get  a 
good  price. 

Non-federally-insured  issues  with  a 
large  cushion  that  are  acceptable  in- 
vestments to  Eastwood  include  Mas- 
sachusetts Housing  Finance  Agency 
7s  of  2023  with  an  estimated  average 
life  of  2.9  years.  Rated  double-A  by 
Moody's  and  A-plus  by  s&P,  the 
bonds  trade  at  99 V2  to  yield  7.2%  to 
the  expected  average  life.  Compara- 
ble three -year  Massachusetts  fha  or 
other  insured  debt  of  like  quality  pays 
5.5%.  The  interest  is  subject  to  amt. 

Warning:  Patience  is  needed  in  the 
search  for  super  sinkers.  They  don't 
come  along  that  often,  and  investors 
in  New  York,  California  and  other 
high -tax  states  who  feel  compelled  to 
buy  in-state  bonds  to  avoid  state  and 
local  government  income  taxation 
may  be  frustrated.  But  the  incremen- 
tal yield  may  be  enough  to  cover  the 
additional  income  taxes — and  even  to 
pay  the  federal  amt.  ^ 
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A  true  contrarian  looks  for  extremes 

of  pessimism  and  optimism.  Here  are  two  businesses 

where  pessimism  has  clearly  gone  to  extremes. 

Out  of  step 


BY  DAUID  DREMAN 


David  Dreman  is  managing  director 
of  Dreman  Value  Management,  L.P., 
Investment  Counsel,  New  York,  and  author  of 
The  New  Contrarian  Investment  Strategy. 


My  fellow  Forbes  columnist  Mark 
Hulbert  wrote  recently  about  the  lim- 
its of  contrarianism — the  idea  of  in- 
vesting against  rather  than  with  the 
crowd.  Mark  pointed  out  that  the 
crowd  isn't  always  wrong.  He's  right, 
of  course,  but  that  doesn't  mean  that 
bucking  the  crowd  is  a  futile  exercise. 
A  lot  depends  on  what  one  means  by 
contrarian. 

I  used  the  term  contrarian  in  my 
book,  Contrarian  Investment  Strate- 
gy, in  1980  to  describe  the  disci- 
plined, low-p/E  approach  I  follow. 
The  term  has  been  popularized  to 
cover  widely  varying  investment 
styles.  Today,  a  contrarian  is  consid- 
ered to  be  anyone  from  the  market 
timer  who  relies  on  the  most  obscure 
technical  information  to  the  astrolo- 
ger who  advises  clients  from  a  propri- 
etary cosmic  database. 

^ly  version  of  contrarianism  in- 
volves buying  low-p/E  stocks.  This  is 
contrarian  because  it  focuses  on 
stocks  that  are  for  one  reason  or  an- 
other our  vof  favor  in  the  market.  My 
studies,  wli-ch  cover  60  years,  show 
that  low-r  H  stocks  have  outper- 
formed the  market  over  time  because 
of  such  overrc actions.  This  disci- 
plined contrarian  philosophy  should 
continue  to  work  as  long  as  human 
nature  doesn't  change. 
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The  one  thing  about  human  na- 
ture that  contrarianism  is  meant  to 
capitalize  on  is  its  human  tendency 
to  go  to  extremes  of  pessimism  and 
optimism.  The  true  contrarian  tries 
to  catch  these  swings,  buying  when 
people  are  overpessimistic  and  sell- 
ing when  people  are  overoptimistic. 
Let's  look  at  two  industries  where 
there  have  been  large  overreactions 
that  should  provide  major  opportu- 
nities from  here. 

The  first  is  banking.  Investors  al- 
most sold  these  stocks  into  the 
ground  last  year  when  the  industry's 
viability  was  questioned.  Even  after 
rebounding  sharply,  the  banks  still 
look  cheap.  Most  are  trading  at  a  litde 
more  than  half  of  the  market  multiple 
on  estimated  1991  earnings,  with  div- 
idends often  60%  or  more  above  the 
s&p  500. 

Moreover,  there  is  a  secular  change 
in  the  industry  that  will  improve  the 
position  and  profitability  of  the  stron- 
ger banks.  In  cleaning  up  the  bank 
and  s&L  mess,  the  regulators  have 
turned  over  large,  potentially  highly 
profitable  deposits  to  many  of  the 
strong  regionals  at  minimal  cost.  (The 
Resolution  Trust  Co.  or  the  Federal 
Deposit  Insurance  Corp.  assumes  al- 
most all  the  bad  assets  of  the  problem- 
atic institutions.)  The  days  when 
banks  had  to  spend  lavishly  to  gain 
deposits  through  high  interest  or  by 
giving  away  color  TV  sets  or  stereos  are 
over.  Reduced  competition  and  con- 
solidations should  also  improve  bank 
profitability. 

Three  banks  to  look  at: 

San  Francisco- based  BankAmerica 
(33)  is,  for  the  present  at  least,  the 
nation's  third  largest.  After  major 
problems  in  the  mid- Eighties,  ba's 
earnings  have  improved  through  the 
current  banking  crisis  and  should  be 
up  again  in  1991 .  The  stock  has  a  P/E 
of  7  and  yields  3.6%. 

Golden  West  Financial  (37)  is  one 
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of  the  strongest  and  best  managed  o:  |g||.Q 
the  thrifts.  Earnings  were  up  in  botl 

1989  and  1990  at  the  height  of  thcffi^SS 
S&L  debacle,  and  should  show  a  bet 
ter-than-10%  increase  in  1991.  p/i 
of  11,  yields  0.5%. 

Marshall  &■  Ilsley  (42 )  is  a  Milwau- 
kee-based bank  holding  company 
with  a  good  balance  sheet.  Earning! ' 
per  share  should  approach  $4  thii 
year,  with  another  good  increase  ir 
1992.  The  stock  trades  at  a  P/E  oj 
11  and  yields  3.1%. 

My  second  current  case  of  overre 
action  involves  the  manufacturers  o] 
smaller  computers.  After  running  wel 
ahead  of  the  market  since  the  October 
lows,  many  of  these  companies  have 
been  pummeled  in  the  last  few 
months.  Some  are  trading  below  thei 

1990  lows,  as  investors  appear  to  b 
discounting  almost  the  end  of  th€ '' 
minicomputer  industry. 

What  seems  to  be  forgotten  is  that 
the  major  problems  are  likely  to  be 
nonrecurring,  i.e.,  price-cutting  and 
slowing  sales  because  of  the  current 
recession,  and  a  rising  dollar,  which  uthe 
has  depressed  results  abroad.  Two 
stocks  I  would  look  at  here: 

After  eight  years  of  higher  earnings, 
Compaq  (31)  stumbled  temporarily  I; 
this  year,  its  stock  dropping  60%  from 
the  year's  high  to  its  recent  low.  With 
the  hkelihood  of  an  improving  econo 
my,  major  introductions  l^ter  this 
year  and  a  more  stable  dollar  (60%  of 
sales  are  abroad),  CPQ  could  have  i 
sharp  earnings  and  price  rebound 
The  stock  trades  at  a  price/earnings 
ratio  of  7. 

Apple  Computer  (44),  like  Com 
paq,  has  been  on  a  roller  coaster  this 
year,  selling  as  high  as  73  and  as  low  as|iy 
24.  Can  anyone  doubt  that  such  ex 
treme  swings  are  evidence  of  extremes 
of   pessimism    and    optimism.'    Al- 
though Apple's  unit  growth  has  con- 
tinued to  be  rapid  in  its  new  low- 
priced   lines,  a  major  restructuringfifjiss 
charge  and  lower  demand  for  higher- 
priced  products  should  result  in  fiscal 
earnings  dropping  to  $2.65,  versus 
last  year's  $3.77  (fiscal  year  ends  Sept. 
30).  This  decline  has  encouraged  the  f^jj^ 
pessimists,   but   looking   out   a   bit,  u 
there's    plenty    to    encourage    opti-  le^j^j 
mism.    Next  year,   with   improving  tttn 
sales,  earnings  could  reach  a  record  $4  Qfi- 
to  $4.50  a  share.  The  stock  trades  at  a 
P/E  of  16  and  yields  1.1%.  ^ 
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WALL  STREET  IRREGULAR 
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jSiall-cap  stocks  shone  in  199rs  first  half. 

.[■'  lere  are  good  reasons  they 

^'|Duld  continue  to  outperform  big-cap  stocks. 

t's  not  too  late 


Hulbert  is  editor  of  the  Alexandria,  Va.- 
d  Hulbert  Financial  Digest.  His  newest 
IS  The  Hulbert  Guide  to  Financial 
hvs/etters  (New  York  Institute  of  Finance). 
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RTHE  FIRST  HALF  of  1991  the  COm- 

hies  with  the  smallest  market  capi- 
iizations  gained  27%,  almost  twice 
[much  as  the  blue  chips. 

r:  'Is  the  game  over?  Is  it  too  late  to 
l\'  smaller-cap  stocks?  Certainly 
t -re  have  been  a  number  of  times 
^  ce  1983  when  secondary  stocks 
I  vc  started  to  outperform  the  blue 
I  ips,  only  to  fall  back.  This  con- 
i  mded  the  numerous  advisers  who, 
(  each  of  these  occasions,  confident- 

■  I  predicted  that  small-cap  stocks 
'  re  reverting  to' their  historical  pat- 

"  1  n  of  being  better  long-term  invest- 

*  1  ;nts  than  blue  chips.  Is  the  situation 

iij  y  different  today? 

es  j  I  think  so.  Gerald  Perritt,  editor  of 

!c  vestment  Horizons  in  Chicago  and 
)rtfolio  manager  of  the  $6  million 
;rritt  Capital  Grow^Ji  fLind,  gives 
'fo  reasons  why  the  case  for  second- 
ies  is  stronger  today  than  before.  To 
:  sure,  Perritt  has  paid  a  high  price 
r  his  focus  on  small-cap  stocks:  The 
•ulbert  Financial  Digest  reports  that 
s  recommended  portfolio  has  ap- 
•eciated  at  an  8.4%  annual  pace  since 
se  beginning  of  1987,  in  contrast  to 
le  S&P  500's  13.7%.  But  he  has  done 
;tter  than  the  average  small-cap 
ock,  which  has  gained  at  a  4.6%  pace 
/er  the  same  period.  And  when  small 
ips  rallied  this  year,  Perritt  came  into 
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his  own:  His  letter's  average  recom- 
mended stock  has  nearly  doubled  the 
gain  turned  in  by  the  blue-chip  Dow 
industrials.  His  flind  has  also  outper- 
formed the  blue  chips. 

One  thing  that  is  different  this  time 
around,  according  to  Perritt,  is  that 
the  economy  is  just  emerging  from  a. 
recession,  and  this  is  particularly  fa- 
vorable for  secondary  stocks.  He  rea- 
sons  that  this  is  the  phase  of  the 
economic  cycle  most  likely  to  ranse 
small-cap  stocks  to  outperform  large- 
cap  stocks,  because  smaller  compa- 
nies' bottom  lines  will  much  more 
quicklv  reflect  the  increased  order 
flows  generated  by  the  recovering 
economy.  According  to  Perritt,  small 
stocks  have  achieved  an  average  12- 
month  gain  of  33%  following  the  end 
of  each  recession  since  1947. 

Another  reason  to  bet  that  small- 
cap  stocks  will  continue  their  relative 
strength,  according  to  Perritt,  is  that 
their  performance  comes  in  streaks. 
That  is,  whenever  small-cap  stocks 
outperform  the  blue  chips  for  more 
than  just  a  month  or  two,  they  tend  to 
do  so  for  several  years  in  a  row — such 
as  they  did  each  year  from  1974 
through  1983.  They  likewise  tend  to 
underperform  for  long  periods— such 
as  they  have  with  few  exceptions  since 
1983.  So  whenever  small-rap  storks 
outperform  the  blue  chips  for  more 
than  just  a  few  months,  thereis  a  good 
chance  that  their  exceptional  perfor- 
mance v^ill  continileT 

To  illustrate  small  stocks'  tendency 
to  run  in  streaks,  I  conducted  an 
experiment.  I  calculated  the  perfor- 
mance of  a  hypothetical  portfolio 
that  in  each  of  the  last  65  years 
invested  in  small-cap  stocks  only  if 
they  outperformed  large -cap  stocks 
during  the  previous  calendar  year; 
when  not  in  small  caps,  the  hypo- 
thetical portfolio  was  invested  in 
large-cap  stocks.  If  small  stocks 
didn't  perform  in  streaks — that  is,  if 


small-  and  large-cap  stocks  outper- 
formed each  other  only  in  a  random 
fashion — then  this  hypothetical  port- 
folio's performance  would  not  stand 
out.  But,  in  fact,  it  did  significandy 
better  than  investing  in  either  small- 
or  large-cap  stocks  alone,  producing 
a  compound  annual  return  of  14.9% 
since  1927,  in  contrast  to  11.6%  for 
small -cap  stocks  alone  and  10.1%  for 
large-cap  stocks.  (The  data  for  small- 
cap  stocks  come  from  Ibbotson  & 
Associates  in  Chicago.) 

My  conclusion  is  that  the  case  for 
small-cap  stocks  is  stronger  now  than 
it  has  been  any  time  since  1983.  The 
fact  that  they  have  already  outper- 
formed large-cap  stocks  for  some  nine 
months  suggests  there's  a  good  prob- 
ability that  their  relative  strength  will 
continue.  Further  bolstering  the  case 
for  small  stocks  is  the  possibility  that 
the  recession  has  ended,  or  that  it  will 
do  so  soon. 

Which  small-cap  stocks  are  Perritt's 
favorites?  So  far  this  year  he  has  added 
six  new  stocks  to  his  buy  list,  with  an 
average  market  capitalization  of  just 
$80  million.  They  are:  Drug  Empori- 
um (a  deep-discount  drug  retailer), 
Gish  Biomedical  (which  makes  spe- 
cialized medical  devices),  Quaker 
Chemical  (which  produces  a  number 
of  specialty  chemical  products),  Tues- 
day Morning  (which  sells  high-quali- 
ty closeout  merchandise  at  deep  dis- 
counts). Ecology  &  Environment  (an 
environmental  consulting  and  testing 
firm)  and  Viatech  (a  European- based 
manufacturer  of  packaging  prod- 
ucts). All  except  the  last  two — which 
are  on  the  Amex — are  traded  over- 
the-counter. 

What  about  small-cap  fiinds?  Sever- 
al are  currentiy  recommended  by 
three  or  more  of  the  investment  let- 
ters I  follow.  (Perritt's  Capital 
Growth  Fund  is  not  one  of  them, 
possibly  because  of  its  steep  2.5% 
annual  expense  ratio.)  The  most  pop- 
ular is  Janus  Venture,  which  right 
now  is  recommended  by  no  fewer 
than  nine  of  the  letters  I  follow — and 
which  also  has  the  best  five-year  per- 
formance of  any  small  company  mu- 
tual fund.  Other  popular  no-load 
small-cap  fiands  include  Scudder  De- 
velopment (recommended  by  four 
letters),  sir's  New  Beginning  GrowT:h 
fund  and  Babson's  Enterprise  (each 
recommended  by  three).  ^ 
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The  world  paid  a  terrible  price  in  the 

1930s  for  the  excesses  of  the  1920s.  We  have  not 

yet  suffered  the  consequences  of  the  1980s. 

Paying  the  piper 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is  president  of 

A.  Gary  Shilling  &  Co,,  economic  consultants 

and  investment  advisers.  His  firm  publishes  Insight, 

a  monthly  newsletter  covering  the  business 

outlook  and  investment  strategy. 


History  sometimes  repeats,  if  not 
always  precisely.  In  1925  Britain,  the 
fading  global  power,  returned  to  the 
gold  standard  it  had  abandoned  in 
World  War  I,  but  at  the  prewar  level. 
This  vastiy  overvalued  sterling,  mak- 
ing the  dollar  relatively  cheap.  To 
avoid  attracting  money  to  the  U.S. — 
the  rising  global  star — the  Fed  held 
down  interest  rates  in  the  late  1920s. 
This  made  borrowing  for  real  estate 
and  stock  speculation  inexpensive, 
and  speculators  responded  in  spades. 
In  1929  the  Fed  finally  blew  the 
whistle,  raised  rates,  and  we  know 
what  happened  then. 

Two- thirds  of  a  century  later  a  new 
global  power,  Japan,  supported  the 
fading  power  of  the  U.S.  In  the  late 
1980s  the  Japanese  held  down  do- 
mestic interest  rates  to  shore  up  the 
U.S.  dollar.  This — as  it  had  in  the 
U.S.  in  the  1920s — encouraged  spec- 
ulation, which  predictably  turned 
into  hanky  panky.  Worried  about  the 
resulting  bubble  in  real  estate  and 
stocks,  the  Japanese  central  bank  re- 
versed course  in  1989  and  precipitat- 
ed the  stock  market  collapse,  real 
estate  slump  and  the  current  string  of 
ugly  revelations.  First  there  was  the 
Recruit-Cosmos  scandal.  Now  it 
comes    out    that    major    brokerage 
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houses  offset  the  stock  market  losses 
of  their  institutional  clients  and 
helped  gangsters  manipulate  stocks. 

As  Japanese  and  foreign  investors 
abandon  tiie  Tokyo  market,  which 
they  now  see  as  rigged,  stock  prices 
fall,  and  corporate  and  individual  Jap- 
anese wealth,  much  of  it  in  equities 
and  crumbling  real  estate,  evaporates. 

I  mention  this  parallel  because  I  do 
not  think  we  should  regard  the  weak- 
ness of  the  Japanese  stock  market  as 
an  isolated  event,  affecting  only  Ja- 
pan— just  as  the  1929  Wall  Street 
collapse  did  not  hurt  just  the  U.S. 
Although  their  average  p/e  has 
dropped  from  60  in  early  1990  to 
around  40  today,  Japanese  stocks 
have  a  long  way  to  fall  to  bring  their 
P/Es  in  line  with  global  averages  of 
under  20.  With  erosion  of  wealth  and 
confidence  will  come  a  recession  in 
Japan,  the  second -largest  economy  in 
the  world,  that  will  obviously  depress 
already  weak  global  business  activity. 

Furthermore,  at  some  point  Japan 
Inc.  will  probably  decide  that,  to  save 
face,  the  Tokyo  stock  market  must  be 
defended  at  all  costs.  The  Japanese 
own  lots  of  U.S.  bonds,  stocks  and 
real  estate  that  could  be  dumped  to 
raise  cash  to  support  Tokyo  stocks. 
Already  pressed  Japanese  banks  and 
life  insurance  companies  will  be  fur- 
ther squeezed  for  fiands  as  their  vast 
domestic  stock  holdings  erode  more. 
The  likely  cuts  in  their  foreign  activi- 
ties would  be  brutal.  Japanese  banks 
account  for  more  than  one-eighth  of 
all  loans  in  the  U.S.  and  over  one- 
fourth  of  California  banking  business, 
while  their  life  insurers  own  well  over 
$100  billion  in  U.S.  Treasurys. 

Nor  should  Americans  simply 
shrug  their  shoulders  at  the  collapse 
of  iux:i.  That  bank  was  a  refijge  for 
hot  money,  lent  with  little  collateral 
to  self-dealing  insiders.  Bc:(:i  avoided 
regulation  by  spreading  its  activities 
globally,  especially  to  loosely  con- 
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trolled  tax  havens,  and  by  politica  16  1^6 
payoffs.  Already  weakened  by  th< 
1986  loss  of  as  much  as  $450  millior 
in  speculative  Treasury  security  op 
tions,  BCCI  losses  could  total  $1 
billion,  with  no  global  central  bank  t« 
bail  out  depositors.  Don't  assum 
that  other  financial  institutions  wdl 
avoid  getting  sucked  under  as  BCCl's 
worldwide  tentacles  wither  and  confi 
dence  in  global  banking  erodes. 

Just  as  the  Japanese  stock  market  in 
1 99 1  has  parallels  with  the  U.S.  stock 
market  in  1929,  so  does  BCCi  havi 
alarming  parallels  with  the  demise,  i 
early  May  193 1 ,  of  Creditanstalt,  Aus 
tria's  largest  private  bank.  The  Frencl 
were  unhappy  about  a  proposed  Aus 
tro- German  customs  union,  aiii 
called  loans  made  to  Creditanstalt  t 
express  their  displeasure .  Both  Austri; 
and  the  bank  were  shaky. 

A  director  had  lost  $15  million  twi 
years  earlier  speculating  in  foreign 
currencies  and  U.S.  stocks  (like 
BCCI.''),  a  tidy  sum  compared  with  the 
bank's  $18  million  in  capital  when  it 
fell.  And  the  French  knew  they  could 
sink  it.  Key  man  Baron  Louis  Roth 
schild  flew  to  Paris  to  seek  help  a  few  ™™' 
days  before  the  bank's  demise  became  *  ^^'^l 
public,  and  the  French  forced  his'^V^ 
plane  down,  confiscating  his  papers,"?'" 
which  described  the  bank's  plight. 

The  crisis  spread  quickly  to  Germa 
ny,   where   foreigners   with,drew   so 
much    gold    from    banks    that    the^ 
Reichsbank  reserves  had  fallen  to  their  "Ms 
minimum  legal  level  by  mid- June.  As 
fiands  got  scarce,  the  discount  rate  in^isJ 
Germany  rose  from  5%  to  10%  on  July 
15.  Meanwhile,  President  Hoover  an 
nounced  a  one -year  moratorium  on 
Germany's  war  reparations  owing  to 
the  crisis,  and  a  large,  credit-starved 
German    textile    firm    folded.    Thisfl^iff 
dragged  down  Danat,  one  of  Ger- 
many's four  major  banks,  to  ultimateNsi 
demise.  Bank  holidays  in  Germany, 
Hungary  and  Austria  followed,  and 'wai 
the  German  bourses  were  closed  frompucst 
July  until  September  193 1 

My  point  is  this:  In  the  1920s 
greed,  glitz  and  uncontrolled  global 
growth  spawned  speculative  and  un 
ethical  financial  activities  here — and 
abroad  as  well.  Ditto  the  1980s.  The 
excesses  of  the  1920s  were  corrected 
at  great  pain  to  most  of  the  world 
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lie  resurgence  of  nationalism  in  the  U.S.S.R.  and 
^igoslavia  has  its  counterpart  right  here  in  the  U.S. 

the  federalist 
evival 
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I  )nomic  research  for  the  Hudson  Institute  of 
lanapolis,  Ind. 


IE  RISING  TREND  toward  national 
smemberment — a  la  Yugoslavia- 


jay  well  prove  as  significant  as  the 
jdlapse  of  communism.  The  Soviet 
npire  itself  seems  likely  to  spin  off  at 
ast  another  six  countries,  and  Yugo- 
ivia  may  be  splitting  into  three, 
anada  is  faced  with  Quebec,  West- 
jn  and  native  separatists;  and  seces- 
Dnist  sentiments  are  stirring  among 
iibetans,  Kurds,  Mongolians,  Corsi- 
ms,  Basques,  etc. 
lali  E'^^ri  in  large'  nations  unlikely  to 
jj)me  unglued,  such  as  Australia  and 
llexico,  diverse  regional  interests  are 
I'essing  for  greater  decentralization. 
To  deal  with  all  these  concerns 
;quires  federalism — strict  constitu- 
onal  limits  on  what  national  govern- 
ments can  do — not  just  democracy. 
The  coming  federalist  revival  will 
;-create  local  political  control  over 
sues  that  involve  profound  regional 
ifferences  in  cultural  values,  such  as 
ducation,  morality  and  culture. 
That's  all  to  the  good,  but  let's 
ope  the  revival  of  local  control  over 
ultural  matters  doesn't  result  in  eco- 
omic  balkanization.  It  will  be  essen- 
al  to  maintain  the  enormous  com- 
lercial  advantages  of  sharing  a  com- 
lon  currency  and  open  borders  for 
roducts,  labor  and  capital.  The  solu- 
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tion  will  be  to  decentralize  many 
political  powers  and  responsibilities, 
while  simultaneously  broadening 
economic  markets  through  free -trade 
agreements,  currency  unions,  com- 
mon markets  and  multinational  trea- 
ties. A  blend  of  economic  union  with 
political  diversity. 

This  kind  of  blend  is  precisely  what 
the  U.S.  Constitution  was  designed 
to  achieve.  Instead  of  sending  Har- 
vard experts  to  Moscow,  or  the  $150 
billion  those  experts  want  us  to  do- 
nate to  Gorbachev,  we  should  send 
translations  of  The  Federalist  Papers. 

James  Madison  was  remarkably  re- 
alistic about  the  corrupting  influence 
of  political  power.  "If  angels  were  to 
govern  men,"  he  wrote,  "neither 
external  nor  internal  controls  on 
government  would  be  necessary."  A 
federal  system  imposes  limits  on 
those  who  wield  political  power  by 
making  it  easy  for  people  to  vote 
with  their  feet.  You  don't  like  what 
goes  on  in  Massachusetts,  you  can 
move  to  New  Hampshire;  you  don't 
like  what  the  pols  are  doing  in  Que- 
bec, you  move  to  Saskatchewan. 
"The  different  governments  will 
control  each  other,"  wrote  Madison. 
"The  society  itself  will  be  broken 
into  so  many  parts,  interests  and 
classes  of  citizens  that  the  rights  of 
individuals,  or  of  the  minority,  will 
be  in  littie  danger  from  interested 
combinations  of  the  majority." 

Recent  research  in  political  econo- 
my finds  that  Madison  was  absolutely 
right — that  dividing  political  author- 
ity is  essential  to  preserving  the  rights 
of  individuals  and  minorities  and  to 
making  government  as  responsive 
and  efficient  as  possible. 

Unfortunately,  the  U.S.  has  drifted 
?o  far  from  its  federal  roots  that  Wash- 
ington oflRcials  appear  to  find  decen- 


tralization in  the  Soviet  bloc  or  in  Iraq 
distasteful.  The  sovereign  states  of 
America  lost  much  of  their  indepen- 
dence in  recent  decades  as  an  expan- 
sive federal  bureaucracy  and  federal 
grants  bribed  state  officials  to  capitu- 
late to  the  federal  agenda— even  on 
such  absurd  things  as  a  national  speed 
limit  and  a  minimum  drinking  age. 
Among  more  ominous  trends  are  the 
creation  of  loosely  defined  "federal" 
offenses,  such  as  racketeering  or  con- 
spiracy. These  extensions  of  federal 
jurisdiction  invite  politically  ambi- 
tious federal  prosecutors  to  expand 
their  jurisdictions  well  beyond  consti- 
tutional limits,  not.  to  mention  the 
increasing  whim  of  unaccountable 
regulatory  agencies  in  criminalizing 
transgressions  of  their  obscure  edicts. 

Yet  whenever  Washington  politi- 
cians create  some  agency  or  some  law 
to  deal  with  issues  that  cannot  possi- 
bly be  handled  by  nationwide  central 
planning,  mere  problems  are  instantiy 
transformed  into  costly  crises.  That  is 
the  record  with  energy,  education, 
central  banking,  agriculture,  postal 
services,  housing  and  health  care. 

They  say  "you  can't  fight  city  hall," 
yet  it  is,  in  fact,  much  easier  for  indi- 
viduals to  have  a  real  impact  on  their 
local  communities  than  it  is  at  higher 
levels  of  government.  That's  why 
many  cities  and  states  in  the  U.S.  are 
turning  to  competitive  private  provi- 
sion of  services,  choice  in  schooling 
and  linking' welfare  checks  to  job  op- 
portunities. People  have  learned  that 
private  business  is  a  lot  more  amena- 
ble to  their  wishes  and  needs  than 
government  can  be.  Any  business  that 
isn't  soon  goes  out  of  business. 

In  The  Tempting  of  America,  Rob- 
ert Bork  writes  that  separation  of 
powers  and  "the  limitation  of  nation- 
al power  to  preserve  a  large  degree  of 
autonomy  to  the  states  .  .  .  have  guar- 
anteed our  liberties  as  much  as,  per- 
haps more  than,  the  Bill  of  Rights 
itself"  The  world  is  groping  to  redis- 
cover the  wisdom  of  federalism — that 
quintessential  combination  of  eco- 
nomic integration  with  political  au- 
tonomy. The  discovery  is  taking  place 
in  the  U.S.S.R.,  Yugoslavia,  China, 
Canada  and  right  here  in  the  U.S.  As 
the  cradle  of  the  federalist  idea,  the 
U.S.  should  lead,  not  follow,  in  un- 
derstanding how  much  we  nearly  lost 
by  letting  Washington  run  amok.  ^ 
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comes  packed  with  his  latest  buy  and 
sell  recommendations  ...  model  port- 
folios that  mix  and  match  funds  to 
meet  your  goals  ...  breaking  news 
inside  Fidelity  ...  fund  performance 
analysis  ...  fund  manager  interviews 
...  the  scoop  on  promising  new  funds 
...  ways  you  can  make  more  money ... 
and  ways  to  save  money. 


You'll  also  receive  our  FREI 
"Fidelity  Profit  &  Survival  Kit 
containing  $70-worth  of  valuabli 
reports  including:  If  You  CoiddOnl 
Buy  One  Fidelity  Fund,  Buy  Thi 
One  ...  Fidelitx' s  Best  Mutual  Fundi 
For  1991-92  ...  How  To  Avoid  Sale] 
Loads  and  more. 

VISA  &  MasterCard  orders,  call: 

1-800-638-1987 

60  day,  full  money-back  guarantee! 


-Year  Membership 
Only  $89 

Save  $60 


3-Month  Tria 
Only  $29 

Save  $8.25 


Mutual  Fund  Investors  Association 

P.O.  Box  9135 
Wellesley  Hills,  MA  02181-9135 

9108: 


BUSINESS  OPPORTUNITIES 


Network  Matlteting  at  Its  finest: 
"The  Sale  Way  To  Wealth." 

Out  group  provides  comprehensive  executive 
training  and  support  using  professional  in- 
house  materials.  We  get  predictable  results  of 
time  freedom  and  extraordinary  income  We 
are  looking  lor  sincere  professionals,  seeking 
a  viable  alternative  to  a  franchise  or  the  40 
year  employment  plan  Financial  retirement 
possible  in  2-4  years 

Contact  Tony  Musso,  IMS  Inc. 
1-800-845-8901 


INCORPORATE  IN  DELAWARE! 


Specialists  In  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Stielt  Corporations. 
Di'lauKin'     Ca"/WrHe  lor  FREE  KIT: 
X^eistrv       PO-  ^x  ^^^^ 
m    t>U.i  800-321-CORP- 302-652-6532 


$    OVER  ONE  BILLION    $ 

WORTH  OF  BUSINESSES.  FARMS  S  RANCHES 
FOR  SALE  Sr  OWNERS 

IVIANY  OFFERING  OWNER  FINANCING' 
To  List  or  Buy  Call  Toll  Free  1-800-999-SALE 
...nxv    NO  BROKERAGE  FEES 


GREAT  WESTERN 
BUSINESS  SERVICES.  INC. 


fmmm 


#7  Spare  Time  Money  Maker! 

Work  from  honie  .  ,  pick  (ftwn  hourj.  Nk)  seHlir»g 
No  inverlorjr  ^4o  mutt»-tev«l  Almosi  no  oveft>e»0 
Age,  localion,  enp<sncr>ce  not  impoaanl  Tap*  «r>d 
full  report  frM  .       phone  805-646-uOO  lOoo-Fn 

'  PublicJy  DocwmwitwJ 
REAL  MONEY 

206-KSrgrMlSL  Dept   F 
0|ai.  CaJitOfnia  93023 


9-5  or  wnte  toOay 
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COLLEGE  DEGREE 

BACHELORS  •  MASTERS  •  D0CT0RA1 

For  Woili.  Life  and  Acaden 

Eiperlence  •  No  Classmo 

Attendance  Required 

1-800-423-3244 

FAX  (213)  471-645( 

or  send  detailed  resume 

lof  Free  Evaluation 

Pacific  Western  University 

600  N  Sepui»e(la  Bivd  Depi  165  Los  Angeles  CA  900' ' 


I.  Lte 


FREE  COLLEGE  TAP 


"  miillvpi 

BI.Pbi 
pillBl 

fitaiCo 
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•  EXTERNAL  DEGREES 

BijSiness  &  Public  AOminiSlration 

Criminal  Juslice  Mgt    Theology  LAW 

Financial  aid  avaiiaDit 

TOLL  FREE  24  hr«.  (800)  759-000! 

L»  SALLE  UNIVERSITY 

Mandeville,  LA  704  70  4000 


ickies. ' 
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FORBES  MARKET/ 
CLASSIFIED 

Advertising  closing  date  is 
one  month  preceding  date 
issue. 

Frequency  discounts  avail- 
able. Payment  must  accom- 
pany order  unless  from 
accredited  agency. 


FoibtiV 

ii.Hll.Fi 


m 


FOR  ADDITIONAL 

INFORMATION 
WRITE  OR  CALL: 


'not! 

tension;- 

>l«»Spi( 

»CODt| 

Tllfjhjlj 
Sssoes  I 


LINDA  LOREN 

FORBES  NARKETI. 

CLASSIFIED 

60  Fifth  Ave.,  N.Y.,  NY  10011 

(212)  620-2440 
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CORPORATE  ITEMS 


WINE  CELLARS 


100%  Cotton/ Your  Logo!  — 

tetter  Than  Lacoste  or  Ralph  Lauren! 


I 


100%  Cotton,  American  Made  polo  shirts,  custom  embroidered  with  your  logtt 
such  good  quality,  we  unequivocally  and  unconditionally  guarantee  them  tor  an 
efinite  period  of  time!  Minimum  order  just  12  shirts,  for  a  price  list  and  catalogue 

'''""^  1-800-274-4787 

The  Queensboro  Shirt  Company 

Dept  FI8,  119  N  11th  St..  Greenpomt,  NY  11211 


FREE  CERTIFICATES! 

AWARD  PLAQUES  WHOLESALE 

Perfect  award  to  show  appreciation  and 
recognition  for  donors,  employees, 
salesmen,  members  and  at  meetings, 
conventions. 

SEND  FOR  FREE  COLOR 
BROCHURE  or  CALL  TOLL  FREE 
1-800-633-5953  FAX  NUMBER  205-349-3765 
Award  Company  of  America 
Dept.  FRB  /  P.O.  Box  2029 
Tuscaloosa,  Alabama  35403 


REAL  ESTATE 


FRANCHISING 


;U  ORDINARY  Montana  Ranch  for 
IJAIong  the  northern  rim  of  Yellowstone 
I960  acres,  abundant  wildlife,  trout 
Extensive  amenities  include  main 
,  guest  residence,  care  laker's  home, 
and  pool,  ranch  foreman's  home, 
r  anently  protected  by  a  conservation 
:i  lent.  Price:  $2.5  million  firm.  Shown 
I pomtment only.  Contact:  BobKiesling, 
1  rican  Conservation  Real  Estate 
1)443-7085  or  (406)  728-4176. 


Own  Spectacular  J.and, 
1W4O  acres  in  the  Colorado 
I  .ckies.  $30,000  and  up,  1% 
|jwn,  9%  financing.  Write: 

I  Forbes  Wagon  Creek  Ranch 

[x  303,  Fort  Garland,  CO  8U33 
(719)  379-3263 


FORBES  BINDERS 


E  YOUR  COPIES  OF  FORBES 

2  custom-made  cases 
inders  protect  your 
ble  copies  from  dam- 
irhey  hold  about  half  a 
>  issues  ti/lade  from  re- 
ed board  covered  with 
;r-like  material  in 
■|tle  IS  fiot-stamped 
d.  Binders  have 
al  spring  mechanism 
!d  snap-in  rods  BINDER 

s:1-$7  95  3-$21  95  6-$39.95 
5rs:1-$9,95  3-$27,95  6-$52  95 
R  FROM  Jesse  Jones  Industries  Dept  FB 
;asl  Ene  Ave  Phila .  PA  19134  Enclose 
address  (no  P  O  Box)  &  payment  Add  SI  per 
rP&H  OulsideUSA$2  50perunil(U  S  lunds 
Pa  residents  add  6%  sales  lax  Credit  card 
.calM-e0O-972.585e(min  $15)  Please  allow 
weeks  for  delivery  Satisfaction  Guaranteed. 


Franchise 

your  business! 

For  the  expert  help  you  need 

to  become  a  franchisor, 
call  the  franchise  specialists. 

^rancorr 


1-800-877-1103 


FRANCHISE  YOUR 

BUSINESS  $2,900 


IN  30  DAYS 

1  Year  Free  Consultation 

Top  Franchise  Pros. 


if^ 


J  FRANCHISES 


THAT 
>SELL 
609-662-6446 


CAPITAL  AVAILABLE 


CAPITAL  AVAILABLE 


For  viable  expansion  projects  and  excit- 
ing start-ups  S250.000  USD  and  up. 
Brokers  Welcome.  jv 


INTERCONTINENTAL 
CONSULTANTS 


(407)  788-6267 


WINE  CELLARS  BY 


28  HANDMADE  WOOD  MODELS  ♦  1 1 4  TO  3400  BOTTLES  ♦  ma'oe  rN  u  s a 

FACTORY  DIRECT  TO  YOU  ^'^^TscovTr^'"' 


MODEL      DESCRIPTION       Af  PRX  CAPACITY 


440 

700 

296 

114 

230 

700FUI? 

700HH 


Upright 
Upright 
Credenza 
Compact 
Two  Doors 
Fur  Vault 
His  and  Hers 


400 
600 
280 
114 
230 
8  to  10  Furs 
300  bottles  4/5  Furs 


SUGG 
RETAIL 

S2495 
2995 
2695 
1395 
1795 
2995 
3995 


Designers'  non  wood  model  60  bottle  glass  door  899 


YOUR 

COST 

$1695 

1995 

1795 

995 

1195 

1995 

2995 

659 


VinOtemp  Int'l*  134  W  131st  St  (PO  box  6161E)  ♦  Los  Angeles,  CA  90061 
CALL  800/777-VINO  (777-8466)  or  213/719-9500  fax  213/719-9518 

IMMEDIATE  SHIPMENT  ON  MOST  MODELS  WE  WILL  NOT  BE  UNDERSOLD  ♦  CALL  US  FIRST 


EXECUTIVE  GIFTS 


PERSONAL  CARE 


STOP  SWEAT 
6  WEEKS 

Drionic'  is  an  in- 
credibly more  effec- 
tive way  to  combat 
excess  sweat  — 
without  chemicals. 
Electronic  treatment 
gives  6  weeks  dry- 
ness. Reusable  — 
safe  &  effective  say 
10  medical  books. 
Send  for  free  information. 

GENERAL  MEDICAL  CO,  Dept   FOB-47 
1935  Armacost  Avenue 
Los  Angeles,  CA  90025 


MISCELLANEOUS  FOR  SALE 


INVESTMENT  GEMSTONES! 
GUARANTEED  LIQUIDITY!!! 

We  buy  &  sell  Diamonds  and  all  Precious 
Gemstones  Free  wholesale  catalog  since 
1967'  Member:  Jewelers  Board  of  Trade  & 
Chamber  of  Commerce 

HOUSE  OF  ONYX 

One  Main  Street 

Greenville.  Kentucky  42345 

TOLL  FREE  1-800-626-8352 


EXECUTIVE  GIFTS 


SAVE  UP  TO  60% 

Take  ad\:inuigf  of  one  of  the  faslesl  growing 
sports  m  ihf  world  and  begin  building  clubs  for 
busincsi  and  pleasure. 

L  T  (jolfs  years  of  experience  and  knowledge 
provides  you  a  full  line  of  original  "pro-line" 
quoliu  lomponenLs  and  finished  clubs   while 
saving  you  up  to  60%  with  factory  direct 
\\h()lesalc'  prices 

Before  \ou  "invest "  in  a  new  sel  of  clubs,  take 
A  look  at  IT  Golf  componenis,  They'll  speak  for 
ihemselves   and  vou! 


UT  Golf 

1-800-666-6035 

iS46ftcNl  lillllSolJlll 
SallLiJiL'i:il>'.  I'uih 
l-«ll.')7i.|«% 

MiMtrtiirdiilSAaccrplnl 


Timely 
Reminder 

special  Promotional  Offer— $19.50 

Send  us  your  color  logo  (stationery  or 
business  card).  We'll  reproduce  it  on 
this  deluxe  quartz  watch.  Limit:  3  per 
customer  at  $19.50  per  watch  {plus  sales 
tax  CA  only). 

GREAT  AMERICAN  IMAGES 

One  Waters  Park  Drive,  Suite  213- 
San  Mateo.CA  94403  (415)  358-0800 


COMPUTERS 


fiffmflRYmflc 


INDUSTRIESINC 


Our  15th  year  of  DISCOUNTS 

Tandy®  Computers 

Radio  Shack®  phones .  .  .  and  more 

Toll  Free  800-231-3680 
22511  Katy  Fwy  Katy  (Houston)  TX  77450 
1-713-392-0747     Fax  (713)  574-4567 


Forbes:CapitaIistTboI® 
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EDITED  BY  THOMAS  JAFFE 


Will  Handy  finally  shine^ 

Handy  &  Harman,  t±ie  New  York- 
headquartered  refiner,  processor  and 
fabricator  of  silver  and  other  precious 
metals,  has  counted  among  its  shrewd 
investors  Warren  Buflfett  and  Ezra 
Zilkha.  Four  years  ago  the  pair  owned 
a  combined  23%.  Tliey  liked  Handy  as 
a  value  play:  Its  inventory  of  precious 
metals  is  carried  on  the  books  at  prices 
well  below  market.  Handy  also  makes 
wire  and  tubing,  automotive  products 
for  the  original  equipment  market 
and  specialty  metal  products  for  in- 
dustrial use. 

But  Handy's  profits  have  disap- 
pointed. Last  year  it  earned  $9.7  mil- 
lion, same  as  in  1988.  The  stock  has 
mostly  been  stuck  between  14  and  18 
since  the  fall  of  1987.  Recent  NYSE 
price:  14%. 

Now  the  company  may  finally  be 
addressing  its  dull  operating  perfor- 
mance. Handy  intends  to  dispose  of 
six  businesses,  including  automotive 
replacement  parts,  proprietary  chemi- 
cals and  metal  powders.  It  is  also 
liquidating  some  precious-metals  in- 
ventories. The  company  expects  to 
raise  as  much  as  $80  million,  which 
would  be  used  to  retire  some  of  its 
$270  million  of  total  debt.  The  divi- 
dend has  been  cut  as  well,  from  66 
cents  a  year  to  a  20-cent  annual  rate. 

Analyst  Donald  Zwyer  of  Kidder, 
Peabody  thinks  Handy's  sales  this 
year,  excluding  the  discontinued  op- 
erations, will  be  $492  million.  He 
estimates  it  will  lose  $2.50  a  share 
(including  a  $2.72-a-share  restruc- 
turing charge)  in  1991,  but  will  earn 
$1.50  a  share  in  1992.  He  also  specu- 
lates Handy  may  liquidate  additional 
low-cost  precious- metals  inventory, 
tax  free,  to  the  extent  this  can  offset 
the  recent  writeoff.  Finally,  Zwyer 
thinks  the  company  may  buy  back 
some  of  its  14  million  shares. 

Buffett  and  Zilkha?  They've  sold 
out.  But  Mario  Gabelli's  funds  now 
own  7.5%. 

Fisiier-Price  overpriced? 

Investors  recently  got  a  new  toy 
stock  to  play  with.  On  June  28  Quak- 
er Oats  s^  an  off  toymaker  Fisher- 
Price  Inc.  to  the  public.  It  is  estimated 
that  Fisher,  which  is  based  in  East 
Aurora,  N.Y.,  will  have  1991  sales  in 
excess  of  $600  million.  The  Big  Board 
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stock  has  traded  as  high  as  25%. 
Recent  price:  23V8. 

Fisher- Price  built  its  reputation  on 
serving  the  preschoolers'  and  infants' 
toy  markets.  But  afi:er  some  initial 
success  with  toys  geared  for  older 
kids,'the  company  got  into  trouble  in 
the  late  Eighties,  when  items  like  a 
battery-powered  sports  car  and  a  chil- 
dren's video  camera  bombed  badly. 
Worse,  in  1989  it  failed  to  deliver 
certain  merchandise  to  stores  on  time 
and  suffered  big  order  cancelations. 
Meanwhile,  competitors  such  as  Has- 
bro, Rubbermaid  and  Mattel  hurt 
Fisher  in  its  traditional  markets  for 
young  kids. 

Last  year  Fisher,  while  still  a  part  of 
Quaker,  stopped  making  toys  for  old- 


Fisher  Prices  Fun  Hydrant  Sprinkler 
The  kids  may  romp,  but  not  the  stock. 


er  kids  and  returned  to  its  basic  busi- 
ness. It  cut  inventories,  wrote  down 
assets,  shut  plants  and  laid  off  almost 
30%  of  the  work  force.  Result:  The 
company  lost  $5.74  a  share. 

Analyst  Sean  McGowan  of  New 
York's  Gerard  Klauer  Mattison  &  Co. 
likes  Fisher-Price's  Ronald  Jackson, 
its  boss  since  May  1990.  In  the  late 
Eighties  Jackson,  47,  turned  around 
Kenner  Parker  Toys,  which  was  sub- 
sequently acquired  by  Tonka. 
McGowan  thinks  Fisher  will  earn  75 
cents  a  share  in  calendar  1991  and 
looks  for  earnings  of  $2  next  year. 

But  McGowan  believes  the  current 
share  price  already  fiiily  discounts  a 
recovery.  And  suppose  it  takes  longer 
than  expected?  Based  on  his  1992 
estimates,  Fisher  is  trading  at  a  premi- 
um to  Hasbro  and  Mattel,  both  of 
wliich  have  greater  proven  earnings 
power,  superior  worldwide  distribu- 


tion and  stronger  balance  sheets 

Near  term,  McGowan  conclud( 
the  stock  could  trade  ofFor,  at  best, 
nowhere.  He  wouldn't  buy  it  at  pric 
over  20.  There  are  1 5 .2  million  shar 
outstanding. 
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The  whole  cloth  d  m  f 

Analyst  Kay  Norwood  of  Charlotte  ^f^^^' 
Interstate/Johnson   Lane  was  de;  ^  ^ 
on  with  her  recommendation  of  Del  '^ ' 
Woodside  Industries.  That's  the  ma  '^'"'^ 
er  of  apparel  fabrics.  Since  last  fall  tl"  '^'■^ 
NYSE-listed  stock  has  nearly  quint  ^^""■ 
pled,  from  a  low  of  3%  to  a  rece  ^ '"' 
17— near  its  1989  record  high.  Bityeir 
most  other  textile  stocks,  Norwoc ''™'"' 
notes,  are  still  well  below  their  alltin'S*™ 
highs.  She's  put  out  buys  on  thri  W'^ 
more:  Springs  Industries  (33%)  ar'''™?''' 
Guilford  Mills  (23V4),  both  NYSE;  ar  ^'o^ ! 
Amex-listed  Crown  Crafirs  ( UVs).    '"* 

Crown,  based  in  Calhoun,  Ga.,  is  ™ 
fast-growing  $102  million  (sale™ 
maker  of  woven  cotton  products  ar  '"''^^ 
comforters.  Earnings  have  been  flaDOmill 
around  96  cents  a  share,  for  the  la'™ 
three  years,  but  Norwood  expec^^"' 
them  to  rise  to  $1 .10  in  the  fiscal  ye  ^'^■^^ 
ending  Mar.  31,  1992.  There  are  6  **^ 
million  shares,  about  33%  held  by  tl  fss&' 
Bernstein  family.  ^^1" 

Greensboro,  N.C. -based  Guilfoi^stod 
(estimated  1991  sales,  $526  millioi  ^d to c 
is  the  only  significant  U.S.  manufa(  ff)  H( 
turer  of  120-inch  cotton  circula  W 
knits,  fabrics  widely  used  in  appare'"*ill 
Earnings  per  share  slid  from  $2.67  i  'fcs 
1989  to  an  estimated  $1.50  in  d-'osni 
fiscal  year  ended  June  30.  Norwoc  *e 
thinks  fiscal  1992  earnings  will  rcSwasi 
bound  to  $2.30  a  share.  There  are  9.:linolc 
million  shares;  insiders  own  27%.       Heal 

Springs  is  a  $1.9  billion  (sales)  d'^-wl 
versified,  fiilly  integrated  textiktccooi 
maker.  Earnings  peaked  at  $3.64  f&cto 
share  in  1989.  Excluding  a  big  r(Ho| 
structuring  charge,  the  Fort  MilJiypr 
S.C. -based  company  earned  $2.0isvear 
last  year.  Springs  has  invested  moi  533 1 
than  $500  million  in  plant  and  equip  talsal 
ment  since  1985.  (Norwood  est'ithi 
mates  the  1991  capital  budget  jiddiiit 
$120  million.)  Meantime,  it  has  als  bt;as 
consolidated  and  closed  factoriei  fcn 
Norwood  expects  earnings  to  bottor  iniah 
at  $1.85  a  share  this  year,  and  lookngMs 
for  a  recovery  to  $3.20  in  1992.  Ther  *  ] 
are  17.7  million  shares.  The  Closgufc 
family,  through  its  ownership  of  Clas  '''nii 
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:ock,  controls  75%  of  the  votes, 
ndjilorwood's  24-month  price  targets 
bcsi  $20  for  Crown,  $31  for  Guilford 
atpi     $51  for  Springs. 
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jDiNGS  &  Lewis,  Inc.,  headquar- 

d  in  Fond  du  Lac,  Wis.,  makes 

h-precision    automated    machine 

Is  and  automated  assembly  sys- 

is.  The  company  was  spun  off  by 

:a  International  in  1989  at  $14  a 

re.  Recent  o-t-c  price:  24V4,  near 

juii   alltime  high,  despite  sluggish  or- 

rei   s  for  U.S. -made  machine  tools. 

t  year  the  company  earned  $18.4 

lion  on  sales  of  $243  million.  Gid- 

igs  has  prospered  by  concentrating 

larger,  higher-value,  custom-engi- 

/gl;   ;red  products. 

>oss  &  Trecker  Corp.,  based  in 
omfield  Hills,  Mich.,  is  also  in 
;a  Ichining.  But  that's  where  the  com- 
5^  ison  ends.  The  $431  million 
»90  sales)  company  has  lost  nearly 
30  million  since  1987.  Meanwhile, 
stock — also  o-t-c — has  lost  more 
n  80%  of  its  market  value  since 
J  S5.  Recent  price:  5y2. 
»*^ow  Giddings  &  Lewis  is  buying 
Dss  &  Trecker,  nearly  twice  its  size, 
$71  million  ($5.70  a  share)  in  cash 
ilfj  d  stock.  (The  friendly  deal  is  sched- 
Ijd  :d  to  close  in  September.)  Analyst 
i(j  rry  HoUis  of  Milwaukee's  Robert 
Baird  &  Co.  thinks  the  combina- 
n  will  be  a  winner.  For  instance, 
re's  Cross'  KT-Swasey  division, 
lose  smaller  machines  face  tough 
)anese  competition.  Hollis  thinks 
-Swasey,  enhanced  by  Giddings' 
hnology,  will  improve  significant- 
He  also  likes  Cross'  Sheffield  divi- 
m,  which  makes  fast,  highly  accu- 
se coordinate  measuring  equipment 
factory  automation. 
Hollis  expects  the  combined  com- 
ny,  pro  forma,  to  earn  $1 .90  a  share 
ijiis  year.  He  looks  for  1992  earnings 
$33  million,  or  $2.40  a  share,  on 
tal  sales  of  $705  million.  In  addi- 
)n,  the  balance  sheet  will  be  strong, 
ddings  currently  has  no  long-term 
bt;  as  of  March,  Cross  had  only  $23 
illion.  At  just  ten  times  next  year's 
timated  earnings,  Hollis  thinks  Gid- 
ngs  is  a  buy.  (At  present  there  are 
:arly  10.7  million  shares  outstand- 
after  the  deal  there  will  be  about 
5.9  million  shares.)  ^M 
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A  milllonairislijilsind  beci(bns  you 


The  fact  that  millionaires  and 
movie  stars  have  vacationed  on  the 
late  Malcolm  Forbes'  famed  island 
retreat,  Laucala,  doesn't  mean  it's 
expensive. 

For  7  nights  and  8  days,  the  cost 
is  just  $2,600  per  person.  And  that 
includes  everything:  all  activities, 
meals,  drinks,  lodging,  taxes  and 
round-trip  flights  between  Fiji's 
Nadi  International  Airport  on  the 
main  island  and  Laucala. 

Why  do  the  rich  and  famous 
love  Laucala?  It's  the  privacy.  No 
more  than  ten  or  twelve  guests  are 
ever  on  our  island  at  the  same  time. 


and  each  vacationing  couple  or 
family  is  housed  in  their  own  seaside 
cottage. 

Stroll  pristine  beaches.  Swim, 
snorkel  or  scuba  in  azure  waters. 
Fish  for  the  big  ones  from  our  deep 
sea  boat  or  just  unwind  by  the  pool. 

Come  on  down  to  Forbes'  South 
Seas  tropical  paradise  for  the  relax- 
ing and  very  exclusive  vacation  of 
a  lifetime. 

For  information,  please  write: 
Errol  Ryland,  Manager 
Box  303,  Fort  Garland,  CO  811 33 
or  call:  719/379-3263  3LD1 


ATTENTION: 

AREA  DEVELOPMENT 
ADVERTISERS 


Are  you  interested  in  attracting  new  business 
or  investment  capital  to  your  area? 

The  1991  FORBES  Area  Development  Advertising 
Section,  featured  in  the  October  14  issue  of 
FORBES,  is  your  opportunity  to  showcase  your 
area's  attributes  to  America's  business  leaders. 
Take  advantage  of  this  cost-efficient  way  to  reach 
FORBES  managerial  readers  -  the  very  people  who 
make  corporate  location  and  investment  decisions. 
Space  closes  on  September  5,  '^       -i 
so  call  Virginia  Carroll  at  fOrOCS 

(212)  620-2339  today!         Capitalist  Tool' 


Land . . .  what  else  can  give  you  so  much  pleasure  now  and  for  years  to  come? 


MMhe  land  we're  offering  is  far 
I  from  the  crowds  and  rat  race  of 
A  cities,  away  from  noise  and 
pollution.  It's  nature  in  an  un- 
spoiled state. 

Each  ranch  is  40  acres  or  more. 
A  really  big  spread.  With  controlled 
access  that  assures  exclusivity 
and  privacy.  We're  up  in  the  moun- 
tains of  Colorado's  glorious  San- 
gre  de  Cristo  range — the  heart  of  the 
Rockies.  Where  deer,  elk,  eagles, 
wild  turkey  and  other  birds  and  ani- 
mals still  roam. 

Very  few  owners  will  share  this 
part  of  the  American  Alps,  and  our 
concept  for  buyers  is  simple:  A 
large,  desirable  piece  of  property, 
offered  with  financing  and  full 
buyer  protection.  You  can  build 


here  if  and  when  you  want.  You 
may  use  it  as  a  base  for  vacations, 
for  cross-country  skiing,  hunting, 
fishing,  hiking,  camping  and  all 
kinds  of  outdoor  sports  and  fam- 
ily fun. 

It's  the  perfect  place  to  acquire 
a  substantial  part  of  the  American 
dream.  Here  you  will  taste  life  on 
the  scale  it  was  meant  to  be  lived. 

Forbes  Magazine's  division, 
Sangre  de  Cristo  Ranches,  put  this 
project  together  based  on  the 
many  requests  received  over  the 
years  for  a  really  large  tract  of 
land.  Through  Forbes  Wagon  Creek 
Ranch,  we're  pleased  to  be  able  to 
share  a  part  of  it  with  you  and  your 
family.  We've  ranched  this  area 
for  almost  two  decades  and  plan  to 


be  around  for  generations  to 
come.  Our  neighboring  Forbes 
Trinchera  Ranch  covers  over  400 
square  miles,  which  is  our  firm 
commitment  to  the  future  of  this 
unspoiled  paradise  in  Colorado. 

Ranches  here  start  at  $30,000. 
It's  not  a  small  sum.  But  unlike 
paintings  and  jewelry  or  new  cars, 
this  ownership  extends  past  your 
lifetime  and  the  lives  of  those  you 
love  to  guarantee  your  own  sub- 
stantial heritage  in  America  the 
beautiful. 

For  complete  information, 
without  obligation,  call  719/379- 
3263  or  write  to:  Errol  Ryland, 
Manager,  Forbes  Wagon  Creek 
Ranch,  P.O.  Box  3031 WJ  5 
Ft.  Garland,  CO  81 133. 


Oblaln  tl'.e  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has 
judged  the  merits  or  value,  if  any.  of  this  property.  Equal  Credit  and  Housing  Opportunity.  A  statement  and  offering 
statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  Ttie  filing  does  nol  constitute  approval 
of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of  State  or  that  the  Secretary  of  State  has  in  any  way  passed 
upon  the  merits  of  such  offering   A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cnsto 
Ranches.  NYA86- 1 53.  A  statement  of  Record  filed  with  the  New  Jersey  Real  Estate  Commission  permits  this  property 
to  be  offered  to  New  Jersey  residents,  but  does  not  pass  upon  its  merits  or  value  Obtain  the  New  Jersey  Public 
Offs- -g  Statement  and  read  it  before  signing  anything.  NJA  #60686004  CO;  Florida  AD  20537 
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more  things  change..." 
7(  years  ago  in  Forbes 

1  iHH  ISSUE  OF  Aug  20,  1921 ) 
don't  agree  with  the  business 
n|5  you  have  been  expressing,'  re- 
Ti;  :ed  the  head  of  a  large  firm.  'But,' 
le  ided,  'it's  always  best  to  be  opti- 
ni  c'  It's  nothing  of  the  kind.  The 
)\i  lessman  who  was  optimistic  18 
li  ths  ago  was  a  blind  fool." 


Co.  founder  James  Cash  Penney. 


•f  never  proinise  a  young  man  any- 

ig  when  he  starts  in  with  us.  We 

to  pay  him  enough  to  live  on  in  a 

i  degree  of  comfort.  I  usually  prefer 

underpay  rather  than  overpay  a 

n  in  our  organization — so  far  as 

|.r\'  is  concerned.  When  a  man  real- 

•i  that  his  future  does  not  lie  in  just 

salary,  but  in  something  far  bigger, 

is  willing  to  work  much  harder 

n  if  he  simply  came  with  us  because 

paid  a  little  more  salary.  . .  ." 

Penney  Co.  Chairman  J.C.  Penney 

)  yeairs  ago 

.CM  THE  ISSUE  OF  Aug.  15,  1931) 

he  gloom  which  attaches  to  the 

end  of  any  business  depression  is 
lerally  intensified  by  current  low 
nings  of  large  corporations  and  the 
blic  feeling  that  even  if  conditions 

not  get  any  worse  it  will  be  a  long 
le  before  such  earnings  recover  to 
isfactory  figures.  Past  history  does 
t  show  this  to  be  the  case,  for  in  past 
pressions  corporate  earnings  have 
:overed  sharply  following  one  or 
o  years  of  depression." 

irbes  "August  19,  1991 


"The  largest  dirigible  in  the  world, 
the  Akron,  or  ZRS4,  has  emerged  a 
finished  ship  with  the  christening  by 
Mrs.  Herbert  Hoover  in  Akron.  The 
new  Navy  dirigible  was  begun  in  No- 
vember 1929,  and  is  being  finished 
almost  exacdy  on  schedule,  with  test 
flights  to  begin  vvidiin  the  next  few  days." 


years  ago 


50 

(From  THE  ISSUE  OF  Aug.  15, 1941) 
"Modem  enginery  of  war  renders 
Japan  extremely  vulnerable.  Her  navy 
is  far  inferior  to  the  navies  of  her 
opponents.  Then,  her  principal  cities 
present  a  shining  target  for  incendiary 
bombs.  ...  It  would  be  fanatical  for 
Japan  to  compel  Britain  and  the  U.S. 
to  unleash  their  overwhelmingly  su- 
perior destructive  forces  against  her." 

"Opportunity,  good  fortune,  fine 
friends:  These  are  the  triumvirate  to 
which  [David  Sarnofi^  the  president 
of  Radio  Corporation  of  America  and 
RCA  Communications,  and  the  chair- 
man of  RCA  Manufacturing  Co.,  and 
National  Broadcasting  Co.  gives 
credit  for  one  of  the  outstanding  busi- 
ness careers  of  our  times." 
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dams  in  the  Grand  Canyon  that 
would  bury  about  half  the  flowing 
water  of  the  Colorado  River  beneath  a 
couple  of  huge  lakes.  There  are  feasi- 
ble alternatives  to  help  in  tiie  watering 
and  powering  of  parts  of  arid  Arizona. 
What  a  nerve  to  try  grabbing,  destroy- 
ing one  of  the  nation's  grandest  natu- 
ral treasures."  -Malcolm  Forbes 

"  'It's  the  biggest  thing  we  have  on 
the  back  burner,'  President  Johnson 
told  Forbes  last  year.  He  was  talking 
about  his  plan  to  establish  a  Depart- 
ment of  Transportation  charged  with 
working  out  'an  overall  transporta- 
tion policy  for  the  country.' Today.  .  . 
Congress  is  close  to  approving  the 
President's  request.  .  .  ." 

10  years  ago 

(From  THE  ISSUE  OF  Aug  17,  1981) 


David  Sarnoff  with  Guglielmo  Marconi. 
25  years  ago 

(From  THE  ISSUE  OF  Aug,  15, 1966) 
"It  seems  too  incredible  to  be  true, 
but  Congress  apparentiy  is  on  the 
verge  of  vandalizing  the  Grand  Can- 
yon. Imagine.  An  Arizona-sparked 
bill  would  okay  the  building  of  some 


G.D.  Searle  chemist  James  M.  Schlatter, 
the  discoverer  of  aspartame  sweetener. 

"In  December  1965  chemist  James 
M.  Schlatter  was  working  on  a  project 
to  develop  a  new  anti-ulcer  drug  at 
the  laboratories  of  G.D.  Searle  &  Co. 
'I  licked  my  finger  to  pick  up  a  piece  of 
paper,  and  my  finger  tasted  good,'  he 
recalls.  That's  how  he  discovered  low- 
calorie  sweetener  aspartame,  which 
some  analysts  think  may  be  worth  up 
to  $1  billion  in  annual  sales  by  1985." 

"Soaring  prices  for  timber  in  the 
Northwest  have  sparked  a  new  ploy  to 
raise  fresh  capital  for  the  tree  men. 
The  idea  involves  forming  private 
partnerships  that  buy  timber-cutting 
rights  on  government  and  private 
land  and  then,  in  effect,  syndicate 
ownership  of  the  trees  among  big 
investors  looking  for  tax  shelters  and 
capital  gains." 
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Which  is  more  worthwhile 
earninjj:  a  larjje  foi'tune  or 
the  esteem  and  fjratitiide 
of  the  nation  ?  This  question 
is  prompted  anew  by  the 
death  of  ex-Secretary  of 
the  Interior  [Franklin  K.] 
Lane.  He  remained  in 
public  service,  doin£f  most 
noble  work,  until  his  means 
became  absolutely  exhaust- 
ed, and  he  died  before  hav- 
ing had  the  opportunity  to 
reaccumulate  any  bank 
account.  .  .  .  He  died  leav- 
ing "no  estate  whatsoever.^' 
Is  what  he  did  leave  more 
to  be  desired,  more  to  be 
coveted,  than  a  fortune 
reaching  into  six  or  seven 
figures'^. 

-B.C.  Forbes 


A  Text ... 

I  returned,  and  considered 
all  the  oppressions  that 
are  done  under  the  sun;  and 
behold  the  tears  of  sucK 
as  were  oppressed,  and  they 
had  no  comforter;  and  on 
the  side  of  their  oppres- 
sors there  was  power;  but 
they  had  no  comforter. 
-Ecx:lhsiastes4:1 


Sent  m  by  Lumir  S.  Palma, 
Brownsburg,  Ind.  What's  your 
favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to 
senders  of  texts  used. 


Laws  are  sand,  customs  are 
rock.  Laws  can  be  evaded  and 
punishment  escaped,  but  an 
openly  transgressed  custom 
brings  sure  punishment. 
-Mark  Twain 

Never  try  to  teach  a  pig 
to  think.  It  doesn't  work 
and  it  annoys  the  pig. 

-Anonymous 

An  adventure  is  only  an 
inconvenience  righlily 
considered.  An  inconvenience 
is  only  an  adventure  wrongly 
considered. 
-G.K.  Chesterton 

One  cannot  manage  too  many 
affairs-  Like  pumpkins  in 
the  water,  one  pops  up  while 
you  tr\'  to  hold  down  the  other. 

-Chines:   -rovi-rk 

It's  all  rigli      tting 
yourself  go, .    'ongasyou 
can  get  yourseM  back. 

-Mk:k  Jagc.er 


If  Fortune  calls,  offer 
him  a  seat. 
-Yiddish  proverb 

Women's  liberation  is  just 

a  lot  of  foolishness.  It's 

the  men  who  are  discriminated 

against.  They  can't  bear 

children.  And  no  one's 

likely  to  do  anything 

about  that. 

-GOLDA  MeIR 

We  ask  advice,  but  we 
mean  approbation. 

-Chari,es  Cai.eb  Colton 

The  boat  I  always  wanted  is 
in  my  dentist's  driveway. 

-Anonymous 


More  than  9,000  "Thoughts,"  indexed  by  author 
and  subject,  are  available  m  a  three-volume  boxed 
set  at  $49.50  ($19.50  per  volume  if  purchased 
separately).  Also  available,  a  one-volume  edition  of 
over  3,000  "Thoughts."  Price:  $19,50.  Send 
check  and  order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  sales  tax  on  orders  in  New 
York  State  and  other  states  where  applicable. 


The  man  who  regards  his  own 
life  and  that  of  his  fellow- 
creatures  as  meaningless  is 
not  merely  unfortunate,  but 
almost  disqualified  for  life. 
-Albert  Einstein 

Sometimes,  when  one  person 
is  missing,  the  whole  world 
seems  depopulated. 

-Lamartine 

When  a  man  points  a  finger 
at  someone  else,  he 
should  remember  that 
three  of  his  fingers  are 
pointing  at  himself. 
-Anonymous 

Even  hooligans  marry,  though 
they  know  that  marriage 
is  but  for  a  little  while. 
It  is  alimony  that  is  forever. 
-QuENTiN  Crisp 

The  [British]  attitude  to 
foreigners  is  like  their 
attitude  to  dogs:  Dogs  are 
neither  human  nor  British, 
but  so  long  as  you  keep  them 
under  control,  give  them  their 
exercise,  feed  them,  pat  them, 
you  will  find  their  wild 
emotions  are  amusing,  and 
their  characters  interesting. 
-V.S.  Prjtcheit 

There  is  only  one  thing  in  the 
world  worse  than  being  talked 
about,  and  that  is  not  being 
talked  about. 
-Osc:ar  Wilde 

A  sparrow  fluttering  about 
the  church  is  an  antagonist 
which  the  most  profound 
theologian  in  Europe  is 
wholly  unable  to  overcome. 
-Sydney  Smith 

No  man  is  a  match  for  a  woman, 
except  with  a  poker  and 
a  hobnailed  pair  of  boots — 
and  not  always  even  then. 

-George  Bernarj-)  Shaw 
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